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The Integrity of the Federal Reserve System 


By A. D. WELTON AND C. H. CRENNAN 
Editors-in-Charge 


HE Federal Reserve System has 

to do only with commercial bank- 
ingt Commercial banking has only to 
do with getting goods from producer 
to consumer. It operates on the 
assumption, ordinarily valid, that the 
sale of goods to the consumer produces 
funds to discharge whatever obligation 
has been created. 

Investment banking, on the other 
hand, operates on the assumption that 
the capital loaned will be repaid out of 
the earnings its use permits in a speci- 
fied number of years. 

The essence of commercial banking 
is liquidity of the credit on which it 
functions. Its credit instruments must 
be of short maturity. The banks 
which invest in them undertake to pay 
on demand and they must have a 
constant inflow of funds or a means of 
quickly realizing on their credit in- 
struments. It is necessary, therefore, 
that the goods against which such credit 
is granted should be always in process 
of sale. 


is their only other customer. 


Pyimarily and fundamentally the. 


Reserve System was designed to pro- 
vide for the credit instruments of 
commerce an instant sale. It was 
an attempt to organize not a new lot of 
banks, but a new banking machine 
supported by the resources of all its 
member banks.” 

The Reserve System is then an 
organization of banks. The Reserve 
Banks draw their capital from banks. 


t Permission to national banks to receive 
savings deposits and to exercise trust company 
powers does not affect the commercial nature of 
the Reserve System. 

* Cf. Article by Professor Kemmerer in this 
volume. 


ix 


Banks give them all the business they 
have, except the government, which 
The 
country has then a banking system 
composed of banks of various kinds, 
some chartered by the nation and 
some by the states, brought into a 
codperating organization with the Fed- 
eral Reserve Banks as the operating 
mechanism. 

Over this operating mechanism of 
the codperating organization of banks, 
the government exercises a general 
supervision. There are many people 
who thought the supervising authority 
should be different, but it isn’t and it 
doesn’t matter so long as it is com- 
petent and impartial. 

The purpose of the Federal Reserve 
System was to provide for business 
just what has been provided. There 
was no purpose and no intention to 
establish government banks, and none 
was established. There was no pur- 
pose to help or favor operating banks 
because they needed neither help nor 
favors. There was a purpose and 
intention to put the operating, com- 
mercial banks in a better position to 
discharge their duties to business so 
that business might go on under any 
and .all circumstances, if this could 
be achieved through an economic 
use of credit and competent credit 
machinery. 

In relation to business, therefore, 
the Federal Reserve System is more 
than a banking system. It is a code 
for business behavior. It is more than 
a machine for expanding and con- 
tracting credit and currency. It is a 
means for the orderly and systematic 
functioning of business credit and, 
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through reapportionment o° tkis credit, 
for the stabilization of business. 

No comprehensive grasp of the 

System can be. had if, among its 
attributes, is included chat of a 
remedy for all business amd financial 
ills. It is not. It can never save the 
day for the insolvent. It is man-made 
and man-operated, It has and must 
have limitations. It must not be 
concluded because it financed the War, 
that it can.go on indefinitel~ producing 
rabbits of credit and currency out of an 
empty hat. It didn’t do taat even in 
war. It did give life and credit form to 
latent and dormant resourees. It did 
make the unliquid at least temporarily 
liquid. But war demands sach per- 
formances. 
` It might have been beite> if the 
Reserve System had been called on to 
do less, and more had been done 
through other means, the Treasury, 
for instance. It would have been as 
well for the country and bezte? for the 
System. Had this course been Zollowed 
the Reserve Banks would heve avoided 
much harsh criticism for displaying 
their limitations, once war pressure 
was removed. Many suggestions for 
changing the System would never have 
been made. It would not have been 
expected to bring to realizetion so 
many fatuous dreams. 

As an operating banking mechanism 
the System need not, hewever, be 
taken for what it is. Chamges in the 
machinery may be made if the funda- 
mental structure is not impeired. Any 
banking system is a thing of growth. 
If, in its final form, it shows that 
wisdom has been gained from experi- 
ence and skill from practice, iz begins 
to approximate general needs. The 
Reserve System is an evolution out of 
more than a century of hardan- bitter, 
experience made harder and moze bitter 
by experiments. Its mecaanism is, 


mits the application of principles of 
demonstrated soundness. Its funda- 
ments are vital, not only because they 
attest that old fallacies have been dis- 
missed, but also because they have 
been proved under the test of prac- 
tice. 

Probably, in any organization ap- 
plying rules of conduct, there is a 
degree of fluidity. Some measure of 
chanze is always possible even“when 
not elways desirable. But change for 
the sake of change is not progress or 
improvement. On the other hand, 
there is advantage in holding to fixed 
practice. It is not difficult to test 
the q 1ality of any amendment proposed 
to tke Federal Reserve Act. It is 
necessary only to get the fundamental 
purpeses in mind. Anything out of 
accord with them may instantly be 
dismssed. 

Bu; a great banking system cannot 
grow and develop out of itself. Deal- 
ing with such an intangible as credit 
and so nebulous a quality as confidence, 
the ettitude of the public must be 
reckoned with. So susceptible are 
banks generally to public opinion that 
the benker subconsciously, almost, con- 
siders that as a factor to be used in all 
his calculations. In any event the 
publie is a factor in the future develop- 
ment of the Reserve System, as Paul M. 
Warburg points out elsewhere in this 
volume. If the public is dismissed þe- 
cause even & meager popular under- 
standing of the intricacies of banking 1s 
beyor.d hope, the business man, from 
whom more may be expected, stands 
forth as a grim spectre. - 

The public, most assuredly, feels and 
does not analyze. The business man 
may >e controlled by emotion rather 
than reason. The more certain the 
operacions of the Reserve Banks, 
therefore, the better they will come to 
be understood. Eventually, although 


therefore, of moment only as it per-- it may be only a hope, the public will 
+ 
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come to understand up to the point of 
having confidence. 

Thus the public is an important 
factor in the development of the 
Federal Reserve System. There must 
be a growth without the banks as well 
as within them. The public mind 
must become attuned to them. 

For the people the Reserve System is 
a preeious thing. If it is to fulfill its 
work and its mission, they must view 
it with confidence. Its integrity is to 
be guarded with as much jealousy as 
‘the Constitution itself. The jealousy 
must be inculcated into the popular 
mind. The attainment of such a state 
is taken to be desirable. If it is, the 
prospect of its realization will be in 
constant jeopardy unless members of 
Congress can be induced to abandon 
the idea that the Reserve Act is 
subject to tinkering at the behest of any 
amateur banker. 


KNow.epce or Banxine History 
Hers to PUBLIC UNDERSTANDING 


Under the interpretation of the Fed- 
eral Reserve System given above, its 
growth, improvement and develop- 
ment to the maximum of satisfaction 
and efficiency can be attained only if 
its fundamental purposes are under- 
stool. The forces without the System 
must contribute a share in this growth 
and development. These outside forces 
are the business men and the public 
generally. 

There can be no adequate under- 
' standing or appreciation of the System 
unless there is a general familiarity 
with what preceded it. To this end 
the first section of this volume is 
given over to an historical review. The 
first article sketches the history of 
banking from 1791, when the First 
Bank of the United States was organ- 


ized, down through the panic of 1907.5-. 


Even cursory reading of these events 
3 By B. H. Beckhart. 


will indicate the influence that old 
experiments and controversies exerted 
on the makers of the Reserve Act and 
the form and content of the law. In 
the struggle over note issues and 
redemption of bank notes will be 
found the causes for the demand that 
Federal Reserve notes be made “obhi- 
gations of the United States.” The 
workings of the national bank system 
will explain the development of re- 
serve banking and the need for 
elasticity of both credit and currency, 
and so on. 

In his article on “The Studies of the 
National Monetary Commission,” Pro- 
fessor Weston illuminates the defects 
of the old banking system and shows 
how they were studied in relation to 
other systems and the probable needs 
of modern business for adequate bank- 
ing service, 

These needs found expression in the 
organization of the National Citizens’ 
League for the Promotion of a Sound 
Banking System. The story of the 
organization of that movement is 
told by Mr. Harry A. Wheeler, who 
participated in 1t and who was also one 
of the organizers and the first President 
of the Chamber of Commerce of the 
United States. - 

Through the workings of the Na- 


tional Citizens’ League, later supple- 


mented by work of the Chamber of 
Commerce, the business men and the 
business organizations of the country 
were bound together. A community of 
thought on bankmg methods and 
services was thus brought about and 
translated into definite purpose. 

To get this result—a first step 
toward legislation—demanded an elab- 
orate educational campaign. Success 
in this venture was made more difficult 
because of the many schemes for 
monetary and banking reform con- 
ceived and promoted by modern John 
Laws. These enthusjasts, often seeing 
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in banking the means o? ettaining 
_ universal happiness, found ro other 
weapon than legislative compulsion or 
government operation of bmks. Dis- 
missing the exploded theories, it need 
only be said that the guaranty of 
bank deposits was the mezsure of 
reform being pressed with v gor at that 
time. It had many advocates in 
Congress. However, the elrcational 
campaign was versistently prosecuted 
and was successful to the extent nec- 
essary in bringing attention to sound 
economics in banking reform as against 
the pursuit of emotional ra.abows. 

In his article on “The Fed2ral Re- 
serve Act in Congress,” Dr H. Parker 
Willis gives an intimate recizal of facts, 
many of which have not previously 
been published. As expert for the 
House Committee on Barking and 
Currency, Dr. Willis wes familiar 
with every step in the development of 
the bill before it was in the Committee 
for discussion and subsequently. The 
political factor is here disclosed as it 
came forward to influence waat was 
_ an economic product. The dzgree of 
interest of the Administraz:om in the 
measure, the pressure place-l >n Con- 
gress and the suggestions from the 
Treasury and other deparzments are 
made clear. 

In this phase of the development, 
distinction must be made ketween the 
administrative and the ecor omic pro- 
-visions. Control of the System was 
always a subject of contertion. The 
decentralizing of credit and curbing 
of the supposed power of Wall Street 
and the “Money Trust? were always 
matters of political concern. The 
tendency toward government control 
of the operating banks themselves had 
to be guarded against. Over the 
economic provisions, there was less 
trouble. There was no disagreement 
of moment in this respect, but pro- 
visions strictly eponomic were often 
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unde” pressure because of their rela- 
tion to control in execution. Thus 
elasticity of note issue was confused 
with distribution of credit and would 
have been sacrificed or impaired if 
help for the farmer could have been 
secur:d thereby. One illustration of 
the confusion of economics and politics 
will suffice. 

In an economic sense, redisaeunt- 
ing fcr profit was at that time unthink- 
able. The maturity of paper offered 
for rediscount at the proposed banks 
was ef incidental importance. Com- 
merck banks could not consider paper 
of anything but short maturity and it 
was equally clear that paper for re- 
discount would not be offered to the 
Reserve Bank by the discounting bank 
on th day of discount. But dozens of 
congressmen could not or would not 
understand that the farmer could have 
no drect dealing with the Reserve 
Bank. Hours of discussion in the 
Senate were given over to the maturity 
of agricultural paper. Senators who 
saw ima the Reserve Act only a new way 
of settling the farmer’s eternal credit 
problzm, would have willingly de- 
stroyed the commercial character of 
the Eeserve Banks on the chance of 
settling that question. The time 
agricultural paper for rediscount Inay 
run was increased to ninety days. 
This maturity would have been of no 
importance if the rediscount rates had 
ever been scientifically adjusted and 
is of little importance anyway. In 
August, 1921, the average maturity of 
rediscounted paper was 15.76 days. 
In September it was 17.22 days. In 
the Minneapolis Bank it was 42.06 days 
and in Boston 7.74 days. If maturities 
had not been mentioned in the Act, 
the result would probably have been 
the same. 

Th2 House bill as recommended by 
Chairman Glass’ Committee was the 
real bill, as Dr. Willis points out. 
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Senator Owen had a different bill 
-which he was induced, eventually, to 
abandon. There was also a bill 


fathered by the Treasury providing ` 


for a central government bank with 
the Treasury’s gold as the capital. 
The fact that the gold belonged to 
the holders of the certificates issued 
against it, was thought to be insig- 
nificant. ‘The advocates of this plan 
floundered about in it for some time 
until the President himself summarily 
suppressed it. | 

Dr. Willis shows clearly that the 
Glass bill was the Administration’s 
bill. After all other proposals had been 
discussed, and mechanical changes 
- were made—notably that providing 
for retirement .of the bond-secured 
currency——the Act as passed was sub- 
stantially the bill as it came from the 
House Committee. 

The true purposes of the Federal 
Reserve Act will be found in the dis- 
cussions and reports of the Banking 
and Currency Committee of the House, 
of which Carter Glass was chairman. 

The beginning of the European War 
brought an almost instant business 
dislocation. Fear of panic was allayed 
by the summary closing of the stock 
exchanges. A currency famine was 
supposed to be imminent. The mem- 
bers of the Federal Reserve Board had 
been appointed about this time— 
August 9, 1914——but the time for 
opening the new Reserve Banks could 
not even be predicted. 

In September the dormant National 
Currency Associations were awakened. 
‘These had been formed in many dis- 
tricts under the provisions of the 
Aldrich-Vreeland Act, passed after the 
panic of 1907. Emergency currency 
was issued to these Associations and 
met whatever stress there was, as 
told in Mr. Dodge’s article.‘ 


4*The Aldrich-Vreeland Emergency Cur- 
rency.” 
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Aside from the useful service of 
providing currency and thereby sus- 
taining confidence,. the operation of 
this law was effective to prove its in- 
capacity to meet anything more than a 
passing strain. There were many men 
—pbankers included——who thought that 
the demand for banking reform would 
be completely met by this law or any 
law which would permit the turning of 
bank assets into currency. It was a bit 
of good fortune that there was a dem- 
onstration to show that banking effi- 
ciency was a reserve and not a currency 
problem. It eliminated forever from ` 
consideration a half-hearted remedy. 


EARLY PROBLEMS AND OPERATIONS OF 
THE FEDERAL RESERVE BOARD 
AND BANKS 


The Federal Reserve Board and 
the Banks were organizéd without 
much difficulty. The Organization 
Committee toured the country to 
gather information and hear the argu- 
ments of the various civic and banking 
committees selected to advance the 
claims of the many cities which thought 
themselves entitled to selection as the 
homes of the Reserve Banks. There 
were many contenders for these honors 
and there was some bitterness. Fixing 
the boundary lines of the districts also 
caused contention. Political “pull” 
was exerted to influence the committee 
from without and political prejudice 
was working within. But these mat- 
ters were of minor importance com- 
pared to the Organization Committee’s 
interpretation of the provision as to the 
number of Banks. They decided that 
twelve should be immediately estab- 
lished, and not eight, to be increased 
to twelve later if experience showed 
twelve to be necessary. 

Undoubtedly the Committee felt the 
pressure keenly. Southern cities were 
very ambitious and very influential. 
But, so far as politics was concerned, 
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its full force was not manifested until 
the matter of organizing tie Reserve 
districts came before th= Reserve 
Board for review in 1915. . 

The Federal Reserve Act (Section 2) 
says, “The determination of said or- 
ganization committee shall mot be sub- 
ject to review except by tie Federal 
Reserve Board when orgarized”’ and 
“the districts thus created mar be ad- 
justed and new districts may from 
time to time be created by the Federal 
Reserve Board, not to exceed twelve in 
all.” 

The Board seemed to thins that pro- 
vision mandatory. It was, thsrefore, 
in the performance of what th2y con- 
sidered a duty that they turned to a 
study of district boundaries and the 
location of Reserve Banks. In several 
. instances changes in boundaries were 
made, but when a discussion of the 
possible strengthening of the System 
by combining some of the districts 
‘without closing any offices already es- 
sablished) was begun, politizal power 
pegan immediately to work. 

The then Governor of the Boerd and 
the two ex-officio members combined 
to prevent any change of the kind un- 
der discussion. The ex-officic members 
—the Secretary of the Treesury and 
Comptroller of the Currenzy whose 
action as members of the Organ zation 
Committee was to be reviewed—and 
the Governor were a minority of the 
Reserve Board. But, over the signa- 
ture of the Governor and wi-hcut the 
authority or knowledge of the majority 
cf the Board, they asked the President 
to transmit to the Attorney-teneral a 
request for an opinion defmirg the 
Reserve Board’s powers of review. 

The opinion was turned dul over 
Saturday and Sunday, whick may be 
considered unusual dispatch. When 
tae Board met again it was feced with 
tae Administraticns’ interpretation of 
tae law and the interpretation was that 
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the Board had no power to review 
the dstermination of the Organization 
Committee In a manner that might 
affect. the existence of any of the twelve 
Reserve Banks already established. 

The point to be made is that the 
integnty of the Reserve System is of 
indifferent consequence in the face of 
political exigency. Perhaps just such 
a thing will not happen again buf this 
is the second instance in which appeal 
was made to the Attorney-General to 
give legal support to a plan politically 
desired. : 

The fear of future political assaults 
on the integrity of the Reserve System 
is so well founded in experience that 
Mr. Warburg is wholly justified in his 
conclusion that the people must de- 
velop a jealous regard for their banking 
machinery if they wish it to endure. 
Mr. Warburg, in his article, is appar- 
ently l2ss concerned with the past than 
with the future. Recent experiences 
indicate the correctness of his views 
and tke basis for his fear of political 
encroazhment. He worked so faith- 
fully and effectively to gain and hold 
for the Reserve Banks what they have 
that anything he says has particular 
and peculiar significance. 

Once the Reserve Board was in ac- 
tion, taere was the usual clamor for 
jobs from eager politicians but it was 
mostly clamor. .The positions to be 
filled were hedged about by qualifica- 
tions taat could not be met by those 
withou: banking experience. The po- 
sition of Reserve agent attracted the 
avid attention of the politically faithful. 
The duties of this position were not 
clearly defined. At first sight it seemed” 
to offer attractions of ease and afford a 
quiet resting place for an agreeable ex- 
someth-ng classed in political slang as 


a “lame-duck.” There were, of course, 


hundreds of applications for these places 
and every applicant was supported by 
heavy political indorsements. 
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However, the Reserve Board itself 
was wisely chosen. Efforts to diversify 
its membership both in equipment and 
representative character. were success- 
ful. The Board, charged with the 
duty of organizing a new banking 
system at the time the world was be- 
ginning the greatest of wars, did not 
view the task lightly or politically. 
Bankers were drafted into the service 
- of the Reserve Banks and accepted, 
often at large sacrifice. Bankers and 
business men chosen to the directo- 
rates of the Reserve Banks were as 
much in earnest as the Reserve Board. 
The political pressure was strong 
enough to bring a lapse here and there, 
but the general character and business 
complexion of the official staffs stood 
up under close inspection. This early 
proceeding is to be judged only in the 
‘light of results obtained and not by the 
efforts that were made to impose upon 
Board or Banks the wishes of those who 
were politically moved. It is a fair 
inference that, so far as jobs were 
concerned, political officialdom passed 
recommendations along in the serene 
confidence that the banking minds 
would accept the responsibility of the 
refusal to concur. 

In any event the Banks came into 
existence as banks and were opened on 
November 16, 1914. Having buildings, 
equipment, officers and staffs, they 
were naturally curious as to what they 
might do. Could they advertise and 
go out after business? No provision 
had been made for such a course. They 
would get business when their member 
banks were hard pressed for funds. 
Humiliation attached to rediscounting. 
It was regarded as a sign of weakness. 
Moreover, while the Reserve Banks 


were open for business, reserve funds’ 


were to be turned over to them in 
installments. The banking system 
was otherwise running along as before. 

There was, however, much to do. 
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In nearly every district leading banks 
rediscounted paper for the sake of 
example.’ The Reserve Board had to 
study the law, which settled all 
difficult problems by saying “under 
such regulations as the Board may 
prescribe.” It must also be re- 
membered that Aldrich-Vreeland emer- 


‘gency currency was in circulation and 


was to be retired or supplanted by 
Federal Reserve notes. 

Rules were to be made, precedents 
set and the gathering of traditions 
begun. Eligible paper had to be 
defined; at least, a beginning had to be 
made. Not only banking customs 
but business habits would have to be 
remolded and remodelled, if the Re- 
serve Banks were to have anything on 
which to function. Acceptances were 
authorized by the Act. They-were 
new to the banking world. The 
lessons of war were beginning to say 
that gold would have to be gathered 
and impounded.’ The state chartered 
banks were hostile or, at best, only 


‘neutral. It grew rapidly plainer that 


they would have to be wooed and won. 
The law made it mandatory that the 
clearing and collection of checks and 
drafts be undertaken. A first step in 
this direction threw the country banks 
that were members of the System into 
spasms of anger and fear. It made 
the state banks glad‘that they were 
beyond such meddling. 

The Gold Settlement Fund came as an 
ingenious means to economy and con- 
venience for member banks. It was a 
first notable step in what the Reserve 
Banks could do—something that would 
be helpful, speedy and cheap. The plan 
was worked out by the Reserve Board 


5 “Karly Functioning of the Federal Reserve 
System.” 

6 “Bligibility for Discount” by Charles L. 
Powell. 

7 See “Preparation for War and the Liberty 
Loans” by J. H. Case. 
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in conjunction with exp=rts called 
from member banks. It was simple 
and easy and established itself so 
quickly in favor that it, wa: a.most as 
quickly forgotten as a service It has 
always worked perfectly «nd stands 
nowas areal achievement.’ Itisaserv- 
ice no less to business than to banks. 

The story of the winn ng of the 
state banks and of par collections is 
told in the paper by Mr. Pierre Jay, 
Chairman of the Board of the Federal 
Reserve Bank of New York. Mr. Jay 
was called to that position from the 
presidency of a state bank. It is 
needless to say that his s~m>athetic 
understanding cf state bank problems, 
his patience and persistence found 
opportunity for display .n dealing 
with those institutions. But the 
national banks within tke System 
were more rebellious than tke state 
banks without it. They woule. not be 
mollified and they were impervious to 
argument. They nearly dis-ur-ted the 
American Bankers Association They 
forced Congress to consider amend- 
ment of the Act and missed -vinning 
completely by a narrow marzin. They 
went to law about it. It ‘s possible 
still to make exchange charges and 
they.are made, but the “par collec- 
tion”? competition is too strong. In 
the face of all the obstacles the Reserve 
Banks are now the great instruments 
for check collections and ‘they will 
have competition in this jell only 
7rom banks of great reach, capable of 
maintaining the necessary ccnnections 
and facilities. i 

However, the War, not the wooing, 
brought the state banks into the 
System—not all of them, of zourse, 
but a number in point of resources 
quite great enough to give th2 Reserve 
System the necessary universakty—if 
there is any such thing as a degree. 

“The Evolution of the Gold Settlement 
Fund” by George J. Seay. 
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The development of the relations of — 
Reserve Banks to their members and 
with one another immediately became 
a senous problem once-the Reserve 
Banks were in operation. How this 
was done and what was and 1s being 
done, is told by Mr. Gidney. The 
Reserve Banks can never supplant 
“correspondent” banks. There are 
too many services the latter render, 
too many personal and long-stahding 
connections, but the Reserve Banks 
have made great progress and have 
brought their depositors to a realiza- 
tion that they are customers and will 
be treated as such. The development 
of clcse relationships among the Re- 
serve Banks and their officials has 
also been as important as it is in- 
terest ng. Unity demanded it, but 
systematic effort was essential to its 
achievement. 

There will always be non-member 
banks because banking is often special- 
ized end men have notions of inde- 
pendence. The mutual savings banks 
of the Edst are not eligible to member- 
ship. They have no capital stock. 
The lews have been changed in one or 
two states to permit them to invest a 
part of their funds in “commercial 
paper > and acceptances, but their 
investments are not supposed to, be 
liquid, and they are far removed from 
commercial banking. 

Probably there will always be pri- 
vate bankers with freedom to operate 
within that borderland where invest- 
ment and commercial banking meet 
and divide, or on both sides of it. But 
the Reserve System, as now formed of 
Reserve Banks, national banks, states 
banks and foreign trade banks, is 
sufficieatly inclusive and strong to 
permit the statement that it is as 
nearly universal as necessary. There 
is nothing on the horizon, or nearer, 
to indicate that it will diminish in- 
stead af grow. 
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Amendments to the Reserve Act 
have been fairly numerous, but gen- 
erally they have been made to meet 
conditions that could not be foreseen 
or to make operating conditions easier 
or simpler. It is good fortune as well 
as good judgment that there has yet 
been no success in perverting the 
provisions of the Act. Congress has 
_ so far yielded to the guidance of the 
Resetve Board and, when there was 
threat of unsound doctrine, Carter 
Glass, as representative and senator, 
has been found on guard. The first 
thrust at the integrity of the System 
by the War Finance Corporation has 
been parried. Even the admission 
that that Corporation is now doing 
commendable work and meeting an 
urgent need, does not justify dismissal 
of the hope that its life and the 
emergency which revived it, will both 
end as scheduled on July 1, 1922. 

Amendments to the Act are dis- 
cussed in Mr. Walter S. Logan’s 
paper where their bearing and trend 
may be learned. In this connection 
it is not amiss to say that bankers have 
contributed loyally to the effectiveness 
of the Reserve Banks’ operations. If 
they fought lustily, through one or 
two groups, against par collections, 
they codperated zealously by sur- 
rendering their gold to the Reserve 
Banks. Without the. War the im- 
pounding of gold would have been 
exceedingly difficult; as it was, it 
required effort. But good teaching 
and good leadership carried through, 
in the closing months of 1917, a plan 
whose success stood as a milestone in 
the progress of the Reserve System. 

Branches of the Federal Reserve 
Banks were established and opened in 
the interest of service to business. 
The jealousies engendered by the 
selection of Reserve Bank cities and 
the making of reserve districts were 
wiped out in this way, but the branch 
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banks have proved the necessity for 
their existerce. Governor Fancher, 
of the Cleveland Reserve Bank tells 
the story.? There are, however, varia- 
tions in the operation of branches. In 
the far West the geographical extent 
of the San Francisco district demanded 
a larger independence in management 
for the branches than in the East, but 
telegraphic communication is always 
close. 

The assumption of the functions of 
the Independent Treasury—see Pro- 
fessor Wildman’s article—came be- 
latedly. It was probably as well that 
it was deferred by politics and war. 
When it did come, the banks were 
experienced and ready. So far as the 
public was aware the subtreasuries 
slipped their moorings and drifted into 
the sea of oblivion with’ no one’s 
knowing or caring. 


EXPANSION, CONTRACTION AND THE 
Discount RATE—VITAL 
: PROBLEMS 


It was thought advisable by the 
editors of this volume to have as wide 
a, discussion as possible of “Expansion 
and Contrection.” Involved with 
this question is the influence of the 
rediscount rate on business activity 
and, therefore, the relation of the 
rediscount rate to business and to the 
expansion and contraction of money 
and credit. 

The Reserve Board is charged with 
many duties. The Reserve Banks 
function In many ways. But no 
question goes more to the vitals of the 
entire scherre than the adjustment of 
the discount rate of the Reserve Banks. 
Whatever else they may do and how- 
ever success-ul they may be in the dis- 
charge of collateral and subsidiary 
duties, around the discount rate and its 
making cluster the factors that bear 

# “The Establishment and Scope of Branches 


of Federal Reserve Banks.” 
+e 


XVill 


directly on the success or fai_ure of the 
Reserve Banks as aids to commercial 
business or to the member beaks which 
act in response to business an react to 
its advantage. 

The relation cf the Reserve Banks’ 
discount rate to and influemce on 
business has by no means b2en deter- 
mined. The factors to be considered 
in determining the rate are pretty well 
settled, but their relatior to one 
another and the relative imp=rtance of 
each is still an open question. In 
seven years of operation the deter- 
mining of the discount rate hes been 
‘nfluenced by extraneous or d-stract- 
‘ng conditions. At first when the 
Banks were new, it was ci 20 im- 
portance. When war pressed. other 
factors received scant attentim. After 
the -Armistice the belief that the 
unexampled prosperity would endure, 
supported the Treasury’s zeeds for 
more financing. When, fina. y, some- 
thing had to be done to avert a 
crash, it was found that no genuine 
experience in adjusting the discount 
rate to influence business tad been 
had. The first increase of the rate 
tö “slow up” business came as an 
arbitrary decree based on a conception 
drawn from British experien. That 
was in January, 1920. Busmess did 
not slow up. It went on, undoubtedly 
despite the higher rate, despite the 
warning, but, because of what? Post 
sibly because of its own momentum. 
4xpansion ‘increased. It was many 
gloomy months after the rate was first 
increased before the peak of either 
credit or currency expans.on was 
reached. In the meantime business 
generally declined to believe that the 
end of war prosperity had corze dr that 
the revival and continuation of it was 
not around the corner. The Reserve 
Board and the rates of the Heserve 
Banks were mentioned on.y to be 
damned. All kinds of allegations, 
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charges, proposals and remedies were - 
made. In the end the rate ‘was 

populerly charged with undoing busi- 

ness—for lack of a better reason. . 

All =his was a new experience with 
the discount rate. It was a valuable 
experience because it was a first lesson 
in the time relationship between busi- 
ness activity and the Reserve Bank’s 
discount rate which, to whatever extent 
it affezts business activity, can do it 
only tarough the influence it exerts on 
the razes charged by member banks. 

In the articles on these questions, a 
wide range of experience, supplemented 
by opinion and study, was sought. 
Bankers, Reserve Bank officials, mer- 
chants, economists were all mvited to 
express themselves. Governor Hard- 
ing, of the Reserve Board, has stated 
the problem as it is before the Board. 
Mr. John H. Rich, Chairman of the 
Board of the Minneapolis Reserve 
Bank, has furthered the discussion with 
views and experiences in that extensive 
and interesting Reserve district. Dr. 
A. C. Millér of the Reserve Board, has 
brouglt to bear on it a mind singularly 
free from prejudice and admirably 
equipped to ferret out and interpret 
facts. Mr. John V. Farwell, from the 
merchent’s interested and detached 
position, gives helpful suggestions and 
clear exposition. Mr. J. B. Forgan, 
dean o` bankers, and tried in experience 
by long service on the Federal Advisory 
Counc'l, and Mr. George M. Reynolds, 
from a terraced height of banking 
leadership fairly won, make contribu- 
tions which are supplemented by those 
of Professor E. M. Patterson of the 
University of Pennsylvania and Dean. 
Chester A. Phillips, of the University 
of Iowa, theorists in the field of eco- 
nomics but with practical bents and 
adept in the use of scientific method. 

Needless to say, these men are not 
entirel:7 in agreement. But close read- 
ing of their contributions will disclose 
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that they are far from hopelessly apart. 
Any divergence of statement is not 
over what the discount policy has 
been, but rather in emphasis as to 
what it should be in the future. 

The problem of the time relation- 
ship between the rediscount rate and 
business activity seems vital in the dis- 
cussion. Of the efficacy of the redis- 
count rate to influence business there 
is little room for question. Recent 
experience, however, indicates a con- 
siderable lapse between the time of 
fixing the rate and the time when busi- 
ness feels and responds to it. On 
January 21, 1920, the first increase in 
discount rate to six per cent was made. 
This rate was maintained until the 
following June when the rate for 
Chicago and New York was increased 
to seven per cent. ‘This rate was main- 
tained for a year. In June, 1921, the 
lowering began. 

The point made by Mr. Reynolds is 
that business is not immediately affec- 
ted by the rates charged by commercial 
banks. The rediscount rate can affect 
business activity only through its effect 
on the rates of commercial banks. But 
banking, asa result rather than a cause 
of business activity, can react only 
after business has made commitments 
which it is bound to carry through 
if it can. If, under the present rela- 
tionship between the rediscount rate 
and business activity, the rate is to be 
adjusted effectively, adjustment must 
be made in anticipation of a business 
activity which may need restraint or of 
an inactivity which may need stimula- 
tion. Such an adjustment might be 
precarious and it would likely be un- 
certain. It is venturesome to say that 
the rates charged for loans by member 
banks would be a better guide in seek- 
ing a basis for the rediscount rate, for 
those rates have variations, as do the 
rates charged for standard “‘commercial 
paper.” 
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The condition outlined shows the 
strength of the position of those who 
say the rediscount rate should always 
be higher than, say, the rate for stand- 
ard commercial paper charged by 
member banks. However, there are 
strong arguments why the rediscount 
rate should sometimes be lower. At 
present the lower rate is giving many 
hard pressed banks in the farming 
sections a needed breathing spell. 
A lower rate’s influence in stimulating 
business may also be problematical 
unless the member banks adjust their 
rates to it as quickly as possible and 
with considerable speed in any event. 

It is not that these statements create 
a dilemma, but they seem to justify no 
other conclusion than that further 
experience in influencing the rates of 
member banks, if not further experi- 
ment, is necessary before it may be 
said that wisdom is justified of her 
children. 


IMPORTANCE OF THE “OPEN 
MARKET” 


If operation of the Federal Reserve 
Banks, under stable conditions of busi- 
ness, 1s to be seasonal and cyclical, as 
many of the contributors to this volume 
seem to believe, the further develop- 
ment of open-market operations will 
be in order. It so happens that the 
Reserve Banks, early in their careers, 
found war a wonderful accelerator. 
War made them busy and prosperous. 
Henceforth they will operate under 
changed conditions. Not that there 
will not be continuous business for the 
Reserve Banks, but they will not be 
carrying peak loads twelve months in 
the year. Their operations in the | 
open market will be more important 
under the new conditions than in the 
past. In this field they may find it 
possible to exert an influence which 
will make for the stabilization of 
money rates. 
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Mr. Agger tells of the dæavelopment 
and position of the opem market. 
From what has been achieved we may 
get an idea that here is a field for 
cultivation, with success zeacting to 
demonstrate another and I.zge service 
the Reserve Banks may rencer busi- 
ness. The law made provision for 
such conduct by the Reserve Banks and 
its importance must be kept in mind. 


MISCONCEPTIONS OF THE SYSTEM 


Under the stress of finaacial diff- 
culties incident to war and ics after- 
math the Reserve Banks cme in for 
a full measure of criticism. I: was to 
be expected, and it is not surprising, 
that a portion of the crizicism was 
hostile as well as adverse. Professor 
Patterson, in his discussion of rontrac- 
tion and expansion, gives a very clear 
elucidation of Reserve Bank operations 
in their relation to governmenz financ- 
ing, foreign business and conditions 
and commercial banking. In these 
operations will be found suzh basis as 
exists for real criticism. The article 
might well be read with tsat also in 
mind. 

In his review of the “Popular and 
Unpopular Activities of tae Federal 
Reserve Board end the Federal Reserve 
Banks,” Dr. Scott goes nmmre partic- 
ularly into these criticisms, the rea- 
sons for them and the sha.:owness of 
most of them, while Governzr MicDou- 
gal of the Reserve Bank cf Chicago, 
gives a striking illustration of the lean 
foundation on which rest the allega- 
tions of discrimination azainst the 
agricultural districts. 

It is not enough to stat2 what the 
Federal Reserve System is designed to 
do, if the fundaments of that System 
are to be understood. Cvcrent mis- 
conceptions must be clesred away. 
The prevalence of erronzors ideas 
compels such procedure. 

A wide-spread notion preva tls, even 
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amorg bankers, that the Federal 
Reserve Banks are government banks. 
They are bankers’ banks. This fact 
is written into the Federal Reserve 
Act.™ 
It ts implied in the provisions of that 
instrament." It is not only recognized 
by economists,” but also indorsed by 
opersting officers of Reserve Banks.™ 
No Federal Reserve Bank stock ig held 
by the Federal government. The 
government possesses its regulatory 
powe? because the System is freighted 
with a public interest. The govern- 
ment has an interest in Reserve Bank 
profits only through a franchise tax. 
The Federal Reserve Banks are sub- 
ject to taxation like other private 
corpcrations. To be sure, a minority 
of the directors of Reserve Banks are 
appomted by the Federal Reserve Board 
and members of that Board are gov- 
ernment appointees exercising super- 
visor” powers in the public interest. 
Moreover, Federal Reserve Banks do 
act as fiscal agents, and in other ways, 
for -he government’s convenience. 
Neve-theless, Federal Reserve Banks 
are not government banks. They are 
bankers’ banks designed to aid busi- 
ness »y facilitating commercial trans- 
actions. The fact that the Reserve 
Banks are not government banks de- 
stroysthe ground work for assumptions: 
(1) That the System can produce 
general “prosperity,” and (2) that 
it should be dominated by govern- 
ment 
Under the stimulation of war the fa- 
cilities of the Reserve Act for expansion 
became an engine of inflation. They 
cannot be made an engine of “proS- 
10 Ses the Act and Professor Kemmerer’s paper 
in this volume. 
1 Cf. “The Reserve Act in its Implicit Mean- 
ing.” 
Sez Professor Phillips’ article, for example. 
13 CË “Relations of Reserve Banks to Member 


Banks and Inter-Relations of Federal Reserve 
Banks ” 
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perity.” Neither deft nor awkward 
political manipulation can ‘turn the 
Reserve System from its strictly eco- 
nomic purpose. It was not designed 
to salvage insolvents. It cannot create 
credit. out of nothing. While com- 
mercial banks can control the flow of 
commercial credit and thus affect the 
currents of the productive processes, 
business creates that credit which 
banks, even the Reserve Banks, ap- 
portion. Business impels; banking con- 
trols the drives,—after a time. If 
there must be a causal relationship 
between business and banking, busi- 
ness causes banking. ‘There is actually 
a functional relationship. Business 
gives rise to banking and banking 
reacts on business. Neither commer- 
cial banks nor Reserve Banks can 
create credit and thus create “‘pros- 
perity.” 

One of the facts that doubtless has 
obscured thinking about the funda- 
mental play of commercial banking is 
this one, that the Reserve Banks have 
handled government issues, redis- 
counted paper secured by government 
obligations and otherwise performed 


war functions for the Federal govern- . 


ment. They have been functioning, in 
no small measure, on other than com- 
mercsal credits. This was not their 
original purpose. Government promises 
to pay should not be the chief grist 
taken to the Reserve Bank mill. But 
as a result of war operations, the 
assumption that Reserve Banks can 
“manufacture” credit out of nothing 
seems to find justification with those 
who have not seen the underlying 
sources of the promises to pay on which 
` the Reserve Banks have been function- 
ing. Business, not banking, creates 
what is called “prosperity.” 

An instance of government domina- 
tion of the Federal Reserve System 
ean be found in the control of the 
rediscount rates by the rate on govern- 
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ment bonds.“ This control was no 
doubt bred of war’s necessities. The 
War is over. But no end has come to 
political pressure on the Reserve 
System. That pressure seems now to 
come through Congress, or a section 
thereof, rather than through the Ad- 
ministration. It is suggestive, if not 
legally accurate, to say that the 
Federal Reserve Board can exercise 
those powers expressly granted or 
necessarily and fairly resulting there- 
from, while the Reserve Banks hold 
residual powers. “Less government 
in business” can find a starting point 
in the Reserve System. Government 
supervision is very different from po- 
litical manipulation. These bankers’ 
banks should be unhampered by 
politics. 

A current misconception that is 
giving way is the notion of dead-level 
uniformity of policy and practice 
among the Reserve Banks. The Fed- 
eral Reserve System meets the neces- 
sities of American geography and his- 
tory in providing regional banks with 
a centralized supervision. ‘This fact is 
attested by many of the contributors 
to this volume.’ Presumably each 
Reserve Bank will adapt its policy and 
practice to the hard and particular facts 
of the business situation in its district 1° 
Where differences in procedure are 
necessary, they must and will be allowed 
by the Federal Reserve Board, just as 
differentials in discount ‘rates are 
“permitted” between districts that are 
dissimilar. The Reserve Board will 
play its part of leadership by function- 
ing on common matters of policy and 
practice without constraining the direc- 
tors of the various banks in matters of 

44 See Governor Harding’s statement in the 
article, ““Rediscount Rates, Bank Rates and 
Business Activity.” 

16 See, for instance, the articles by B. H. Beck- 
hart and John H. Rich. 

16 See the paper by H. Parker Willis in this 


volume. z 
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justifiable difference. This will the 
System best perform its service in 
facilitating commerce. Aroitrary con- 
trol, political interference and dead- 
level uniformity will destroz, rot main- 
tam, the integrity of the Federal 
Reserve System. 


THE AVOIDANCE OF INVEST Ses? OPER- 
ATIONS BY RESERVE Banks 


Investment banking shoald have no 
place in the operations of Federal 
Reserve Banks. Their resson for be- 
ing is to aid commercial banking. In- 
vestment operations can be avoided 
by confining the paper =2ligible for 
discount at the Reserve Banks to 
commercial paper.” 

Should the Federal Reserve Banks 
perform such agricultural -redit func- 
tions as are now being developed by 
the War Finance Corporation and 
should they be “adaptec” to such 
functions? The answer tc this ques- 
tion will not only emphasize the 
distinction between commerzial and 
investment banking—in waat may be 
urged as a border-line case—but will 
also illustrate the need CG confining 
eligible paper to that whic evidences 
a movement of goods from preducer to 
consumer and is self-liquidating. 

The original purpose cf the War 
Finance Corporation is of nc present 
moment. The essantial >urpose of 
Section 24 of the War Fmance Cor- 
poration Act, under which tre orpora- 
tion is now operating, is to cive bankers 
and farmers time in which =o pay their 
obligations. Banks in vericus agri- 
cultural communities have mede loans 
for “agricultural purposes” which can- 
not be repaid at maturity out of the 

17 The term commercial paper, ualess in quotes 
in this article, means commercial pepe- as defined 
in the Federal Reserve Act and rulings of the 
Federal Reserve Board, and exp-ess y includes 
agricultural paper. In the case of agricultural 
paper, however, the maturity of tie paper is the 
essential point in giving it eligibilty. 
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proceeds of this year’s crop. Some of 
these banks are themselves having dif- 
ficulty in meeting their bills payable. 
This situation is too well known to 
need elaboration. The War Finance 
Corporation Act expressly permits 
banks with “frozen” agricultural cred- 
its tc apply for advances from the Cor- 
porazion for six months or a year, with 
a renewal privilege which may give 
the abligation a total life of three years. 
By getting time in which to retire its 
bills payable, the bank is in a position 
to give farmer borrowers time in which 
to make a new crop, or two if necessary, 
and thus clean up their obligations. 
The Bank’s obligation must be secured 
by collateral which will insure ultimate 
payment, but time is given for pay- 
ment. In short, the Corporation is 
functioning in the way of carrying the 
burden of agricultural loans that are 
slow but should ultimately be paid. 
Tc the extent that the Corporation 
gets funds into the agricultural sections 
where frozen agricultural credits still 
prevail, the operations of the Corpora- 
tion will no doubt be helpful to banks 
in those districts and indirectly to the 
farm2r borrowers and the country 
in geaeral. Whether Section 24 of the 
War Finance Corporation Act is a 
sound politico-economic measure*need 
not now be debated. It is a fact. 
Bankers and economists have few illu- 
sions as to the probable extent ornature 
of its operations, but about one point 
there can be no doubt, namely, that 
this giving of time to bankers and 
indirectly to farmers puts the opera- 
tions of the Corporation in the class of 
investment rather than commercial 
banking. Ifthe Federal Reserve Banks 
were to carry loans for three years, 
they would be doing an investment 
banking business. It is the purpose of 
the Federal Reserve Act to deal in self- 
liquidating paper. The Reserve Act 
might conceivably be amended to 
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permit the Reserve Banks to perform 
such long time banking operations as 
are now entrusted to the War Finance 
Corporation, but such amendment 
would be a blow to the integrity of the 
Federal Reserve System as a commer- 
cial banking mechanism. 

Should the War Finance Corpora- 
tion so extend its operations in granting 
agricultural credits that its capital is 
exhausted, the Corporation may issue 
debentures to secure additional funds. 
The Corporation is empowered by the 
Act to have advances to banks out- 
standing at any one time to the amount 
of a billion dollars. The capital stock 
of the Corporation, which is owned by 
the Federal government, is five hun- 
dred million dollars. Should the Cor- 
poration issue its debentures, these 
promises to pay must be considered 
investment paper. They may be used 
to secure rediscounts with the Federal 
Reserve Banks. Should they be so 
used, they will be in the same position 
as government obligations which are 
used to secure rediscounts. The pro- 
priety of making’ loans and issuing 
Federal Reserve notes on the basis 
of paper “‘collateraled” by investment 
securities is a question that may well be 
raised in considering the integrity of 
the Reserve System as a commercial 
banking institution. 

Government bonds and debentures 
of the War Finance Corporation are 
promises to pay. They are not in 
themselves evidences of a movement 
of goods from producer to consumer. 
They are not self-liquidating as is 
commercial paper. The legal permis- 
sion to secure rediscounts with invest- 
ment paper is a deviation from the 
original purpose of the Federal Reserve 
Act. It is true that the Reserve Act 
makes express provision for rediscounts 
secured by government obligations. 
But it is also true that had the framers 

18 See Section 18 of the Federal Reserve Act. 
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of the Federal Reserve Act anticipated 
the World War, the proviso clause in 
Section 13 of the Reserve Act, which 
permits rediscounts to be secured by 
government obligations, would prob- 
ably not have been passed.” And 
certainly there was sufficient experience 
with this proviso clause of Section 18, 
as to its potency for inflation, to have 
warned against the amendment of the 
Reserve Act so as to permit the War 
Finance Corporation’s debentures to 
be used to secure rediscounts. Section 
24 of the War Finance Corporation Act 
was not approved until August 24, 
1921. 

While government obligations are so 
extensively held by individuals and 
business concerns, it is perhaps im- 
practicable to amend Section 13 of the 
Federal Reserve Act so as to prevent 
the use of government obligations to 
secure rediscounts and the issuance of 
Federal Reserve notes on the security 
of those obligations. Until the war 
bonds of the government find a final 
resting place with investors—which 
may mean until refunding plans are 
put into operation—it would probably 
be impracticable to prevent a member 
bank’s offering the note of a business 
man for rediscount which is secured by 
government bonds. Until that time 
it may be impossible to have Federal 
Reserve notes issued only in response 
to commercial needs, evidenced by the 
offering of commercial paper for redis- 
count. Inthe perfecting of the Reserve 
Act, Section 13 might well be changed, 
on the chance of a recurrence of very 
large government demands. There 
will be no valid excuse for permitting 
the rediscounting of notes secured by 
the debentures of the War Finance 
Corporation should that Corporation 
function extensively ‘enough to issue 
its debentures. Of course, it might be 


See paper entitled, “The Reserve Act in its 
Implicit Meaning.” ° 
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difficult to sell such debentures without 
this feature. 

The avoidance of investmert opera- 
tions by Reserve Banks wil. be difficult 
so long as Congress, or ary group of 
congressmen, can force amendment of 
the Federal Reserve Act tc teke from 
the Federal Reserve Board its power 
to define eligible paper under the Act 
as it now stands. In the spirt of the 
Act the resources of the Reserve Banks 
are not to be used for witaholding 
crops from the market to secure higher 
prices. Commercial paper involves 
the moving of goods to the market, not 
withholding therefrom in order to insert 
a price peg or even to secure “more 
orderly marketing.” Measures to ad- 
mit irrigation and developmert bonds 
as paper for the Reserve Banks to 
function on might conceivebly be 
passed by Congress. But no matter 
how great the need of perticular 
agricultural districts, or how cesirable 
various measures of relief, it seems clear 
that the definition of eligibl2 paper 
should be restricted to commercial 
paper unless there is a general and well 
considered intent to depar: from the 
commercial character of the Federal 
Reserve System. 

There may or may not de need of 
specialized banking machinery to take 
care of the long time financ.al require- 
ments of farmers, due to recurrent crop 
failures or price slumps, as well as their 
need for long time funds i2 bringing 
cattle to market. But in any event 
that need would have to be determined 
on the basis of experience tLat is more 
than transitory or that arizes from a 
world-wide emergency, caused by the 
distortions of war. But the fect that 
these needs exist is not a sufficient 
reason to destrcy the integrity of the 
commercial banking systew. taat has 
been established. They rather point 
the way to the provision of cther facili- 
ties, if necessary. , To destroy the line 
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betwzen commercial and long-time 
banking, that was not easily estab- 
lished, 1s to permit just such a situation 
as now obtains in many country banks. 
They have slow assets with which to 
meet quick liabilities. It is as impos- 
sible to add investment banking to 
commercial banking and get security 
as it is to add apples to oranges and 
get »neaches. And it must net be 
forgot that the slow obligations of 
farmer borrowers and agricultural 
bank; can be traced in part to land 
speculation and inflated land values. 


RELATION OF THE RESERVE SYSTEM 
TO INTERNATIONAL FINANCE 


Ths Federal Reserve Act permitted 
the extension of banking operations 
into the foreign field. Under this au- 
thorization American banks branched 
out ir. foreign territory extensively and 
not always profitably. However costly - 
the experience with foreign banking, it 
is probably safe to say that banks man- 
aged by those who are experienced in 
foreign trade and foreign banking will 
in the future find sufficient latitude for 
profit ible operation under the Reserve 
Act. 

The Federal Reserve Act was amend- 
ed by the Edge law to permit an exten- 
sion ol foreign banking facilitiesthr8ugh 
the establishment of new foreign bank- 
ing corporations in which commercial 
banks were expressly permitted to own 
stock. This fact that commercial 
banks could hold the stock of Edge law 
corporations is sufficient reason for the 
Reserve Board’s being given supervi- 
sory control. Moreover, Edge law 
corporations were designed to finance 
imports and exports, but especially 
to aic the movement of goods from 
American producers to foreign con- 
sumers. They were designed to do a 
foreig commercial banking business. 
The Edge law merely extended the 
provisions of the Reserve Act that had 
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previously permitted foreign banking. 
Since the banking business of Edge 
law corporations is largely commercial 
in character, the Edge law is not an 
attempt ‘to graft onto the Federal 
Reserve System investment features 
that would have destroyed its integrity 
as a commercial banking system. 

Whether Edge law corporations were 
or are desirable from the standpoint of 
practicality is really beside the point. 
The Reserve Act was extended by the 
Edge law to put the Federal Reserve 
System into more intimate touch with 
international finance. It is merely a 
matter of record that “rest in peace,” 
in proper Latin phraseology, has been 
written over the mammoth corporation 
proposed to be operated under the 
Edge law. 

Dreamer’s dreams of international 
banks, which would restore mint pars 
of exchange and otherwise work out 
the difficulties of international finance, 
can be dismissed with scant considera- 
tion. They do, however, contain a 
warning. The capital of one such 
bank was to be composed largely of 
the promises to pay of “solvent foreign 
governments.” ‘The test of solvency 
was prompt payment of external 
obligations and the taking of steps 
towards disarmament. Foreign bonds, 
even of such “solvent governments,” 
are scarcely to be considered banking 
capital. It is difficult, also, to see how 
the operations of such a bank would 
rectify foreign exchange when any 
adjustment depends so largely on 
measures taken by European nations 
themselves—such as deflation of their 
currencies and balancing of their budg- 
ets—to bring the purchasing power of 
their moneys more nearly into align- 
ment with the purchasing power of 
American money. Exchange rates to- 
day are on a purchasing power parity. 
However fatuous such projects, they 
are conceived by those holding re- 
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sponsible legislative positions and it is 
not improbable that somehow, if a law 
were passed to establish such an inter- 
national bank, that bank would get 
itself tied up with the Federal Reserve 
System. It is against such projects 
that the Federal Reserve System must 
be safeguarded by an alert and vigilant 
public opinion which allows no devia- 
tion from its commercial character. 

Though the condition of business in 
the United States is affected by the 
play of world-wide economic and 
political forces and the Federal Reserve 
System 1s affected by the condition of 
business, that System touches the 
international financial structure im- 
mediately at one point, through its 
control of gold. How the Federal 
Reserve Board impounded gold is told 
in Mr. Case’s article. The Reserve 
Board’s control of the gold of the 
United States is now complete. Cer- 
tain it is, also, that the flow of gold 
into the United States shortly after 
the outbreak of the War, but particu- 
larly since September, 1920, has result- 
ed in such redistribution of the world’s 
stock of monetary gold as to give the 
United States—the Federal Reserve 
Board—control of some 40 per cent of 
that stock. 

In this connection the article of Dr. 
Sprague may. be read with profit. 
There is within the Reserve System, as 
operated, an inherent power for expan- 
sion. The manner in which gold is 
handled is of the greatest importance 
and Dr. Sprague has indicated the dan- 
gers to be guarded against in the future 
as well as those which have not been 
met effectively in the past. 


PURPOSE OF THE VOLUME 


The purpose of this volume is natu- 
rally to be ascertained from the read- 
ing of the various articles contributed. 
Books have been written on the Reserve . 
System. Some of them have given its 
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purposes and some have Leen devoted 
to its operations and opereting mecha- 
nism. ‘The editors assumed, however, 
that heretofore no opportunity has 
been offered to bring together in one 
volume the authoritative statements 
from those who were direct_y interested 
in framing and formulating th2 Act and 
were, therefore, familiar with its pur- 
poses; from those who wre and are 
actively connected with the operation 
of the Reserve Banks ard therefore 
competent to interpret their conduct, 
and from those who dreetly and 
indirectly make use of the 3anks or are 
keenly interested to study -he progress 
of the System. 

Thus we have in this vo.ume of The 
Annals the Reserve System as contem- 
plated by its framers, as operated by 
those in charge, and as cbserved by 
those in a position to irterpret the 
operations in relation to the purpose. 
In any event these three forces were 
sought and have responded. The 
relationship between purpose and oper- 
ation is set forth-and the limitations as 
well as the scope of the System have 
been shown. 
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It is pertinent to add that sight was 
never lost of the fact that the Federal 
Reserve System is not generally under- 
stood. It is unfortunate that it is 
distinctly misunderstood. If this vol- 
ume is of any assistance in clearing up 
the misunderstandings and giving a 
better conception of the work and the 
misaon of the Reserve Banks, the 
editors will feel fully rewarded. , They 
owe averything to the contributors who 
have responded so capably and gen- 
erously to their requests, often, it may 
be said, despite of engagements and 
the pressing demands of their own 
businesses. No editors were ever more 
fortunate in securing coöperation from 
cont -ibutors, 

It is only an editorial hope that the 
volume may meet approval. It was 
fairl intended to produce a useful and 
praczical work. Whether it does or 
does not perform a useful service, we 
feel -ustified in appending the message 
for tae book suggested by the governor 
of a Reserve Bank: “It will not be easy 
readng; it may not be agreeable read- 
ing, but Ithink it mighty important that 
ever7 business man should read it.” 


Outline of Banking History 


From the First Bank of the United States Through the Panic 
, of 1907 


By B. H. BECKHART 


Columbia University 


HE United States was particularly 

fortunate in having as its first 
Secretary of the Treasury a veritable 
genius, whose program of fiscal reform 
quickly placed the new republic on a 
sound financial basis. As an essential 
part of his program, Hamilton urged 
the establishment of a National Bank 
in a report to Congress, dated Decem- 
ber 13,1790. Since the economic signif- 
icance of banks was then but crudely 


understood, Hamilton, in this now fa- - 


mous document, first indicated the 
numerous advantages resulting from 
banking in general and from a National 
Bank in particular, taking occasion to 
dispel some of the current erroneous 
ideas on the subject.t* After showing 
that no one of the three banking insti- 
tutions? then in existence could be suit- 
ably employed as a National Bank, 
he laid down in great detail the plan 
for the new institution. The act 
charfering the bank modelled upon this 
plan was signed by the President on 
February 25, 1791.4 


1Hamilton’s report may be found printed in 
full in the American State Papers—Finance I., 
pp. 67-76. 

2 The Bank of North America founded in 
1781, the Bank of Massachusetts in 1784, and 
the Bank of New York in 1784. 

ê Hamilton’s plan closely followed the charter 
of the Bank of England as it existed at that time. 

4 The act provided for a capital of $10,000,000, 
of which one-fifth was to be subscribed by the 
government. ‘The administration was placed in 
the hands of twenty-five directors elected an- 
nually by the shareholders. Branches were to 
be established where the directors saw fit. The 
circulation was not to exceed the capital. State- 

_ments of condition might be called for but not 
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The entire capital was subscribed 
within two hours on the day the sub- 
scription books were thrown open, and 
the Bank was ready to begin business 
on December 12, 1791, with Thomas , 
Willing as president.6 From the very 
outset, the Bank proved to be a great 
success, in providing the country with 
a sound and elastic currency, in supply- 
ing the needed banking facilities, and 
in preventing any excess issue of state 
bank notes.by having such state notes 
as were in its possession redeemed. In 
the performance of its fiscal functions, 
it transferred government funds and 
provided a safe depositary for them; it 
also helped to collect the revenues and 
provided the bullion needed by the 
mint in coinage. Further, by 1795 it 
had loaned the government $6,200,000. 
In order to procure funds to repay the 
loan, the government by 1802 had sold 
all of its stock at a profit of $671,860, 
and while a shareholder had received 


$1,101,720 in dividends of 82 per cent. 


On April 20, 1808, the stockhold- 
ers memorialized Congress for a re- 
newal of the charter which expired in 
1811. A month later, Albert Gallatin, 
then Secretary of the Treasury, in a 
report to Congress enumerated the 
fiscal services of the Bank and advised 
that the charter be renewed with a few 
changes. Nevertheless, the bill to con- 
tinue the charter was defeated, the 


oftener than once a week by the Treasury 
Department. 

5 July 4th, 1791, at Philadelphia. 

€ Formerly, president of the Bank of North 


America. 
= 
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opponents charging that tLe Bank was 
a “money trust” controllec by foreign- 
ers,’ a tool in the hands of -2e Federal- 
ists, and that the act chectering the 
bank was unconstitutiorel—so the 
First United States Bank vent out of 
existence on March 3, 18113 


Financrat Cuaos, 1811-1816 


It was a most unfortunete time for 
the country, on the verge of a war with 
England, to be deprived of =he services 
of the Bank. State banks sprang up on 
every hand to take its place. Their 
number increased from 88 :n 1811 to 
246 in 1816 and their circu'ation grew 
from 22.7 million dollars in 1811 to 100 
millions six years later.? Sack a rapid 
inflation of the currency re=ulted nat- 
urally in the depreciation of bank notes 
in terms of gold, amounting at the 
maximum to 23 per cent in 3eltimore, 
and 16 per cent in Philadelphia and 
New York. 

The revenues of the government, 
consisting largely of tariff duties, were 
for the most part collect=d in this 
depreciated currency, while it was 
necessary for the nation to nake large 
disbursements of funds in New Eng- 
land where specie payments had been 
maintained. By reason of this con- 
dition, it has been estimated that the 
government lost $5,000,000 frcm 1814 


7 Though three-fourths of the stock was held 
abroad, the foreign shareholders 2xerted little 
control, as they were not allowed to vote through 
proxies. 

8 By 1834 the process of liquidat ng zhe assets 
had been completed, the shareholcers receiving 
in all $434 for each $400 share. The assets of 
the parent bank in Philadelphia were purchased 
by Stephen A. Girard, which was reopened on 
May 12, 1812, as “Girard’s Bank” 

° This increase Was due to twe factors: (1) 
the suspension of specie payments everywhere 
during August of 1814 excepting x New Eng- 
land; and (2) to the withdrawal of the restraining 
influence of the Banz. 

10 The specie was either driven abroad or into 
the New England States. 

® 


to 1817. Further, without the assist- 
ance of the Bank, the government had 
difficulty in selling its bonds (even 
wher. offered below par), and was 
forced to borrow sums from the state 
banks and toa issue some 37 million 
dollars of “Treasury notes” . which 
“ultimately degenerated into a kind of 
currency.” Writing in 1831, Gallatin 
statel that had the Bank been rechar- 
tered, the suspension might have been 
prevented and the state banks would 
have been restrained within proper 
boun ds. 


Tur Seconp BANK OF THE UNITED 
STATES 


As early as October 14, 1814, Secre- 
tary Dallas,” in a report submitted to 
Cong-ess, called attention to the need 
for a National Bank, emphasizing the 
fact that such a bank could restore the 
depreciated currency to a gold parity 
and trat in its fiscal relations with the 
Treasury would be of incalculable 
assistance. After seven unsuccessful 
attencpts within two years, the charter 
of the Second Bank, closely resembling 
that of the First, was passed by Con- 
gress and became law on April 10, 
1816.2 Through an agreement with 


1 WElis, H.P., American Banking. 1918, p.209. 

1? Alexander J. Dallas from Pennsyl*ania, 
appointed Secretazy of the Treasury, October 
6, 1812. 

13 Th> act provided for a capital of $35,000,000, 
of which the government subscribed one-fifth. 
There vere to be twenty-five directors, twenty of 
whom were to be elected annually by the share- 
holders and five appointed by the government. 
Branch+s were to be established wherever the 
Bank tLought necessary, managed by from seven 
to thirteen directcrs appointed by the parent 
bank. The circulation was not to exceed the 
capital. Deposits of public funds were to be 


‘ made ia the Bank unless the Secretary of the 


Treasury should otherwise direct. The Bank 
was required to pay the government a bonus of 
$1,500,C00 and to transfer public funds without 
charge. Weekly statements of condition might 
be called for and Congress was given the right to 
inspect -he books of the Bank. 
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the state banks in the larger towns, the 
resumption of specie payments was 
brought about (nominally at least) by 
February 20, 1817; thus realizing the 
first purpose of the Bank. Due partly 
to governmental pressure and partly to 
a lack of banking training, the direc- 
tors, at first, extended loans and rapidly 
increased the circulation, a policy 
which “resulted in a heavy loss to the 
Bank and in the retirement of William 
Jones as president in January of 1819. 
Langdon Cheves, chosen as his succes- 
sor, immediately inaugurated a policy 
of retrenchment and deflation. Under 
his management and later under that 
of Nicholas Biddle, the Bank became 
“the most powerful and best managed 
financial institution the country had 
ever seen.”’™ Its notes, circulating from 
Montreal to Mexico City, were safe 
and elastic, In transferring and dis- 


bursing government funds, in furnish- 
ing domestic exchange, in paying the 
pensioners of the government, and in 
acting until 1833 as the sole depositary 
of public moneys, the Bank was of great 
service to the whole people. 

In his first message to Congress, on 
December 8, 1829, President Jackson 
expressed doubts as to the constitu- 
tionality of the Bank and the sound- 
ness of its notes. The President’s 
hostility subsequently cooled, but 
when the Whig party at Baltimore in 
1831 took the side of the Bank, there 
ensued a long and bitter struggle which 
ended in the defeat of the attempt to 
recharter it. The reasons as given by 
Professor Catterall for this opposition 
were the “widespread belief that the 
Bank was unconstitutional, the hostil- 
ity of the states, the opposition of the 
state banks, the rise. of democracy, 
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and the envy and hatred which the 


poor always feel for the rich.’ 1 

Upon the failure to rezharter the 
Second Bank, the era of central banks, 
modelled after those existing in Europe, 
passed. Banking in Amenza entered 
upon entirely different lines of devel- 
opment. In the years thet followed, 
the government was to rass keenly 
the fiscal services of the Benk, and 
the people, no longer pr2atezted by 
its restraining influence or the note 
issues of the state banks, suffered 
severely from the resultirg fnancial 
chaos, 


THE INDEPENDENT TRZAASURY 


From 1791 to 1811, the First Bank 
was utilized to a large extent as a 
depositary of government fumds3. After 
its charter had expired the govzrnment 
was forced to use the servie2s of state 
banks, from whom no sexmurity was 
required for the moneys dey osited, but 
by whom in accordance witi an agree- 
ment entered into, weekly axd monthly 
statements of condition vere to be 
submitted to the Secretary of the 
Treasury. The use of statz tanks as 
depositaries proved so ursuccessful 
that it was provided, in the cl:arter of 
the Second Bank, that it wes to be the 
sole depositary except in such places 
where the Bank had no bzanches, or 
when the Secretary of the Treasury 
deemed it unwise to employ -t 2s such. 
This latter provision of the act was 
taken advantage of in Set<ember of 
1833 by Secretary Taney, wo “or- 
dered the collectors of revene to cease 
depositing in the Bank of the United 
States and to employ <esignated 
state banks for that purpose.” -§ 

A contract was entered ino between 
these banks (the so-called “ pet hanks”) 


Catterall, Ralph C. H., The Second Bank of 
the United States, p. 164. 

16 Kinley, David, Independent Trecsu-y. 1910, 
pp. 26, 27. m 


and the government, whereby they 
were required to give security for the 
funds deposited “whenever the deposits 
shoud exceed one-half the bank 
capital paid in,”’!” or whenever the 
government deemed it necessary. The 
banks agreed to perform for the govern- 
ment'all of the fiscal services formerly 
rendered by the Bank of the United 
States, to render weekly reports, and 
to stbmit to examinations when the 
Seeretary thought necessary. On June 
23, 1336, an act was passed “to regu- 
late tae deposites of the public money” 
following closely the provisions of 
Taney’s contracts. In his annual 
messege, September, 1837, Van Buren 
showed that the custody of the public 
funds by state banks had proved very 
unsatisfactory and urged that the 
government take care of its funds itself 
and require that all dues be paid in 
specie. While this suggestion was 
being considered, the public funds were 
left im the hands of the collecting off- 
cers and a few banks. 

The bill creating the Independent 
Treasury, finally passed on July 4, 
1840, was repealed on August 13, 
1841, and was repassed on August 6, 


W@ Kialey, David, Independent Treasury. 1910, 
pp. 26, 27. e 

18 ‘Ts act provided that the banks selected as 
deposituries must furnish the Secretary with a 
statem ont of their condition, a list of their direc- 
tors, th e current price of their stock and a copy 
of thei- charter. Further, the Secretary might 
examine the general accounts. Such banks must 
redeem their notes upon demand, and no bank 
issuing notes of a denomination of less than $5 
was to be chosen. Collateral against the funds 
so depesited could be called for whenever the 
Secretary deemed this necessary, and must be 
called for if the deposits exceeded one-half 
the Bamk’s capital. In return for such deposits, 
the banks must render the government all the 
services and duties heretofore required of the 
Second Bank. It was further provided that if 
the government’s deposits exceeded a fourth 
part of the Bank’s capital for at least three 
months. interest at the rate of 2 per cent per 
annum must be paid on this excess. 
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such funds as were received by them and after June 1, 1847, all payments 


The act provided that all 


1846. 
receivers o 


d or silver 


or Treasury notes. New York, Phila- 


in gol 


of taxes, duties, etc., to the United 


States must be made 


ries, 


19 The repeal of the act in 1840 necessitated a` 
return to the use of state banks as deposi 


until the act was repassed. 
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delphia, Washington, Char-eston, New 
Orleans and St. Louis wer2 made the 
principal centers of deposit. 


STATE Bangs, 1836-2853 


In the course of these years, “almost 
every type of banking system was 
attempted, and the result was the 
accumulation of a great func. cf experi- 
ence”? mostly as to the lest way in 
which not to conduct bamkng. In 
New England and in New York the 
efforts to regulate banking through 
state and private means ere much 
more successful than in the rest of the 
country. Thus, by an ac. passed in 
1829, New York State encea-vored to 
protect both the deposito? and note 
holder by means of a safety fund which: 
was built up by contributions from 
the banks and which was tc be used to 
meet the obligations (excluding capital) 
of the failed banks. This seh2me was 
not very successful until, b2ginning 
with 1842, the use of the fund was 
limited strictly to the red=mption of 
the notes of failed banks. The notes 
of the banks organized undzr zhe Free 
Banking Law of 1888 in Wew York 
State were protected, not b~ the safety 
fund, but by deposits of ce-tain speci- 
fied bonds or mortgages with the state 
comptroller. 

The success cf the First anc Second 
United States Banks Jed many states 
to charter banks modelled upcn these. 
Among the more successful were the 
State Banks of Indiana, Lo-astana and 
Ohio, but the Bank of the Common- 
wealth of Kentucky, the Banks of 
Alabama, of Mississippi, of Arkansas, 
of Illinois and the Union Bank of 
‘Florida ended in dismal failures, leav- 
ing the citizens with milliors cf dollars 
of unredeemed notes anc worthless 
deposit accounts, 

In the western and southern states, 
“due to the lack of public regulation, 


2 Willis, H. P., Ainérican Bankiny 1£18, p. 212. 


to the want of any uniform system— 
and to the significant fact that public 
opinion was both torpid and unintelli- 
gent,’™ the losses to the people from 
poorly and dishonestly managed banks 
were enormous. Some of these banks 
were established by special charters, 
some, under the Free Banking Laws; 
few seemed to have been prudently or 
wisel, managed. Some, called “wild- 
cat” or “red-dog”’ banks, were located 
in remote sections, in order to keep 
their notes in circulation longer and 
render redemption more difficult. The 
lack of any uniformity in the bank 
notes, the failure adequately to protect 
them. and the absence of governmental 
control were among the motivating 
facto-s leading to the passage of the 
National Bank Act. 


Taus NATIONAL BANKING SYSTEM 


The national banking system, re- 
semb.ing somewhat the free banking 
syste of New York State, was recom- 
menced by Secretary Chase as early 
as December, 1861. After two de- 
feats. due largely to the opposition of 
the state banks, the bill establishing 
the system became a law February 25, 
1863: but in accordance with the rec- 
ommendations of Mr. Hugh MgCul- 
loch, the first Comptroller of the Cur- 
rency, it was completely revised and 
passe] again on June 3, 1864.” 

The predominating motive in Secre- 


2 Write, Horace, Money und Banking. 1914, 
p. 331 : 

2 TEe chief differences in these two bills were 
as follews; i 

1. The Act of 1863 required a smaller mini- 
mum cf capital for a new bank than did the Act 
of 1864, and required that a smaller proportion 
be paid in before beginning business, and allowed 
a longor time for the payment of the remainder. 

2. The Act of 1863 permitted loans on real as 
weil as personal security. ` 

3. The prohibition of issuing notes of a denom- 
ination less than $5 took place at once in the 
former act. : 

4. Fy the former act all national banks were 
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tary Chase’s mind for the passage of 
the act was the establishment of a 
uniform currency. On January 1, 
1862, there were in the United States, 
1,496 banks issuing some 7,000 different 
kinds of circulating notes, “based on a 
great variety of securities, of different 
qualities and quantities,” ? and some 
based on no security at all. The fram- 
ers of the Act not only wished to rid the 
country of such conditions as these, 
but it was felt by many also that the 
issues of state bank notes were fre- 
quently redundant, were subjected to 
violent expansions and contractions, 
and were unequally distributed among 
the various states.” 

The increased demand for bonds, 
which such a system would create, 
was to Secretary Chase a motive of 
secondary importance.” Additional 
advantages of the system, of course, 
were that such banks could act as 
depositaries of government funds, float 
loans, stimulate patriotism, and, be- 
cause of being a national system, pre- 
vent future rebellions. 

By the Act of 1864 the capital of the 
national banks was proportioned to 
the population as follows: 

Capital 
Cities with a population of 6,000 

ol i ih alvin craw maa nneaes $50,000 

Cities with a population of from 


6,000 to 50,000.............. 100,000 
Cities with a population of 50,000 
and above.............2cee- 200,000 


required to maintain a reserve of 25 per cent 
against notes and deposits. 

5. The Act of 1864 makes more complete 
provision for the conversion of state banks into 
national associations. 

* Dewey, D. R., Financial History of the United 
States. 1918, p. 321. 

24 Chart II, brings out the first two points in 
a striking fashion. 

*% As a matter of fact, at the time of Lee’s sur- 
render, the bonds bought by the national banks 
to secure their circulation were less than 4 per 
cent of the total bonds floated by the govern- 
ment during the war. 


of which 50 per cent was to be paid in 
cash before commencing businessandthe 
remainder within five months at arate 
not less than 10 per cent per month.” 

Each national bank was required to 
buy government registered bonds to 
an amount not less than $30,000 or 
less than one-third of the capital stock 
paid in. When such bonds had been 
deposited with the Treasurer of the 
United States, the national bank would 
be entitled to receive notes up to 90 
per cent of the par or market value of 
the bonds whichever was the lower, but 
no bank was permitted to issue an 
amount of notes greater than its paid- 
in capital. Thus the circulation could 
at no time exceed the paid-in capital 
of all the banks, and in addition an 
absolute maximum of $300,000,000 was 
placed on the note issues. The notes 
were to be receivable at par in pay- 
ment of all dues to the United States 
except for duties on imports, and to be . 
paid out at par for all the debts of the 
United States except interest on the 
public debt, and in redemption of the 
national currency.?? 

It was further provided that na- 
tional banks in the reserve cities must 
make arrangements to redeem their 
currency in New York City, and, simi- 

2 The Act made an error in not proportioning 
capital to the bank’s liabilities instead of to the 
population of the town in which the bank hap- 
pened to be located. ‘The requirement that the 
capital be paid in cash was an effort to stop the 
vicious practice begun at the time the First 
Bank was chartered of allowing the shareholders 
to contribute their part of the capital in their 
own discounted notes. 

27 Inasmuch as the Loan Acts of March 8, 
1863 and March 3, 1864, provided that both 
principal and interest be paid in coin, and the 
Loan Acts of February 25, 1862, June 30, 1864 
and March 3, 1865, provided for the payment 
of the interest in coin, in order to help sustain 
the public credit, it was necessary, therefore, as 
specie payments were suspended from 1862 to 
1879, that the government collect its import 


duties in gold in order to obtain a supply which 
could be used as required by the above acts. 
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larly, national banks in country towns 
must redeem their notes at some bank 
located in a reserve city.” |: 

By an act passed on March 3, 1865, 
$150,000,000 of the national bank 
notes were to be apportioned among 
the national banks in the several states 
according to the respective populations, 
while the remainder was to be propor- 
tioned by the Secretary of ‘the Treas- 
ury “having due regard to the existing 
_banking capital, resources,’ and busi- 
ness of such States, Districts, and 
Territories.” 

State bank notes were fered out of 

circulation by a provision in the 
Revenue Act of March 3, 1865, levying 
a 10 per cent annual tax on the notes 
paid out after July 1, 1866.”° 

That the entrance of state banks 
into the system was slow at first, was 
due, according to Mr. McCulloch, to 
the fear on their part that the national 
banking system might be a repetition 
of the free banking system in its worst 
aspects. Up to November 25, 1864, 
only 168 state banks had entered the 
system, but with the retirement of the 

state bank notes in sight, only 244 re- 
mained out by the end of 1868, and 
1,643 were members of the national 
banking system. An amendment to 
the National Bank Act ‘passed on 


28 New York was the only central reserve 
_city, whereas the reserve cities were St. Louis, 
‘ Louisville, Chicago, Detroit, Milwaukee, New 
- Orleans, Cincinnati, Cleveland, Pittsburg, Balti- 
more, Philadelphia, Boston, Albany, Leaven- 
worth, San Francisco, Washington City, and 
later, Charleston and Richmond. 

Banks in New York City were to keep on hand 
a 25 per cent lawful money reserve against both 
notes and deposits, while banks i in the reserve 
cities were to keep a 25 per cent reserve but one- 
half of this might be deposited with a New York 
City bank. -Banks in other towns must keep 
a reserve equal to 15 per cent, three-fifths of 
which could be kept on deposit with a bank in a 
New York or in any.reserve city. || 

24 State bank notes made their last appearance 
in the Treasury reports on July i1, 1876, when 
the circulation was $1,047,335. 

| 
|, 


June 20, 1874, did away with the lawful 
money reserve which was formerly 
required to be held against the circu- 
lation, provided for the 5 per cent 
redemption fund, provided that here- 
after banks would have to redeem 
their notes only at their own counters 
or at the. Treasury Department, and 
also provided that a bank which wished 
to retire its circulation might ,with- 
draw the bonds deposited with the 
Treasurer of the United States, pro- 
vided that lawful money to an equal 
amount be deposited to redeem the 
circulation still outstanding; but in no 
case should the amount of bonds on 
deposit for circulation be reduced 
below $50,000. By the Resumption 
Act of January 14, 1875, the provi- 
sions in the former acts regarding the 
aggregate amount of national bank 
notes in circulation and their distribu- 


_ tion were repealed. 


From 1882, when the national bank 
notes in circulation touched the highest 
figure up to that time, 361 million dol- 
lars, the amount outstanding declined 
rapidly until in 1891 there were only 
172 million dollars in circulation, and 
of this amount more than 50 millions 
were secured by lawful money. Nat- 
urally one would expect a bank’s cir- 
culation to increase as the popukition 
grew and the nation’s resources were 
developed, but it must be remembered 
that these bank notes based on govern- 
ment bonds were alone of their kind in 
the world, and as the yield on 
government bonds?! was decreasing 


30 By the Act of July 12, 1882, banks with a 
capital of $150,000 or less were permitted to 
withdraw bonds, which they had deposited 
against their circulation, down to one-fourth of 
their capital, provided that they deposit enough 
lawful money to retire the notes not covered by 
bonds, but not more than $3,000,000 of National 
Bank notes were to be so retired in any one 
month. All bond requirements were repealed 
by the act of June 21, 1917. 

3t By reason of the steadily rising prices of the 
bonds. 
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throughout this period, it was no longer 
as profitable for the banks to take out 
notes, as the so-called double-profit 
had declined. From 1891 to 1899, the 
amount of national bank notes in- 
creased, due to the increased yield on 
government bonds, and to special 
demands for money during the panic 
of 1893. 


Tur Gorp Sranparp Act oF 1900 


This act derives its name from the 
fact that it provided that the dollar, 
consisting of twenty-five and eight- 
tenths grains of gold, nine-tenths fine, 
should be the standard unit of value, 
and all other forms of money should 
be maintained at a parity of value 
with the standard.” 

The Act also allowed national banks 
with as small a capitalization as $25,000 
to be formed in towns of 3,000 inhab- 
itants or less. This led to a rapid 
increase in the number of national 
banks from 3,583 in 1899 to 4,165 in 
1901. 

Though the notes to be issued by a 
national bank were at no time to 
exceed its paid-in capital, it was pro- 
vided that they could be issued here- 
after up to the full market or par value 
of the bonds deposited, whichever was 
the lower, instead of only up to 90 per 
cent of such value. The refunding of 
the 5 per cent bonds maturing in 1904, 
the 4 per cent maturing in 1907, and 
the 3 per cent maturing in 1908, repre- 
senting a total amount of 839 million 
dollars, into 2 per cent bonds maturing 
in 1980, was provided. One purpose of 


32 This act simply affirmed the gold standard 
which had really been established in the act of 
1873 which demonetized the silver dollar. 

33 As established by the Act, the capital re- 
quirements were: 


Capital 
In towns of less than 3,000.......... $25,000 
In towns of 3,000 to 6,000........... 50,000 
In towns of 6,000 to 50,000.......... 100,000 


In towns with more than 50,000 people 200,000 


this measure was to provide a basis for 
the bond-secured national bank notes 
by postponing the maturity of a large 
part of the public debt.*4 The tax on 
the notes issued remained at 1 per 
cent per annum if the bonds bore more 
than 2 per cent interest, but if they 
bore 2 per cent, interest or less, this 
tax was reduced to one-half of 1 per 
cent. 

Under the stimulus of the Act, 
especially by reason of allowing na- 
tional banks to issue notes up to the par 
value of the bonds, and by reason of 
the increased yield of government 
bonds, the amount of notes in circula- 
tion increased rapidly from 332 mil- 
lion dollars in 1900 to 609 millions in 
1907. 

The Gold Standard Act of 1900 was 
not a constructive piece of legislation, 
as it did little else than modify slightly 
the technical details in the organiza- 
tion and operation of the national 
banks, and made no attempt to remedy 
any of the basic defects of our banking 


` system, 


Tas Panic or 1907 


Beginning with 1896, prices in the 
various gold standard nations, which 
had been falling for nearly a genera- 
tion, began to turn upward. This 
change was due to an increase in the 
production of gold and use of money 
substitutes, and to the wasteful ex- 
ploitation of the world’s natural re- 
sources. The rise in the price level 
led to such a stimulation of industry 
that until 1907, aside from a local 
crisis in Germany in 1900 and the 
“rich man’s panic” of 1903 in America, 
the period was one of general prosper- 


“ Horace White has estimated that the loss to 
the government on additional interest paid by 
extending the maturity of these bonds amounted 
to $244 millions — a tremendous price to pay for 
an increase in circulation up to 1907 of only 277 


millions of dollars. Money and Banking, Horace 
White. 1914, p. 406. e 
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ity. This expansion in bcsiness and 
the resulting increase in speculation 
intensified the demand “or capital. 
As the demand could not be met from 
the current savings of the people, com- 
mercial banks began to rake larger 
and larger extensions of cre ht, a policy 
which resulted in progressively lower 
reserves and forced the basks to raise 
discount rates and curtail extensions of 
credit. This retrenchment was accom- 
panied by a diminishing pvrchasing 
power on the part of the grea* mass of 
consumers, for wages lageed behind 
prices in the upward movernent, forc- 
ing the sale of products at sacrifice 
prices. This condition checked the 
rise in the price level and brought on a 
period of depression throughout the 
world. 

In America, as in the nections of 
Europe, prices, wages aid interest 
rates rose one after the other. While 
this differential between prizes and the 
cost of production lasted, 71e specula- 
tor optimistically capitalized the future 
earnings of industry, and the prices of 
stocks soared, reaching a p2ak in 1906. 


Toward the end of that year it was 
apparent that the demand for capital 
was such that borrowers had difficulty 
in being accommodated even though 
bank credits were strained to the limit. 
In Jenuary and February of 1907 large 
blocEs of securities had to be sold to 
repay the loans previously procured 
from the London market through the 
drawing of finance bills. Priees of 
stocks fell steadily and crashed in 
Mareh. After a slight recovery the 
market began to fall again m August 
and was still falling when the panic 
oceucred. 

In addition to the general causes of 
the world crisis of 1907, there were ele- 
ments of weakness in the American 
banking system, reflected chiefly in 
the New York money market, which 
caused the crisis here to degenerate 
into a panic. One of the most signifi- 
cant facts in the development of Amer- 
ican banking from 1896 to 1907 was the 
rapid growth of state banks and trust 
companies, State banks increased 
particularly throughout the West and 
Sout as the requirements of the state 


TABLE A--Growts or Stave Bangs AND Trost Companies, 1896, 1902, 1907 
STATE BANKS 














Capital Indivi-iual Cash Proporti8n of 
Year Number Wil ue Deposits Holdings Cash 
(Millions) (Milliens) (Millions) to Deposits 
1896 ........ 3,978 310.8 695.7 191.0 14.5% 
1902 arians 5,438 388.3 1,69& 2 178.6 10.5 
TOOT. e sie vices 10,352 664.2 3,06E .6 254.0 8.3 
Trust ComMpanizs 
Capital Individual Cash A 
Year Number (Millions) Deposits Holdings | (National Bank 
(Milliens} (Millions) Notes Included) 
T896 i iarsa 257 173.5 586. 5 26.8 4.6% 
1908 660 ceeds 636 329.6 1,525.9 31.9 2.1 
1907 RE 1,485 B45 . 4 2,061 .6 101.7 4.9 





OUTLINE OF BANKING History 11 


banking laws were less strict there than 
those of the: National Bank Act. 
The greatest growth in trust companies 
occurred in the East, as there they 
were not subject to the same strict 
requirements as were state and na- 
tional banks. ‘The growth of these two 
types of banking institutions 1s shown 
in Table A on the preceding page. 

As the proportion of cash to the 
individual deposits of state banks and 
trust companies, amounting to 8.3 per 
cent and 4.9 per cent respectively, in 
1907, was woefully inadequate to meet 
a heavy drain, they carried balances 
with national banks which they 
planned to withdraw in time of an 
emergency. On August 22, 1907, they 
had 196.3 million dollars on deposit 
with the national banks in New York 
City. Though these deposits would 
surely be withdrawn during a crisis, the 
national banks in the performance of 
their functions as reserve agents, “did 
not build up reserves any larger than 
they would have carried had they been 
received from that class of conservative 
individuals who habitually maintain 
large balances with their banks.” ® 
Furthermore the national banks in 
New York City held a considerable 
porportion. of the deposited reserves of 
the ,national banks located in the 
interior, amounting on August 22 to 
213.8 million dollars.** Against the 
certainty of having the bankers’ bal- 
ances withdrawn during a crisis, the 
New York banks maintained the 
ridiculously low cash reserve of 224 
million dollars in 1906 (though this was 
slightly above the legal minimum) 
against total deposits (including those 
made by the government) of 1,162 
millions, of which at least a half con- 
sisted of bankers’ balances. That they 
would be unable to meet heavy with- 

3 Sprague, O. M. W., History of Crises Under 
the National Banking System. 1910, p. 226. 

8 See footnote 37. 


drawals during a crisis, a time when 
banks ought to increase their loans to 
save the solvent but temporarily 
embarrassed borrower, is obvious. 

Moreover, the Secretary of Treasury, 
Leslie M. Shaw, encouraged other 
unsound banking practices by a series 
of innovations which he introduced | 
from 1902 to 1907. Among the more 
radical of his changes, was the exemp- 
tion of national banks from the main- 
tenance of a cash reserve against gov- 
ernment deposits, the acceptance of 
other than United States bonds as 
securities for government deposits, the 
depositing of government funds where 
money seemed tight, and the artificial 
stimulation of gold imports. 

The cause directly leading to the 
panic was the announcement, on 
October 21, 1907, by the National Bank 
of Commerce of New York that it 
would no longer clear for the Knicker- 
bocker Trust Company, whose man- 
agement was under suspicion. ‘This 
action precipitated a run on the Trust 
Company, which was forced to sus- 
pend the following day after paying 
out eight million dollars. Immedi- 
ately, the alarm spread throughout the 
land, a wild scramble for money ensued, 
banks and individuals hastened to 
withdraw their funds from the New 
York City banks, and the panic was 
on. The New York City banks being 
ill prepared to meet these heavy with- 
drawals were forced to suspend cash 
payments on October 26. The rest of 
the country immediately followed their 
example. 


Tae DEFECTS IN THE AMERICAN 
BANKING SYSTEM As REVEALED IN 
THE Panic or 1907 


One of the most serious of these 
defects was the rigidity and immobility 
of the reserves. The proportion of 
reserves to be held by national banks 
against their deposits were definitely 

td 
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fixed by statute.*” In comp.tarze with 
the provisions of the Act, zn August 
22, 1907, national banks hed cash 
and deposited reserves as slewn in 
Table B. 

The provision allowing a c=rtsin pro- 
portion of the reserves to eozsist of 
balances with other banks wss intended 
to provide the Interior banks with ex- 
change to sell on New York and other 
important commercial centers. How- 
ever praiseworthy this intenzior might 


brokers, as call loans, which they felt 
were zhe most liquid form, in the ab- 
sence of a general discount market. 
The capacity of the interior banks to 
meet -heir depositors’ demands during 
a panic depended in part upon their 
abilitr to withdraw the funds which 
they had deposited with their New 
York reserve agent. But the New 
York banks were unable to meet heavy 
drains of cash, due to the insufficiency 
of their reserves, and the unliquid 


Taste B—CAsH AND DEPOSTE> RESERVES OF N- TIONAL Banks, Aveust 22, 1907 


n Deposits Cash Reserves | Deposited Reserves 
Number o- Beaks (millions) (millions) (millions) 
Central Reserve Cities 6s $1,205.5 $315.5 ines 
Reserve Cities........ 308 1,423.4 196.6 $165.7 
Otherss.vsscevisanwaas 61 2,627 .2 216.8 226.7 
Totál veces Sack sore 6,544 $5,256 .1 $728.9 $392.4 


Percentage of cash reserves against deposits = 13.87%. 


be, the provision led to a pyremiding 
of reserves, so that our credit. structure 
represented an inverted pyramid with 
a relatively small cash apes m New 
York City. In fact, of th2 reserves 
deposited with national banks in 
rentral réserve cities, more then two- 
thirds were held by the ban«zs -2 New 
York City. In August of 19C* they 
held cash reserves against these bank- 
ars’ balances amounting to 2&5 per 
zent, and, as was customarz, had 
loaned a large part of the rermaicder to 


37 The provisions were, that natiozal Eanks in 
New York City, St. Louis and Chicz.gc (known 
as the central reserve cities) must kæp 2 lawful 
money reserve of 25 per cent azairst their 
deposits; that national banks in sore forty- 
seven other large towns (reserve tiea} must 
-naintain a 25 per cent reserve but on=half of 
this might be deposited with a natienral bank in 
a central reserve city; all other naiona banks 
were to maintain a 15 per cent reserve b + three- 
fifths of this might be deposited wi-h mational 
` banks in reserve or central reserve cizies 

s 


character of call loans, secured by 
stocks and bonds, during a panie when 
the prices of securities were tumbling. 
Far fror being able to repay his loans, 
the broker needed additional help from 
bankers at such a time.®® 

Rea izing that it might beimpossible, 
during” a panic, to withdraw their 
deposi:ed funds, national banks placed 
great dependence upon their cash 
reserves to meet the emergency. But 
these, scattered as they were in 1907 
among 6,429 banks, were ineffective 
in allazring the panic. When the finan- 
cial scorm broke each little bank 
endeavored to strengthen and to guard 
its owa reserve against withdrawals, 
as there was no established. agency 


38 Prof. Sprague finds that out of a total Joan 
increase by the national banks in New York 
City between August 22 and December 3, 1907 
of sixty-three million dollars, call loans account 
for fifty-four million dollars.—History of Crises 
Under tke National Banking System, p. 301. 
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which would grant it aid through the 
extension of loans or the discounting of 


its paper. Once the reserve had fallen - 


to the legal minimum, the bank was 
not expected to extend any further 
accommodation to its customers. The 
cash reserves of national banks, though 
large in the aggregate, were so scat- 
tered, hoarded and immobile as to be 
ineffective during a time of financial 
difficulty. 

Another defect in our banking sys- 
tem revealed in 1907, as in every other 
panic, was the inelasticity of the na- 
tional bank notes, An elastic currency 
should expand to meet seasonal and 


cyclical demands for money, and when’ 


these demands have been satisfied, 
should contract. Cyclical demands 
occur at the time of a crisis, for then 
business confidence is at a low ebb and 


money, rather than credit TERA 
is demanded as a medium of exchange. 
The suspension of specie payments, 
following the failure of the Knicker- 
bocker Trust Company resulted in a 
premium on currency ranging as high 
as 4 per cent. The Honorable A. Piatt 
Andrew has estimated that to meet 
the demands for money, 334 million 
dollars of currency substitutes were 
issued, including clearing house loan 
certificates and checks, cashiers’ 
checks and manufacturers’ pay 
checks.’ Our bank notes. did not 
begin to increase until the first part of 
November and by the first of the year 
had increased by only fifty-four million 
dollars. Tbe reason is found in the 
time it took to buy the necessary bonds 
and to comply with the governmental 
red tape. 


Cuart IN 


PER 
CENT. 







110; 





M A M 


39 acme a Piatt, “Substitutes for Gash i in sA a a 1907. 


Economics, August, 1908. 


peee 
mt N 


Ii; ail 
a 


PER 
CENT. 


4110 


at 


00 







30 






The Quarterly Journal of 


14 THE Anvais OF THE ÀÅMERICAN ACADEMY 


Seasonal demands for money arise 
from periodically recurring seeds, such 
as the demands of the fermers for 
money each fall to harvest anc market 
their crops. As the national bank 
notes failed to expand, tze interior 
banks secured much of the money 
needed by withdrawing their deposits 
from the New York banks. To the 
extent that the New York banks met 
this demand with lawful mney, their 
reserves were lowered, necessizating a 
contraction of loans and forzmg up 
interest rates. Chart III stowing the 
seasonal variations (with sacular and 
cyclical tendencies removed) in the 
national bank notes and -hə notes 
issued by the Reichsbank, illustrates 
in a striking fashion the -ne_asticity 
of the former. _ 

Such powers of expansion and con- 
traction as the national Lanx notes 
possessed, depended upon tze yield of 
government bonds, for should this 
increase, the dcuble profit would rise 
and it would become prokteble for 
banks to force the notes into circula- 
-tion.*? 


The seasonal movements vf cur- 


rency into and out of the New York 
City banks, producing a dearth of 
money at one time and a plethora at 
another, caused interest rates to vary 
from artificially low levels to abnor- 
mally high. Thus the averzze weekly 
low call money rate from 180 to 1908 
was 2.31 per’ cent, occurring in the 
second week of June, while tse average 
high, was 7.38 per cent, occurring in 
the fourth week of Decemzer. Had 
the seasonal demands been mət as was 
true on the Continent, by an actual 
increase in the amount of currency, 
instead of by shifting funds from one 


u See pages 8 and 9-for a furtter illustra- 
tion of this point. 

4 Kemmerer, E. W., Seasonal Variations in the 
Relative Demand for Money and Cuxpital in the 
United States.—1910, p. 15. 


f 


secticn to another, and had this cur- 
rency contracted, once the need was 
satisfed, interest rates could have been 
fairly stabilized. Furthermore, due 
to the immobility of reserves, and the 
concentration of banking capital in the 
East, there were considerable sectional 
disparities in interest rates which 
could not be eliminated without central 
reserve banks. 

Frcm time to time, the goverrfment 
endeavored to extend relief to the 
banks in order to counteract the evils 
in ou? banking system. The innova~ 
tions of Secretary Shaw have been 
noted. Mr. George B. Cortelyou, his 
successor, continued this policy. After 
the panic had begun, he transferred to 
the national banks in New York City 
(from October 21 to October 31) nearly 
thirty-eight million dollars to help 
them meet their withdrawals. Later 
he offered for sale 150 million dollars 
of bends to stimulate the issue of 
national bank notes. The government 
had to choose between interfering in 
the money market im this way or keep- 
ing its funds locked up im the sub- 
treasuries. This latter policy would 
have had the effect of making the cur- 
rency redundant at the time the gov- 
ernment made disbursements and 
scarce when its taxes were collected.” 


42 Th- Act passed in February 25, 1863 estab- 
lishing the national banking system amended 
the Incependent Treasury Act so as to allow 
national banks designated by the Secretary of 
the Treasury to be depositaries of public funds, 
except receipts from customs. These banks 
were required to give security by the “deposit 
of United States bonds and otherwise.” By an 
act passed on March 3, 1901 the Secretary of the 
Treasury was expected to “distribute the depos- 
its herein—so far as practicable equitably be- 
tween different States and sections.” Secretary 
Shaw, im 1903, began to accept other than United 
States konds from the banks against government 
deposits, interpreting the words “and otherwise” 
to mear “or otherwise.” By the Act of March 
4, 1907 it was provided that receipts from cus- 
toms mizht be placed in designated depositaries., 


- 
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Of course such policies as introduced 
by Secretary Shaw were but palliatives 
for the situation and could not by 
themselves remedy the defects of our 
banking system. 


Errorts at REFORM 


It was imperative that the defects 
in our currency and banking systems 
should be remedied, if the nation were 
to escape the disaster, humiliation and 
ruin of recurring panics. The members 
of the American Bankers Association 
were among the first to realize the 
necessity for reformation, and endorsed, 
at a meeting held in Baltimore in 
1894, a plan of reform known there- 
after as the “Baltimore Plan.” ‘This 
plan proposed that government bonds 
be eliminated as security for national 
bank notes, and provided for their 
issue on much the same conditions 
that govern the issue of the Canadian 
bank notes.* 

About the same time in a report to 
Congress, Mr. John G. Carlisle, Secre- 
tary of the Treasury from 1893 to 
1897, proposed a plan of reform re- 
sembling in its main outlines the 
Baltimore Plan, but with the addition 
that the provisions in the National 
Bank Act requiring banks to main- 

d 


8 The “Baltimore plan” proposed that gov- 
ernment bonds be eliminated as security for 
bank notes and provided that each National 
Bank be allowed to issue notes up to 50 per cent 
of its paid-up, unimpaired capital subject to a 
tax of one-half of one per cent per annum on the 
average amount of notes outstanding, and further 
that an additional circulation, known as emer- 
gency currency,equal to25 per cent of the bank’s 
paid-up unimpaired capital be allowed subject 
to a heavier tax. Each bank issuing notes was 
to contribute an amount to a central guarantee 
fund equal to 5 per cent of its notes in circula- 
tion, from which the notes of failed banks were 
to be paid. If the fund were not sufficiently 
large for this, the remainder of the notes were 
to be redeemed from the assets of the failed 
bank. A 5 per cent redemption fund was to be 
maintained as at present, l 


tain a reserve against deposits be 
repealed.“ 

On November 18, 1896, a resolution 
was adopted by the Board of Gover- 
nors of the Indianapolis Board of 
Trade inviting representatives from 
the boards of trade of sixteen middle 
western cities to assemble at Indian- 
apolis in December of 1896 “for the 
purpose of considering the advisability 
of calling a larger conference, —to 
consider the propriety of creating a 
non-partisan commission, to which 
shall be assigned the duty of formulat- 
ing a plan for the reform of our cur- 
rency system.” ® 

Representatives from the'boards of 
trade and similar commercial bodies 
of eleven of the cities invited attended 
this preliminary conference and issued 
a call for a non-partisan monetary 
convention of business men to con- 
vene at Indianapolis on January 12, 
1897. Delegates from twenty-six 
states and the District of Columbia 
attended the convention, at which it 
was unanimously agreed that an 
executive committee of fifteen be 
appointed which would endeavor to 
procure at the next session of Congress 
legislation for the appointment of a 
Monetary Commission by the Presi- 
dent, to consider the entire question 
of currency and banking reform. In 
case this effort failed it was provided 
that the executive committee should 


44 Carlisles plan closely followed the Balti- 
more plan, but differed in this respect that in 
addition to the 5 per cent guaranty fund, he 
would require each national bank issuing notes 
to maintain 30 per cent lawful money reserve, 
consisting of United States notes including the 
‘Treasury notes of 1890, against the notes issued. 
State banks were to be allowed to issue notes in 
accordance with these provisions. He also pro- 
posed that the provisions in the National Bank- 
ing Act requiring a bank to maintain reserves 
against deposits be repealed. 

4 Report of the Monetary Commission of the 
Indianapolis Convention, Chicago--The Uni- 
versity of Chicago Press, 1898. yp. 5. 
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select eleven men to make 3 taorough 


investigation of the moneta~y needs of. 


the country. The Comacission | of 
Eleven was appointed and xeld their 
first meeting on September £2 #2, 1897, in 
Washington. Aftér a seriss of con- 
ferences lasting through the fall, a 
preliminary report was adoyted’ on 
December 17, while the preparation of 


the final report was entrustel to J.. 


Laurence Laughlin, a member of the 
Commission. This report wes com- 
pleted by April of 1898. ‘The prelim- 
inary report simply states zh2 Com- 
mission’s plan of reform, while the 
final report deals in an exha sstive way 
with the subject of money an 1 banking 
from a theoretical, historice! and sta- 
tistical standpoint, and is a note- 
worthy contribution to ecencamics. 
After advising that the existmg gold 
standard be maintained the Commis- 
sion proposed that national banks be 
allowed to. issue notes up to the 
amount of their paid-tip tmimpaired 


capital, exclusive .of so much as is 
For the first. 


invested in real estate. 
five years after the passage e= the pro- 
posed measure, the notes issued up to 
25 per cent of a bank’s capital were to 
be secured by government bonds, but 
thereafter the amount of bonds Te- 
quired to be deposited, before notes 
might be issued, was to be reduced by 
one-fifth each year. The notes issued 
in excess of 60 per cent of the capital 
and not in excess of 80 per cent were to 
be taxed at the rate of 2 per cent per 


annum, while those issued ir. excess of. 


80 per cent were to be taxed at the rate 
of 6 per cent per annum. - I> order to 


protect the noteholders from loss, each 
bank was to contribute to a guaranty 
fund an amount in gold equal to 5 per 
cent of its circulation, from which the 


` notes of failed banks were to be paid. 


In case that the fund became impaired, 
by resson of payments made to redeem 
the notes, the Comptroller of the Cur- 
rency was authorized to make an 
assessment upon all banks in prppor-. 
tion to their circulation. The present 
5 per zent gold redemption fund was to 
contir ue. 

The plan for banking reform in- 
cluded the proposals that the present 


. reserve requirements be maintained 


against deposits with the exception that 
one-fcurth of the reserves required 


* should be held in coin in the vaults of 
` the bank. The establishment of branch 


banks was provided for in case the 
Comptroller of the Currency approved. 
It was further recommended that the ~ 
organization of national banks in 
towns of: 4,000 or less with a minimum 
capital of $25,000 be permitted. 

The Commission’s proposals would 


‘have provided America with a safe and 
' elastic currency, but would not have ` 


remedied any of the other defects of 
our benking system. These could not 
be removed by a modification of the 
then existing system, but requireé the 
introduction of central reserve banks. 
The work of the Commission is valu- 
able, not because of its immediate 
effect upon legislation, but for the 
reason that it awakened the public 
conscience to the necessity of banking 
and monetary reform, and paved the 


-way fcr the final reformatory measures. 
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The Studies of the National Monetary Commission 
By N. A‘ Weston 


University of [Minois 


im National Monetary Commis- 
sion had its origin in the financial 
and banking panic of 1907. That 


astonishing disturbance and collapse _ 


.of credit was one of the most un- 
becoming, if not disgraceful, episodes in 
our financial history. Popular clamor 
followed. When the air had cleared 
it was seen that the trouble was due to 
the banking system, which, ill-adapted 


to supply the needs of a progressive - 


industrial nation under normal con- 
ditions, was utterly inadequate for the 
preservation of business equilibrium 
and the allaying of distrust in times 
of business accident and unexpected 
strain. 

Dissatisfaction with our banking 
system began, however, long - before 
the panic of 1907. The banks received 
a share of the blame for the crises of 
1873 and 1893, while during the ten 


years of intense business activity, 


preceding the panic of 1907, banking 
reform was a question of almost con- 
stant public agitation. This was a 
period of rapid, indeed almost revolu- 
tionéry, changes in industrial and 
commercial organization, but the de- 
velopment of banking seemed to lag 
behind, owing, it was believed; to the 
rigid character of the banking laws. 
The panic of 1907 brought the criti- 
cism of the banking system to a climax 
and the Congress which assembled in 
December of that year, some weeks 
after the outbreak of the panic, was 
flooded with bills designed to reform 
the monetary and banking systems of 
the country. 

In this aroused state. of public 
opinion some action by Congress was 
inevitable, but it was soon realized 
that widely divergent views as to 


3 


what was needed to correct the evils of 
the existing situation, conflicting busi- 
ness interests and partisan political 
aims, would prevent the enactment of 
any thorough-going measure of re- 
form.. The leaders of the dominant 
party in Congress adopted, therefore, 
a temporizing policy and secured the 
passage of a law, commonly known as 
the Aldrich-Vreeland Act, approved 
May 30, 1908, providing for the issu- 
ance of emergency currency under 
certain conditions. This act was a 


` makeshift measure and must be re- 


garded as a political rather than a 
financial expedient. It was passed 
with but little debate and without 
previous consideration by the reg- 
ularly constituted committee of either 
house of Congress. It was intended to 
satisfy the urgent public demand for 


action by Congress and to enable the 


party in power to say that provision 


- had been made against a recurrence of 
‘the troubles that had afflicted the 


country in the preceding autumn. 


Tse MONETARY COMMISSION -AND 
Irs DUTIES 


But the Aldrich-Vreeland Act also 
created the National Monetary Com- 
mission, to be composed of nine mem- 
bers from the Senate and nine from 


the House of Representatives, pre- 


scribed its authority and duties and 
made an appropriation to cover the 
necessary expenses of its work. The 
work of the Commission is clearly 
defined in Section 18 of the Act which 
provides: 

` That it shall be the duty of this com- 
mission to inquire into and report to 
Congress at the earliest date practicable, 
what changes are necessary or desirable in 
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” 


the monetary system of the Uzited States 
or in the laws relating to bemking and 
currency. The commission shall save the 
power, through subcommittee cr ozherwise, 
to examine witnesses and to make such 
Investigations and examinatiors, in this or 
other countries, of the subjects ecmmitted 
to their charge as they shall en neces- 
sary. 


Within a short time after ihe passage 
of the law, the National Monetary 
Commission was organized with Sena- 
tor Nelson W. Aldrich, of Rhode 
Island, as chairman and Ccagressman 
E. B. Vreeland, of New York, as 
vice-chairman. The Comm ‘sion was a 
purely political body. Tkə law re- 
stricted membership to sexators and 
representatives in Congress. All sec- 
tions of the country, including sixteen 
different states, were represented in its 
original composition. The members 
could hardly be regarded as experts or 
even students oi banking ard currency 
problems and only a few of them had 
had any legislative exper.enze with 
such questions. The Comrrission was, 
therefore, forced to depen: .n large 
. measure on outside help in meking its 
inquiry and preparing its reeommenda- 
tions. Almost from the beginring, the 
work of the Commission was person- 
ally directed by Senator Aldrich and 
was continued for a perio. of more 
than three years with som= consider- 
able intervals of inactivity. 

In order to make the .nquiry re- 
quired by the law and brimz together 
the information that would be needed 
in formulating legislative proposals, 
the Commission employed e number of 
prominent economists, financial edi- 
tors, bankers and government officials 
in the United States and forzign coun- 
tries to prepare monographs papers 
and reports on the actual operations 
of banks and on their separae f inctions 
and mutual relations. Members of the 
Commission visited the lezding coun- 


tries of Europe whose economic con- 
ditions were most nearly like our own, 
and appointed representatives to visit 
other countries for the purpose of 
holding personal interviews with the 
officials of leading institutions con- 
cerning their banking organization and 
their arrangements for dealing with 
reserves, note Issues, commercial paper 
and other banking problems. e The 
Commission also conducted hearings 
and made inquiries in different parts of 
the United States and particularly in a 
dozen or more of the leading com- 
mercial centers of the country for the 
purpose of getting the opinions of 
people in different localities and occu- 
pations on desirable changes in our 
banking laws. The discussion of cur- 
rency and banking problems in the 
meetings of various learned societies 
and associations of business men and 
bankers were also utilized by the 
Commission as a means of securing 
expert opinions. 


PUBLICATIONS OF THE MONETARY 
COMMISSION 


The results of the studies and in- 
vestigations carried on by people 
enlisted in the service of the Commis- 
sion, and of its own interviews, public 
hearings and inquiries, together* with 
the report and bill submitted to 
Congress by the Commission at the 
conclusion of its work, have been 
issued as public documents in a series 
of twenty-three volumes under the 
general title of Publications of the 
National Monetary Commission. The 
material in these volumes covers about 
14,000 octavo pages and about 1,200 
quarto pages, the latter containing 
chiefly statistical matter. Of the total 
of over 15,000 pages, about two-thirds, 
or more than 9,000 pages, deals with 
banking and related problems im 
foreign countries. Of the whole mass 
of information brought together in the 


we 
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publications only a relatively small 
part is entirely new. Some of the 
material included is simply a reprint 
of previous publications, and a large 
part of the matter dealing with 
American conditions consists of books, 
monographs and reports previously 
published but revised and brought up 
to date and republished for the uses of 
the Commission. 

Some of these revisions were, how- 
ever, of vital importance to the 
completion of the investigation which 
the commission had undertaken. This 
was especially true of the two mono- 
graphs by Dr. David Kinley on “The 
Independent Treasury of the United 
States and its Relations to the Banks 
of the Country” and “The Use of 
Credit Instruments in Payments in 
the United States.” The study of 
Treasury operations left no doubt con- 
cerning the need of some new and 
efficient machinery for handling the 
government’s financial business, while 
the investigation of the use of credit 
instruments fixed attention on the 
tremendously important function of 
the deposit currency as a means of 
employing, bank credit in the trans- 


action of the business of the country. ` 
£ 


VALUABLE CONTRIBUTIONS 
è 


Among the most notable of the new 
contributions to the study of American 
conditions were the “Seasonal Vari- 
ations in the Relative Demand for 
Money and Capital in the United 
States” by Professor E. W. Kemmerer 
and the “History of Crises under the 
National Banking System” by Pro- 
fessor O. M. W. Sprague. The volume 
by Professor Kemmerer is an elaborate 
statistical study based on a mass of 
financial data, such as statements of 
condition of banks, clearing house 
returns, movements of money, rates of 
exchange, monetary circulation, bond 
prices, ete. The study was not con- 
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fined to the New York money market 
alone, but included also the markets of 
Chicago, St. Louis, New Orleans and 
San Francisco, to the extent that in- 
formation was available. While Pro- 
fessor Kemmerer’s investigation was 
the most complete of any ever made in 
this field, it did not result in any 
modification of accepted theories of 
seasonal and other periodie market 
movemèėnts but served rather to con- 
firm them. 

Professor Sprague’s volume of 484 
pages on “The History of Crises under 
the National Banking System” is an 
important contribution to our financial 
literature and the most valuable of the 
original studies made for the Monetary 
Commission. It is a careful, critical 
examination of the results of banking 
policy and management as developed 
under the National Bank Actin all the 
periods of crisis from 1873 to 1907. 
Professor Sprague describes the nature 
of the problems that presented them- 
selves from time to time and compares 
the success of the methods that were 
evolved to meet them. His final judg- 
ment is that “it is impossible to escape 
the depressing conclusion that the 
banking situation in 1907 was handled 
less skilfully and boldly than in 1893, 
and far less so than in 1873. No new 
elements of weakness were disclosed, 
but no real effort was made to over- 
come difficulties which had been met, 
with partial success at least, on former 
occasions.” ‘The most important lesson 
to be drawn from Professor Sprague’s 
study is that banking reform would 
prove most certain and successful if 
pursued along the line of the means 
naturally evolved by our bankers for 
meeting their problems. 

Such an inference is in accordance 
with our best experience. Probably 
the most successful banking system we 
have had in this country was the 
Suffolk system of the New England 
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states in the period before tke Civil 
War. 


developed by bankers, sligstl7 aided 


from time to time in their efforts by 


_ the law, to insure efficiency and safety 
in the employment of bank ezedit on a 
basis of circulating notes. If bankers 
since the Civil War had been free to 
act in accordance with thir experi- 
ence, and had been reasonably sup- 
ported by the law, there is 20 reason 
to suppose that they could not have 
developed for the whole country equally 
efficient and successful metkods of 
insuring safety in the use of bank 
credit based on deposit curreacy. 


INVESTIGATION oF ForrrIGn BANKING 
SYSTEMS 


In the investigation of foreign bank- 
ing and currency conditicns, much 
more attention was given tc England, 
France and Germany because it was 
believed that business concitions in 
these countries were more reazly like 
our own. Of the 9,000 pazes in the 
publications devoted to matezial re- 
lating to foreign countries, over 6,500 
deal with conditions in these three 
countries alone, and of these pages 
about 4,500 relate exclusive 7 zo Ger- 
many. It was the opinion ef Senator 
Aldrich, as well as of some ather mem- 
bers of the Commission, that the bank- 
ing system of Germany was cf more 
interest than any other to th2 people of 
the United States because -72e indus- 
trial and commercial interests of the 
German Empire were very kargely of 
the same character as our own. This 
German material, like that relcting to 
the United States, consists largely of 
reprints in English translation of books, 
reports and papers previo.ssly pub- 
lished in German. These reprints 
include the memorial history of “The 
Reichsbank, 1876-1900,” the “German 
Imperial Banking Laws,” the third 
German edition of Dr. Jacob Riesser’s 


This was a plan cf banking- 


.“The German Great Banks and their 


Concentration in Connection with the 
Economic Development of Germany,” 
almost the entire report and proceed- 
ings of the “German Bank Inquiry 
Commission of 1908,” a series of articles 
from the Frankfiirier Zeitung relating 
to “The Renewal of the Reichsbank 
Charter” and a series of “Miscel- 
laneous Articles on German Banking” 
extracted mainly from the proceedings 
of the Third German Bankers’ Conven- 
tion. But in spite of the large amount 
of space given to German material, 
the publications of the . Commission 
contain no general review of German 
banking as a whole, an omission which 
can only be regarded as a defect in the 
work of the Commission since so much 
importance was attached to German 
conditions and experience. 

The information relating to English 
and French conditions is much briefer 
but also more useful in making a 
comparative study of American ex- 
perience. ,The monographs by Hartley 
Withers on “The English Banking 
System” and by R. H. I. Palgrave on 
the “History of the Separation of the 
Departments of the Bank of England” 
are the best of the publications re- 
lating to England. Mr. Withers’ 
statement is an illuminating acceunt 
of the complicated relations of the 
Bank of England, the joint-stock and 
private banks, and the accepting 
houses and discount houses, and the 
position of all of them in the market. 

The most valuable of the publi- 
cations dealing with French conditions 
are the “Evolution of Credit and 
Banks in France from the Founding 
of the Bank of France to the Present 
Time” by André Liesse and “The 
Bank of France in its Relation to 
National and International Credit.” 

Some of the best information con- 
cerning the operation of the foreign 
banking systems, and particularly those 
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of England, France and Germany, 
is to be found in the reports of the 
interviews held in the summer of 1908. 
The replies to questions put to bank 
officials in these interviews, with re- 
spect both to what they said and 
what they left unsaid, often throw 
more light on some aspects of the 
actual working of the foreign systems 
than anything else published by the 
Commission. But the information 
contained in these reports is not so 
accessible because no attempt was 
made to analyze and digest it m a 
systematic manner. 


DISCLOSURES AS THE RESULT OF 
CONTRASTING BANKING SYSTEMS 


The things which this extended 
study of foreign banking conditions 
emphasizes in contrast with as 
conditions are: 

1. The existence in each country of a 
central institution, more or less closély 
related to the governament of the 
country, which serves not only as a 
government bank but also as a bank- 
er’s bank and as a bank for the public. 

2. The centralization and control 
of note issue by means of these insti- 
tutions. 

3. The high degree of centralization 
in general administration and manage- 
ment of reserves in all countries. 

The publication of this mass of 
material relating to foreign banking 
was one of the most useful services 
that the National Monetary Com- 
mission performed. It made avail- 
able for our political leaders, banking 
and financial journalists and the gen- 
eral public, a vast fund of information 

on. banking organization and operation 
in foreign countries which was formerly 
known only to expert students of the 
subject. 

It is not easy to estimate the in- 
fluence which the studies carried on 
under the direction- of the National 
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Monetary Commission had in shaping 
its conclusions concerning the defects 
of our banking system and in devising 
the necessary measures of reform 
which were finally submitted to Con- 
gress in the form of a report and a bill 
at the beginning of 1912, three and 
one-half years after the initiation of the 
Commission’s work. A large portion 
of the publications of the Commission 
were issued in 1910 before anything 
definite was known of the plan of 
reiorm to be recommended. In Janu- 
ary, 1911, Senator Aldrich personally 
gave out what he described as a 
“suggested plan of monetary legisla- 
tion.” 

In substance this plan was an 
elaborate.central bank scheme to be 
owned and controlled by the banks of 
the country with due representation of 
the government on its official board. 
This suggested plan does not seem to 
have been the product of any delibera- 
tions of the National Monetary Com- 
mission itself, based on the results of 
the scientific inquiry it had been 
conducting. No formal meetings of 
the Commission as an official body were 
held before the fall of 1911 when a 
resolution calling for a report from the 
National Monetary Commission on 
January 8, following, was introduced in 
Congress by Senator Cummins of 
Iowa and adopted. 

Although due allowance must be 
made for the influence of American 
opinion and European experience, the 
suggested plan was probably the work 
of Senator Aldrich, aided by the advice 
of a few experienced men, among 
whom Mr. Paul M. Warburg, the 
New York banker, is commonly re- 
puted to have played an influential 
part. The proposals made in this plan, 
waich soon came to be spoken of as the 
Aldrich Plan, were fully discussed for 
several months in meetings of bankers 
and business men and in economic, 
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banking and financial periedieals and 
newspapers. In October, 1£11, the 
plan was revised and redrafte= in the 
form of a bill and included in the 
report submitted to Congress on Jan- 
uary 8, 1912, as the recommeadation 
of the National Monetary Comnission. 


DEFECTS IN THE UNITEL Strares 
BANKING SYSTEM. 


The defects in our bank-ng system 
which are elaborately summazized in 
the report of the Commissicn may, for 
the purposes of this paper, be briefly 
recapitulated as follows: 

1. The existing banking syst=m pro- 
vides no effective means fcr codpera- 
tion by banks in crises. 

2. It admits of no concentration of 
the banking reserves of the couztry for 
use in times of stringency or :nusual 
strain. 

8. The banknote circulation iails to 
respond, through automatic expansion 
and contraction, to changing r2eds of 
business. 

4. The existing system pzovades no 
effective agency for facilizatag ex- 
changes and transfers of funds batween 
different localities and sections of the 
country. 

5. It affords no means of properly 
regulating the foreign exchanges and 
controlling the international Low of 
gold. 

6. Interior communities do nt have 
the benefits of ready access to the 
central money markets. 

7. Existing arrangements lead to 
the congestion of banking resources in 
large financial centers stimulating spec- 
ulation when they are accumailating 
and unsettling the market whea they 
are withdrawn. 

8. The accumulation of gavernment 
funds in other institutions than the 
banks results in constant dsturbance 
of bank reserves and further unsettling 
of the market. 


~~ 


To rectify these evils, the bill recom- 
mended by the Commission proposed 
to incorporate the National Reserve 
Association of the United States, with 
a capital of $100,000,000 to be sub- 
scribed voluntarily by national banks, 
and also by state banks and trust 
companies under certain conditions. 
Subscribing banks in contiguous ter- 
ritory were to be grouped in „local 
associations, while these local associa- 
tions were to be combined into fifteen 
distriet associations covering the en- 
tire territory of the United States and 
serving as branches of the National 
Association. The central association 
thus organized was to have authority: 

1. To take: over the note issuing 
function of the national banks, basing 
such note issues ultimately on legal 
money and first class commercial 
paper instead of bonds, and further, to 
have the privilege of issuing additional 
notes, having the same security, on 
payment of a graduated tax thereon. 

2. To rediscount for national banks 
first class commercial paper maturing 
in short periods of time. 

3. To transfer funds for national 
banks between the central association 
and the branches, and between the 
branches. 

4. To receive and hold deposits of 
subscribing banks and the government, 
but no private deposits. 

To insure safety in reserve manage- 
ment the National Association was 
required to hold a cash reserve equal to 
fifty per cent of its demand liabilities. 
It was also provided that the associa- 
tion should serve as a depository for 
public funds and as the fiscal agent of 
the Federal government. No changes 
were made in the reserve requirements 
of national banks except that they 
could count the notes of the central 
association as well as their deposits 
with it as reserves. 

Probably no economie measure ever 
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brought before the Congress of the 
United States received at the hands of 
political leaders, students of banking 
and currency problems, and the general 
public, such comprehensive study and 
thorough discussion as this one, but in 
spite of the great amount of time and 
labor spent on it and the heavy ex- 
pense incurred, it had no direct 
constquences whatever in the way of 
constructive legislation. 


POLITICAL CHANGE AND THE ALDRICH 
PLAN 


By the beginning of 1912 the politi- 
cal situation had completely changed 
and the recommendations of the Mone- 
. tary Commission were never brought 
up “in Congress for consideration. 
- Many of the men who had been mem- 
bers of the Commission when it was 
organized had either retired from 
publie life or had been retired in the 
elections of 1910. During the dis- 
cussion of Senator Aldrich’s suggested 
plan, which preceded the formal sub- 
mission of the Commission’s findings 
and recommendations, much oppo- 
sition of a general character developed 
against it, not apparently because of 
any lack of confidence in the soundness 
of the measures proposed, but because 
of a general distrust of the men who 
were primarily responsible for it, 
particularly of Senator Aldrich who, as 
chairman, had controlled and directed 
all the activities of the Commission. 
Whether or not it was warranted, there 
was a widespread belief in the country 
that Senator Aldrich was too close to 
some of the great business interests 
whose purposes, it was believed, were 
not .always in harmony with the 
highest public welfare. In view of this 
attitude of the public it was not un- 
natural that the new party leaders in 
Congress should decline to look for 
guidance in the work and findings of 
the National Monetary Commission. 


Tue Reserve Act AND THE 
Monetary Commission’s WORK 


The extent to which the framers of 
the Federal Reserve Act drew upon the 
work of the National Monetary Com- 
mission has been a matter of some 
interest. At the time the Act was 
under discussion many people regarded 
it as nothing but a copy in large part of 
the Aldrich Plan, but there were no 
substantial grounds for such a claim, 
although the two projects were similar 
in many of their fundamental provi- 
sions. In describing the legislative 
history of the Federal Reserve Act 
some months after its passage, Dr. H. 
Parker Willis, who was the expert of 
the House Banking Currency Com- 
mittee while the bill was being drafted, 
makes the following statement con- 
cerning its origin:! 

The Federal Reserve Act is the product 
of a lengthy course of development and has 
grown gradually out of the discussion and 


‘analysis of the past twenty years. It is not 


drawn, even largely, from any single 
source, but is the product of comparisons, 
selection and refinement upon the various 
materials, ideas and data, rendered avail- 
able throughout a long course of study and 
agitation. Many bills embodying the same 
general line of thought that now finds 
expression. in the new act have been 
offered in Congress. 


All of this might be said also, with 
equal truth, of the Aldrich Plan itself. 
Certain it is, that the fundamental 
principles underlying the essential pro- 
visions of both measures were well 
established in European and American 
banking theory. 

The investigations of the National 
Monetary Commission were limited to 
the field of banking and bank currency 
although the scope of the instructions 
given the Commission by the law 
would have permitted a wider range 
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of activities. Many students ~hought 
at the time that it was a geod oppor- 
tunity to amend some of <h2 other 
serious defects in our monetary sys- 
tem. Since the beginning o? the Civil 
War, our money had become the most 
heterogeneous and complex of any in 
use by the great nations of the world. 
Besides the gold basis, it included 
. several different types of fiduciary 
money in large amounts wi-1 zompli- 
cated machinery for mainta ing them 
at a parity with the stardard. A 
general reform cf our bankicg system 
and bank currency was regaried by 
many as furnishing the best oppor- 
tunity to secure a. final solutior. of the 
greenback and silver quesz.ons, but 
the National Monetary Commission 
avoided these issues as dic also the 
framers of the Federal Reserve Act. 


CURRENCY COMPLEXITIES PERSIST 


Today, it is a serious question 
whether or not the addition of the 
Federal Reserve notes to our monetary 
zirculation, without any material 
zhange in the amount of national bank 
notes or the other forms of fiduciary 
money in use, has not imcreased the 
complexity and difficulties of zur mone- 
sary system without Improving its 
efficiency as an instrument of 2conomic 
welfare. 

Between 1913 and 1920 tae United 
States passed through a period of in- 
dation that exceeded in s extent 
anything in our previous Listory. 
Some of this was due to cur large 
acquisitions of new gold, but far more 
of it was due to the release of gold 
from bank reserves, made p2>ss:ble by 
the issue of Federal Reserve notes 
when the reserve requiremeits under 
the Federal Reserve Act wer2 caanged 
to their present form by the emend- 
ment of June, 1917. After ths zhange 
in the law, expressions of gratification 
over the great economy of.-mcney that 


and management. 


would be effected thereby were very 
common. But it is a strange economy 
of money that results in inflation! 
When the history of some of the pro- 
visions of the Federal Reserve Act and 
its amendments comes to be written, 
the judgment will be that they were 
inflationist legislation and that their 
enactment added still others to a long 
list of monetary errors into which the 
country has fallen. 


Some UNLEARNED LESSONS 


While the National Monetary Com- 
mission devoted a large amount of 
attention to the organization and 
working of the foreign banking sys- 
tems, it neglected some aspects of those 
systems, a better understanding of 
which might have led to a clearer 
conception of the true defects of our 
own systems and of the best means of 
correcting them. Perhaps the most 
significant feature of the great foreign 
systems, according to the studies of 
the Commission, is the high degree of 
centralization that exists in control 
But while the in- 
fluence of the great central institutions 
in securing this centralization is 
strongly emphasized, no emphasis is 
laid on the effect of extreme .con- 
centration in foreign banking due to the 
widely extended system of branches. 
A relatively few great companies or 
corporations, including the central 
banks, control the business of banking 
in England,- France and Germany. 
This control is exercised from central 
offices, usually located in the financial 
center of the country. This is an 
important, distinguishing feature of 
European banking as compared. with 
our own. 

In the United States much praise 
has been conferred on the Canadian 
banking system, but the chief differ- 
ence between it and our own lies in the 
fact that Canada has relatively few 
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banking corporations with many 
branches widely scattered. Between 
1900 and 1912 about 15,000 new banks 
were organized in the Unites States. 
This meant 15,000 new boards of 
directors and probably as many new 
conceptions of what constitutes sound 
bank policy and management. The 
existence of our vast number of in- 
depeudent institutions needs only to be 
mentioned to make it clear that no 
scheme of codperation among banks 
yet devised in this country will give 
the degree of centralization in control 
and management that has been at- 
tained under the foreign branch sys- 
tems. 


SUCCESSFUL BANKING PRIMARILY A 
QUESTION oF ADMINISTRATION 


Another aspect of this subject is also 
of vital importance. If there is any 
one lesson that the study of European 
experience enforces, it is that success- 
ful banking is more a question of 
administration than of law. As Hart- 
ley Withers says, “Good banking is 
produced, not by good laws, but by 
good bankers.” An important con- 
sequence of the extreme concentration 
in foreign banking is that it brings the 
best banking talent into positions of 
resp@nsibility and control. No doubt 
our best bankers are the equals of the 
best European bankers but our type 
of banking does not bring them into 
positions where they can exercise 
complete control over the banking 
business of the country. 

The apparent control of the flow of 
credit in the leading European coun- 
tries through the manipulation of the 
discount rates of the central banks, is 
another feature of foreign banking 
which has always been in sharp con- 
trast with our own practice and which 
we have tried to imitate in our banking 
reform. The studies of the Monetary 
Commission furnish no satisfactory 


explanation of the true nature of this 
control and how it is exercised. The 
impression is often gained that the 
bank rate determines the market rate, 
but it would probably be just as true to 
say that the market rate determines 
the bank rate. When Lord Avebury, 
partner of Robarts, Lubbock and 
Company, was asked concerning the 
extent to which the bank rate governed 
their loan and discount transactions, 
he replied, “The bank rate generally is 
an expression of the market rate.” 
The truth is that the market rate is a 
competitive rate in the determination 
of which the competition, actual or 
potential, of the Bank of England with 
the other banks is always a factor. 


INFLUENCE or BANKING COMPETITION 


The influence of competition is more 
clearly seen in the operation of ‘the 
French system than in that of England. 
In replying to a direct question con- 
cerning the competition of the Bank 
of France with the other banks, M. 
Pallain, the governor of the Bank of. 
France, said, “On certain points there 
may be competition, and it is on 
account of this salutary competition 
that wherever a branch of the Bank 
has been established the rate of dis- 
count has been perceptibly reduced, in 
the interest of commerce.” 

The fact is that the control of the flow 
of credit in these countries is a competi- 
tive one. The central banks are not 
only bankers’ banks and government 
banks; they are also public banks and 
compete with the other great central- _ 
ized institutions for a share of the 
banking business of the country. Their 
relations to their governments, their 
prestige, and the fact that their 
managers think not only of profits but 
of the national economic welfare, 
places them in a strong competitive 
position and enableg them to exercise 
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an influence much out of prcportion to 
the amount of business they dc. 
There has been much discussion 
recently of the discount poy of the 
Federal Reserve Board and tke control 
of the flow of credit under tre Federal 
Reserve System. The caarges of 
banks to their customers havz not been 
materially affected by the manipula- 
tion of the rediscount raz2zs The 


explanation is that the Federal Re- 
serve Banks are banks for banks and 


-banks for government and not, at 


the same time, public banks in the 
true sense of the word. They cannot 
exert the competitive influence against 
the other banks that the foreign cen- 
tral banks exert. They are not in fact 
in the market and cannot, in conse- 
quence, share in market control. » 


The National Citizens’ League 
A Movement for a Sound Banking System 


Ev-Harry A. WHEELER 
Vice-President, Union Trust Company of Chicago 


S a result of the panic o? 1907 the 

business men of the ca_ntry be- 
came greatly concerned for th2 com- 
mercial safety of the future. At the 
annual meeting of the Natio-al Board 
of Trade, Leld in Washington. cn Jan- 
„ary 25, 26 and 27, 1910, the=ubject of 
monetary reform was discussed end the 
-ollowing resolutions were unsaimously 
adopted: 


Whereas, We assume that a plan for the 
revision of our currency systan will be 
formulated after the National Monetary 
(Commission has made its final nepcrt; and 

Whereas, A revision of our c.rrency 
system upon a permanently :eund and 
scientific basis is of vital importance to all 
mterests and should be accomplished as 
soon as practicable; 

Resolved, That the National Board of 
Trade favors the adoption of 2 currency 
system whic2 will be based upaa zhe fol- 
lowing fundamental principles and insure 
the following results: | 

First-—Be absolutely fair to ad. interests 
end to all localities; 

Second—Insure at all times am adequate 
supply of properly safeguarded currency; 

Third—-The volume of said carrency to 
cutomatically expand and ccntract in 
response to the normal demands of the 
manufacturing, commercial, agricaltural, 


and other legitimate interests of the 
country; 

Fourth—Said system to be absolutely 
free from domination or control by political 
or any other favored interests; 

Resolved, That the National Board of 
Trade calls upon all its constituent bodies 
to carefully study the fundamental princi- 
ples of banking and currency, in order to 
intelligently aid the enactment of such 
legislation as will best conserve the in- 
terests of the entire country, ` 


The National Board of Trade deter- 
mined to devote one day in connection 
with its annual meeting in 1911*to a 
Business Men’s Monetary Conference. 
January 18 was set aside as “Monetary 
Day.” Two hundred selected com- 
mercial bodies were to appoint special 
committees to make a careful study of 
the banking question. Each organiza- 
tion was requested to submit its 
conclusions and recommendations to 
the National Board of Trade at least 
one month before the meeting and to 
send a representative to the meeting, 
to be held in Washington beginning 
January 17, 1911. The invitation met 
with a hearty response on the part of 
the commercial organizations through- 
out the country and a large number 
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of delegates participated in the con- 
ference. 

Tke Business Men’s Monetary Con- 
ference, under the chairmanship of 
C. Stuart Patterson of Philadelphia, 
adopted resolutions which ultimately 
led to the creation of the National 
Citizens’ League. Bythese resolutions, 
the chairman of the Conference was 
authorized to appoint a committee of 
seven to organize a “Business Men’s 
Monetary Reform League,” with head- 
quarters in Chicago and branches in 
the principal centers of the country, 
whose object should be to conduct a 
comprehensive compaign of education 
in behalf of some kind of national 
reserve association. It was agreed 
that the delegates to the Conference 
should endeavor to enlist the active 
aid of the commercial bodies they 
represented. 

Acting on the authority of these 
resolutions, a committee was appointed 
composed of: C. Stuart Patterson, of 
Philadelphia, James J. Storrow, of 
Boston, Paul M. Warburg, of New 


York, Irving T. Bush, of New York,- 


George D. Markham, of St. Louis, 
Fred W. Upham, of Chicago and 
Harry A. Wheeler, of Chicago. ‘This 
committee was called into conference 
in Chicago on April 24, 1911. The 
committee was unanimous in its opin- 
ion that the responsibility of creating a 
national organization should be left 
with the business men of Chicago, who 
should conduct a nation-wide cam- 
paign from their city. 

On April 27, 1911, a conference was 
called by the committee at which were 
present about fifty of Chicago’s fore- 
most business men, representing both 
the commercial and the financial field. 
This conference, after careful delibera- 
tion, agreed to accept as a duty and 
privilege the responsibility of conduct- 
ing the campaign from Chicago as a 
center. 


The new movement was initiated by 
the Chicago Association of Commerce. 
A joint meeting of the Board of Direc- 
tors and the Executive Committee of 
the Association was held on May 29, 
and took action by passing the follow- 
ing resolution: 


Resolved, That the Chicago Association of 
Commerce recognizing the distressing ef- 
fects of panics on trade, capital, and labor, 
the consequent need of a sound banking 
system in the interest of all the people in 
the country, and the suggestion made for 
the creation of a National Reserve Associa- 
tion, hereby requests John G. Shedd, 
Marvin Hughitt, Graham Taylor, Harry A. 
Wheeler, ‘B. E. Sunny, Cyrus H. McCor- 
mick, Julius Rosenwald, Charles H. Wacker, 
Frederic A. Delano, John Barton Payne, 
A. C. Bartlett, A. A. Sprague, J. Laurence 
Laughlin, Jobn V. Farwell, Clyde M. Carr, 
Fred W. Upham, F..H. Armstrong, and 
Joseph Basch to form a National Citizens’ 
League, the object of which shall be to give 
organized expression to the growing public 


` sentiment in favor of, and to aid in, securing 


legislation necessary to insure an improved 
banking system for the United States of 
America. ; 


Acting under this authority, “The 
National Citizens’ League for the Pro- 
motion of a Sound Banking System” 
was organized and a certificate of in- 
corporation was granted by the Secre- 
tary of State under date of June 6, 
1911. Article 2 of the certificate of 
incorporation is as follows: “The 
object for which it is formed is to give 
organized expression to the growing 
public sentiment in favor of, and to 
carry on a campaign of education for 
an improved banking system for the 
United States of America.” In organ- 
ization and in operation the Citizens’ 
League was at once made national. 

The Chicago Association of Com- 
merce only accepted a’ responsibility 
imposed upon it by the other com- 
mercial bodies of the nation to take the 
initiative in the conduct of a campaign 
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to which their support hed been 
pledged. ‘The only part taken by the 
Chicago Association, as such, was to 
launch the new League. This done, 
it surrendéred all contro. into the 
hands of the Beard of Direecors of the 
League. 

In April, 1913, pursuant to a call 
from the President of tae United 
States and his Secretary of Commerce, 
the Chamber of Commerce of the 
United States. was orgamzed. It 
became the sucessor to th> National 
Board of Trade and, recoznizing its 
relation to the subject of monetary 
reform, established a close contact 
with the Citizens’ League. 

The first Annual Meetizg of the 
Chamber of Commerce of the United 
states, in January, 1913, =eclt with 
the problem as of first impertance to 
the new incoming administration and 
instructed its Board of D rectors to 
present the matter to the President- 
elect. 
tors carried into effect the reardate of 
the Annual Meeting by the fcllowing 
resolution: 


The Chamber of Commeme of the 
United States of America kedieves the 
present moment to be one of grave import 
to banking and currency !egislaticn. The 
country has been profoundly stixrel by the 
discussions of the past two years. The 
defects of our present system are generally 
understood to constitute a menase, both to 
our ddmestic and to our irternational 
trade. The business men of the country 
should not again be exposed to the -igors of 
another such stringency as fcllowed the 
large crop of 1912. The expected changes 
in our tariffs and the financing of another 
zrop in 1913 make imperative :mmediate 
action by Congress. Moreove>, ic is ap- 
parent that the presentation e? 2 sound 
measure to Congress would crystallize 
behind it the support of the business and 
banking interests of the country... 

Therefore be i Resolved, That the Board 
of Directors of the Chamber of Commerce 


In February, 1913, the direc- 


of the United States. of America, acting 
under instructions unanimously voted by 
the convention of January twenty-first to 
twenty-third, 1913, urge upon the Banking 
and Currency Committee of the House of 
Representatives the early submission to 
Congress in extra session of a measure 
which will overcome the difficulties from 
which we are suffering; upon the Senate, 
its prompt consideration of such measure 
at the extra session; and upon President- 
elect Wilson, his cordial and earnest 
support in favor of early and complete 
legislation. 

And be it further Resolved, That a copy of 
this memorial be sent to President-elect 
Wilson and to Honorable Carter Glass, of 
the Banking and Currency Committee of 
the House of Representatives, 


A standing Committee on Currency 
and Banking was also appointed to 
press upon the Administration the 
necessity for early action, to follow 
legislative development, and to prepare 
a report for subsequent submission to 
the membership through referendum, 
as provided in the rules. 

This committee was composed of 
Wallace D. Simmons, St. Louis, Chair- 
man, John W. Craddock, Lynchburg, 
Virginia, Irving T. Bush, New York 
City, Edmund D. Fisher, New York 
City, Edward D. Page, Oakland, New 
Jersey, Joseph French Johnson, New 
York City, J. Laurence Laughlin, 
Chicago, George A. Mahan, Hannibal, 
Missouri, William A. Scott, Madison, 
Wisconsin, William George Bruce, 
Milwaukee, Wisconsin, J. M. Miller, 
Jr., Richmond, Virginia, Allen Cucullu, 
Lynchburg, Virginia, John V. Farwell, 
Chicago, Edmund D. Hulbert, Chicago. 
It completed its preliminary work in 
August, 1913, and sent to referendum 
a report on pending legislation with 
recommendations for amendment in 
keeping with the principles put for- 
ward by the National Citizens’ 
League. 

The League, having completed the 
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work for which it was organized, 
iormally requested the Chamber of 
Commerce of the United States to 
pursue the subject through its legis- 


lative stages and disbanded; the 
Chamber, through its Committee, fol- 
lowed the matter closely until its 
“Federal Reserve Act” became a law. 


The Educational Campaign for Banking Reform 
By A. D. WELTON l 


Continental and Commercial National Bank, Chicago 


RGANIZING the National Citi- 
zens League in 1911 was no less 
2 task than organizing the country. 
[t was the final step, outside of 
political declaration and legislative 


action, to bring about a demand for 


the reform of the nation’s banking 
laws.- The havoc of the last panic 
had been wrought. Emergency legis- 
lation in the form of the Aldrich- 
Vreeland Act was on the Statute 
Books. The Monetary Commission 
aad junketed, experted and ruminated 


ind Senator Aldrich was working on a 


‘eform proposal. 

From these statements it might be 
yathered that public sentiment had 
at least begun. to crystallize; that the 
subject of all this discussion and effort 
was nearing the pomt of issue and 
action. Nothing was farther from 


he truth. There was no popular 
20omprehension of what it was all about. 


Panic meant only a lack of -currency. 
Newspaper writers were miles at sea. 
Politicians were floundering in dark- 
ress. Practical bankers were looking 
so their few leaders for guidance. 
[he economists, however clear their 
sheories, were blinded by traditions. 
ind precedents of long standing. 
There was a dominant desire for a 
thange but any suggestion of a 
sractical plan raised a clamor of 


1ostility to centralization, the great ` 


political bugaboo. 
The persistence of political rancor 
‘ound a new demonstration every 


time a central bank or the central- 
ization of bankmg power was men- 


‘tioned. The traditions of the Demo- 


cratic party stood as strongly in this 
respect as when Andrew Jackson and 
Nicholas Biddle fought over the Sec- 
ond Bank of the United States eighty 
years before. The mention of asset 
currency roused the smoldering fires — 
of greenbackism and free silverism. 
It was plain that many people cher- 
ished the belief that issuing currency 
was a sovereign power of the govern- 
ment, and Mr. Bryan was present to 
Insist that such was the case. 

Every time the question of currency 
had come up for popular considera- 
tion in the three preceding decades, 
the believers in soundness as wrought 
by a single gold standard had been on 
the defensive. They merely prevented 
their enemy from doing something 
vicious. The one constructive bit of 
legislation was the Gold + Standard 
Act of 1898. That followed the affair 
of 1896 as the Aldrich-Vreeland Act 
and the appointment of the Monetary 
Commission followed the panic of 
1907. j 


EDUCATION A FORMIDABLE ` 
UNDERTAKING 


All the studies of the Commission 
pointed to the necessity of a plan for 
banking coöperation, for mobilizing 
reserves, for making both currency 
and credit elastic, and for creating a 
discount market. It was a formidable 
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enough undertaking to make any 
considerable portion of the people 
understand these things. E was a 
much larger one to make a ronsider- 
- able portion of them tnlearn the 
financial follies they had teem taught. 

For this undertaking tze teachers 
were not many. It was recessary to 
tram teachers. The bankers were of 
little assistance in this way. Very 
few of them understood the science 
of banking, however versed they 
might be in the art of iz; fewer 
still were competent to teach the 
economics of money. Mctecver, the 
bankers were under suspicion. Had 
they not defeated Mr. Brran in 1896 
and subsequently and &s¢ subse- 
quently? Mr. Bryan had frequently 
testified to that fact. 

Finally, Senator Nelsan W. Al- 
drich was Chairman of the Monetary’ 
Commission. For years h= Lad been 
in a conspicucus position of leader- 
ship. His name was synonymous with 
everything abhorrent to ‘progressive 
thought. In the public nmnc he was 
first friend of the trusts, advocate of 
special privilege, the defen der of Wall 
Street and ally of the mmey devil. 
Politically, it made no difference that 
the Senator from Rhode Island had 
worked hard for years to ec uip himself 
for the task now on hand. It was of no 
moment that his great ambition was 
to give the United States a~“ sound 
banking system or that his devotion 
was complete and unselfish He was 
a popular target for editctial anath- 
emas and anything emanating from 
him must be bad because of ts origin. 

In June, 1911, approva. of a plan 
for a new banking system meant 
approval of Aldrich. Th2 National 
Citizens’ League came intz existence 
under a handicap. 

The “Money Trust” wa= an active 
monster of that day also. It was an 
indefinite something whic.1 could be 
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charged with all kinds of crimes and 
would plead to no indictment. There 
were two “money trusts” in fact—one 
that the politicians created out of 
their vivid imaginations for their 
own private uses, and another, de- 
fined as a “community of interest”’ 
among powerful bankers, created by a 
defective and inadequate banking sys- 
tem. The imagined “Money Trust,”’ 
linked with a plan to reform the 
banking and monetary system, became 
much more imposing as a political 
spectre. Such a “Money Trust”? must 
necessarily have impious designs, and 
what more natural than it should seek 
to have the banking laws remodeled 
to fit its own purposes! 

Here was another barrier the League 
had to take. 


POLITICAL AND PARTISAN, 
COMPLEXITIES 


Another circumstance lets in light 
on the difficulties that lay before this 
economic missionary. Republicans had 
passed the Aldrich-Vreeland law and 
planned the work ofthe Monetary Com- 
mission. Republicans had planned 
to drive through a new banking act. 
But a new Congress had been elected 
with a Democratic House. ,There 
were even predictions that the next 
president would be a Democrat. Wis- 
dom forbade that the League have 
even a remote appearance of parti- 
sanship. As a matter of fact the 
manner of its organization made 
partisanship impossible but it was 
frequently charged in the first months 
that this was “the million dollar or- 
ganization formed to put over the 
Aldrich banking scheme.” 

It is unnecessary to go farther into 
the conditions of the day to show 
that the League had a large task and 
that it would have to justify itself by 
performance if it was to survive and 
succeed. 
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EARLY INVENTORY OF THE LEAGUE'S 
WORK. 


It succeeded so well that in March, 
1912, it took account of itself as 
follows! 


The campaign for banking reform has 
been carried into 44 states. The National 
Citizens’ League has now 46 organizations— 
one in each of 43 states, two in California, 
and the German section with headquarters 
in New York City. The extension of this 
organization work reflects the progress of 
the sentiment for an improved monetary 
and credit system. 

The League came into corporate ex- 
istence in June, 1911. It is a non-partisan 
organization.’ It has no affiliations with 
any class or any interest. Among the 
1,500 officers of its branches and its 
increasing thousands of members, men 
engaged in manufacturing, merchandising 
and agricultural business are in the great 
majority. The business element is pre- 
oonderant. The League and its campaign 
aave been indorsed by resolutions adopted 
2y 68 boards of trade and associations of 
xommerce and similar organizations. 

There is reason for this preponderance 
X$ business men. The League had its 
origin at a meeting of the National Board 
ot Trade in Washington. The business 
ganizations represented there felt that 
hey should have a voice in the question 
% improving anything of such vital 
nteres? to them as the monetary system. 

C. Stuart Patterson, of Philadelphia, 
vas made chairman of a committee 
ippointed at that meeting which later 
‘onferred with the Chicago Business 
Vien’s Monetary Reform League. 

The Chicago Association of Commerce 
7olunteered to launch the new organization 
und requested the present Chicago Execu- 
ive Committee to undertake the work. 
Chus the National Citizens’ League came 
nto existence. 

The astonihisng feature of the progress 
f the League is that it has met prac- 
ically no opposition. This is undoubt- 
dly due to the fact that its work has been 
vholly educative. It has indorsed no 


1 Banking Reform Magazine, March 16, 1912. 


particular scheme of reform, It deals in 
concrete plans only by way of illustrat- 
ing the great general problems of efficiency 
of bank reserves, a discount market, in- 
dependent banking, an elastic currency and 
credit system and adequate banking facili- 
ties. Its belief is that when the people come 
to have an understanding of the fundamen- 
tal requisites of an efficient monetary and — 
banking system the legislation will take - 
care of itself. With the fundaments 
understood, as they will be, the working out 
of the details may be left to Congress. 
How the application is made, or what the 
system is called are matters of no impor- 
tance. Who frames the measure finally 
adopted or after whom it is named, are 
equally inconsequential. 


RECRUITING THE Force or 
EDUCATORS 


It is not surprising that an organi- 
zation so elaborately born should 
have a name as elaborate. Almost 
the first error was in this selection. 
The National Citizens’ League for the 
Promotion of a Sound Banking System 
was the cumbersome heritage of the 
men who later assumed the work of 
giving the scheme publicity. As the 
economists—the professors of political 
economy—were about the only ones 
who could write on questions of 
banking, they were drafted early. 
The work of creating organizations m 
the various states was speedily got 
under way. Pamphlets on pertinent 
subjects were produced and printed. 
Speakers—-mostly economists-— were 
recruited. A declaration of the prin- 
ciples the League indorsed was made. 
Large sums of money were spent. 
Later, and not much later, the diff- 
culty that always confronts such 
organizations, wasencountered. Itwas 
necessary to expend time and energy 
in raising funds to support the work. 

The publicity work was conven- 
tionally organized. Pamphlets, whose 
distribution called for mailing lists, 
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were a matter of course. Idember- 
ship in the League at $1 a -2ar carried 
with it all published matter anc an obli- 
gation to spread the gospel 

The state and local organgzations, 
in some cases self-supporting ` ni always 
with a paid secretary, supylie= names 
for the mailing lists and ofan did the 
distributing. The entire list o? League 
officers and directors wou!] make a 
business blue book. Local secretaries 
were chosen, so far as pesstble, þe- 
cause of some familiarity wih pub- 
licity methods. There wes zo rule. 
In some states publicity was -2e only 
medium used. In others, dependence 
was placed on meetings ani speakers. 
In still others, local businsss organi- 
zations were enlisted. Tht was all 
ordered by expediency or the desires 
or peculiarities of the local officials. 

The undertaking of tæ central 
office in Chicago was to gwde the 
thought of every memb2r of the 
League, every officer of zach state 
organization. As loosely jo.aed as 
' the organization was, a singl= policy 
and harmony of purpose were indis- 
pensable. 

The marvelous and general lack of 
familiarity of the general zun of 
bankers and. business men sitz mone- 
tary problems was of great ass.stance. 
They had to take what was given 
‘ them because they had prsctizally no 
other sources of informator. The 
old sources of monetary information 
‘were dried up. Previous c2mands 
for monetary reform were iirected at 
the currency and the quantity of it. 
‘Financial progress in terms of elastic 
_ credit and bank reserves was inprec- 
‘edented and, considered by itself, 
strikingly logical. 

This is not to say thai ~he old 
“isms” did not outcrop et >equent 
intervals and in unexpec-ed places. 
The local secretaries watched care- 
fully for such, outbursts amd they 
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were carefully met and countered. 
Some of these were temporarily seri- 
ous but usually they were ludicrous. | 
All were treated alike. If the op- 
ponent of banking reform or the 
advocate of something unsound found 
space for his outpouringin a newspaper, 
the same newspaper was supplied 
with other material, often through a 
local League representative. [Tf ‘the | 
first newspaper refused publicity, the 
rival paper was tried. If both were 
recalcitrant a local mailing list was 
compiled and used. 


MONTHLY MAGAZINES THE GREATEST 
Pusuiciry MEDIUM 


The League’s monthly publication, 
Banking Reform, was used in most 
cases. It was the uninvited visitor 
to every newspaper office in the 
country. It could be, and frequently 
was, used to meet -some special 
opposition, When a weekly paper 
in an obscure county of California 
assaulted the Monetary Commission, 
the League, banking reform and every- 
one interested in it, a special edition 
of Banking Reform was printed and 
sent to everyone in the county. It was 
effective. 

When a venerable, retired county 
judge in Texas unlimbered a pge of 
heavy artillery in the county seat 
paper on the sacred and sovereign 
right of the government to issue money, 
the case could not be ignored. The 
rhetorical flood was broken up, the 
facts extracted and, a reply written 
and sent to the paper. It was pub- 
lished—two-thirds of a column. The 
venerable judge countered with an- 
other solid page. The reply was 
short and pointed. The judge was 
unwittingly doing well for the League. _ 
He became imterested in the new 
proposition. He wrote toheadquarters 
for pamphlets. A month later he 
graciously acknowledged his conver- 
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sion, sent in a dollar and joined the 
League. This incident had no repe- 
‘ition. The devotees of greenbacks, 
‘ree silver and the “sovereign right 
3f the government” were, and are, 
rreconcilable but they werenot trouble- 
some for long. Their attack lacked 
versatility and mere continuity made 
it tiresome. 

From the viewpoint of real publicity 
the monthly, Banking Reform, was the 
mainstay of the publicity campaign. 
It was the messenger to the press. It 
permitted repetition and reiteration, 
which were necessary to give editors 
familiarity with what was to them a 
new terminology. It was slow and 
disheartening work for many months. 
Once the fervor of early political contro- 
versy had cooled and political economy 
was the order, publicity results were 
scant.- In the central office clippings 
were garnered with careand treasured in 
the files. One of the first months of 
effort brought only seven. The next 
month there were none, which was 
interpreted to mean that the seven 
were accidents or incidents of edi- 
torial good nature. 


A Time Waern Pourrics HELPED 


Politics again intervened to give a 
stimulus. Theotherside ofthe League’s 
organization was at work. State con- 
ventions of the political parties were 
ahead. The League’s text book, 
Banking Reform, came from the press. 
The book was distributed widely to 
members, whose. number it was in- 
strumental in increasing greatly, and 
was extensively reviewed. The book 
stimulated interest in the magazine 
for which the demand also increased. 
The clipping agency employed began 
to send in bulkier packages. These 
could now be read but they were no 
longer filed. When the Alabama Dem- 
ocratic convention had declared for 
“a democratic and non-partisan re- 
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vision of our antiquated banking laws” 
and demanded the creation of an 
“elastic note and credit system,” the 
turn came. The politicians were be- 
coming familiar with the terminology. 

In the platforms of state conventions 
of both parties—and they followed 
rapidly—there were phrases and 
terms which bespoke familiarity with 
the League’s literature. Naturally 
these platform utterances were com- 


-mented on by newspapers everywhere. 


The comments were almost univer- 
sally favorable. The terminology in 
this field began clearly to indicate 
familiarity with banking reform. 

In June, 1912, came the great 
national conventions. Both Demo- 
crat and Republican platforms had 
planks on the monetary question. 
Neither one of them meant anything 
in particular. The Republicans called 
attention to the party’s historic stand 
for a sound currency, and the Demo- 
crats smashed away at Wall Street 
and the “Money Trust.” The League’s 
publication said that banking re- 
form “is a political question only 
so far as its solution requires political 
attention in the highest sense of the 
term. There is no chance that a 
Democratic scheme of reform will be 
better than a Republican scheme 
because it is offered by Democrats, 
or that a Republican scheme will 
be superior because it is offered by 
Republicans. In banking methods ~ 
neither party is at an advantage 
over the other because banking is not 
a matter related to their differmg 
conceptions of popular government.” 

Committed to banking reform and 
not to politics or party, the League’s 
purpose was to keep, so far as possible, 
the question from assuming a partisan 
aspect. 

With the political phase formally 
entered, however, the publicity cam- 
paign became more difficult in one 
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aspect and much easier w another. 
There was no longer difficulty in 
having matter accepted avd printed 
by all kinds of publicatiors. It was 
in constant demand. Th= »roblem 
was to hold discussion to the essentials. 
Clippings now came in huze bundles 
and were dumped: sumnzrily into 
waste baskets. No one hed time to 
look at them. The venerable judge 
from Texas might have flasied his 
message m fire on the sky and no 
League official would have heeded, 
for banking reform had passed from 
the stage of a vague request to a 
demand for speedy political action. 
It was no longer a questior o? a new 
banking law, but what kind o? rew law. 


ENUNCIATION OF FUNDA ENTAL 
PRINCIPLES 


In September, 1912, the League 
stated the principles it believzd should 
underlie a banking bill. Thestetement 
gave as the reasons for banking 
reform: 


To prevent the recurrence of money 
panics. 

To provide for seasonal end special 
demands for curreucy and credi 

To imsure more uniform cad steady 
interest rates throughout the ecuncry. 

To divorce commercial from invest- 
ment banking. 

To strengthen our internaticmal credit. 

To establish higher standards zf banking. 


It is remarkable, perhaps, m the 
-ight of current discussions that in 
1912, Banking Reform said: 


The National Citizens’ Leagse believes 
shat these reforms in our barkmg and 
currency system can be best drought 
about by the formation of a ceiperative 
association of all classes of commercial 
panks, with restricted powers managed 
by a board of bankers, Federcl officials 
and other citizens. The Association 
should not be a money-making mstitution 
and all earnings beyond a fixed rate should 


go to the national treasury. This as- 
sociation should: 


Hold the final banking reserves. 

Act as fiscal agent of the government. 

Rediscount standardized commercial paper 
for banks at published rates of discount uniform 
over the country. 

Issue circulating notes secured by gold and 
commercial paper. - 

Deal in gold and foreign exchange. 


Establish foreign agencies. . 


It must be remembered that this 
statement was made two months 
before Woodrow Wilson was elected 
president and eight months before 
Congress began to debate the Glass 
bill. 

Rk: The League’s principles were care- 
fully drawn very early in the cam- 
paign. They took no account of 
partisanship, except to guard against 
it, as generally befitted an organization 
of business men bent on securing an 
economic reform. ‘The principles were: 


1. Codperation, not dominant central- 
ization, of all banks by an evolution out 
of our clearing-house experiences. 

2, Protection of the credit system of the 
country from the domination of any group 
of financial or political interests. 

3. Independence of the individual banks, 
national or state, and uniform treatment 
in discounts and rates to all banks, large or 
small. f 

4. Provisions for making liquid the 
sound commercial paper of all the banks, 
either in the form of credits or bank notes 
redeemable in gold or lawful money. 
Legalization of acceptances and time bills 
of exchange in order to create a discount 
market at home and abroad. 

§. Elasticity of currency and credit in 
times of seasonal demands and stringencies, 
with full protection against over-expansion. 

6. The organization of better banking 
facilities with other countries to aid in the 
extension of our foreign trade. 


In the beginning, these six prin- 
ciples were the guide in all publicity. 
Their amplification came when the 
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final political stage was reached as 
noted above. 

The so-called “Money Trust” in- 
vestigation was an incident which 
received only incidental attention. 
In an educational way it had no 
significance. What is known as Wall 
Street never showed hostility to the 
League; it gave much financial as- 
sistance and seemed quite uncon- 
cerned over the prospect of decen- 
tralized bank reserves. 


ATTITUDE OF BANKERS AND OTHER 
-ORGANIZATIONS 


_ Bankers and bankers’ organizations 
were always helpful and friendly. 
They were never keen for the League’s 
principles and, as_a rule, they were 
collectively and individually more 
interested in the probable effects of 
any change in laws on their estab- 
lished method of operation. In this 
respect they often clashed with the 
business men whom the League rep- 
resented but they always admitted 
the need of change in the banking 
scheme. 

As the campaign progressed other 
forces came in to give assistance and 
often to interfere. Usually these or- 
ganizgtions made plans. Of plans 
for a new banking system there was a 
myriad. They came up from all 
sides. Everyone seemed to have a 
plan. The League never had one. 
In that lay its strength. 

In September, 1921, Woodrow Wil- 
son spoke of the need for a new bank- 
ing law in his address accepting the 
Democratic nomination for the pres- 
idency. Soon after his election, and 
that of a Democratic House and 
Senate, it became obvious that bank- 
ing reform legislation would be a 
Democratic action. This political 
shift made it advisable to give un- 
usual attention to the South because 
seniority would place southern Demo- 


crats in the important positions in 
House, Senate. and elsewhere. 

The new President’s message on 
banking reform preceded action in 
Congress. That is another story. 
During this period of many hearings 
by the banking and currency com- 
mittees the publicity was continued as 
actively as ever. As the League 
was concerned only with principles, 
and not with administrative forms, 
its printed matter gave no heed to the 
latter except for informative purposes. 
The magazine hadnaturally become the 
dependence of many thousands of 
persons for such information. Many 
newspapers looked to it for an inter- 
pretation of the news developments. 
Its influence was wide. Reading of 
the news and comment on the- pro- 
ceedings in Congress made the extent 
of this imfluence clear and certainly 
the members of Congress were not 
immune to it. 

When the Glass bill had passed the 
House, it became apparent that the 
League’s work was nearly done. It 
had undertaken only to lay a founda- 
tion for legislative action. It is true 
its organization work had been carried 
into practically every congressional 
district. The gospel of banking re- 
form was carried most effectively to 
every congressman from his home. 
But when the Glass bill had become 
the Glass-Owen bill and the Senate 
had it under consideration, the League 
began. to wind up its affairs. 


CLOSE OF THE CAMPAIGN 


In the last issue of Banking Reform, 
October, 1913, it was said: 


The League never undertook to partici- 
pate in the actual work of legislation. 


Article 2 of the certificate of incorporation 
reads: 


The object for which it is formed is to 
give organized expression to the growing 
public sentiment in faYor of, and to carry 
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on a campaign of education for, an im- 
proved banking system for the United 
States of America. 

Of the success of the Leagve’s campaign 
there is no doubt. It is evidenced by the 
fact that for more than two years the 
question of monetary reform has been 
growing in the public mind urtil today it is 
the question of paramount pclitizal as well 
as economic importance. It has occupied 
the latter position for many vears, but it 
was not until the League’s worl: was well 
under way that it was lifted 1t of classifi- 
cation with the impenetrable mysteries to 
that of a great, and finally tle paramount, 
public issue. One Congressman reduced 
the situation to terse form ~hen he said, 
“No League, no bill.” 

The League has distribsted literally 
millions of pamphlets. It kas been the 
means of supplying literals millions of 
columns of matter to newspapers. It has 
supplied speakers for thousands of meet- 
ings. But the indirect resul-s of its efforts 
have been more momentous. It brought 
interest, in the question of mcnetary science 
to an acute stage. It chrllenged every 
argument founded on a fase conception 
of monetary economics. It supplied ma- 
terial which made editoria. work easier. 
It translated technicalities imto simple 
language. It stimulated theag it and dis- 
cussion. It freed thousards from the 
thraldom of half a century of false teaching. 

The fact that the Glass >il is not per- 
fectly satisfying is in nowise cttributable 


to failure on the League’s part. It has been 
stated many times in these columns that 
the machinery by whose operation the 
principles enunciated were to be given 
operation might assume any one of many 
forms. The Monetary Commission evolved 
one form, the Glass Committee evolved 
another. Neither is perfect in anticipated 
operation. It is doubtful if any ma- 
chinery will be perfect until made over 
after practical test. But either plan has 
obvious merits and forms a basis on which 
can be built up an operating success. 

The Executive Committee of the League 
feels, therefore, that the work of the organ- 
ization has been practically completed and 
success has been achieved. It will retain 
its corporate entity and maintain its organ- 
ization intact against possible contingen- 
cies until results are written in the statute 
books. But unless the unexpected hap- 
pens, the League will rest content that the 
question of banking reform and its satis- 
factory solution is in the hands of the 
national legislature. Over this body it has 
no control, and seeks none, as it has had 
none anywhere save what was based on 
logic and built up on adherence to proved 
principles of monetary economics. 


As a final testimony of the efficiency 
of the League’s campaign, it may be 
pertinent to record that the terse 
statement, “No League, no bill,” 
was made by the Honorable Carter 
Glass. 


The Federe] Reserve Act in Congress 
By H. Parker Wirus 


Columbia University 


UCH has been vaguely or errone- 
ously written of the ezrly history 

of the Federal Reserve Aez end there is 
already a widespread misuncerstanding 
regarding it. Some parz of this mis- 
understanding is due to zhe fact that 
much of the work on the Act was done 
in committee or in caucus o? in private 
conference. To neview -ìe whole his- 


N 


tory of the measure would be a task of 
lengthy detail. The following article 
is not intended to enter into any such 
elaborate review but to set forth in 
compact form the chief facts, without 
controversial discussion. What it offers 
is merely a consecutive outline of the 
history of the Federal Reserve Act 
during its formation and subsequent 
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-discussion in Congress. It will afford, 
however, as definite an historical ac- 
count as is possible within a very brief 
space, of the various stages through 
which this measure passed. 


Inception ofr MEASURE 


The inception of what afterward be- 
came the Federal Reserve Act grew out 
of the’action of the Banking and Cur- 
rency Committee of the House of Rep- 
resentatives in authorizing, during the 
spring of the year 1912, an investiga- 
tion into currency and banking con- 
ditions. This authorization led to the 
organization of the Banking and Cur- 
rency Committee in two parts, or 
sections—the one entrusted with an 
inquiry into what was at the time 
known as the “Money Trust” and the 
other assigned the duty of studying 

-and recommending legislation designed 

to promote banking and currency re- 
form. This second subcommittee was 
organized under the chairmanship of 
the Honorable Carter Glass, who had 
been for several years a member of the 
Banking and Currency Committee, 
and its first active work was under- 
taken at about the opening of April, 
1912. At that time this subcommittee 
retained technical assistance, and in- 
structions were given to make a general 
survey of pending banking and cur- 
rency legislation, including especially 
the proposals of the National Mone- 
tary Commission which were embodied 
in what had come to be known as the 
Aldrich bill. 

Such a survey of pending and pro- 
posed legislation, both recent and 
earlier, was completed and placed in 
the hands of the subcommittee during 
June of 1912. An informal discussion 
of the question of what lines should be 
followed, ensued. As a result of this 
informal discussion, it was agreed to 
prepare a tentative bill which should 
be based essentially upon the past 


experience of the banks of the country _ 
in organizing clearing house associa- 
tions. The conclusion was definitely 
reached that a central bank of issue 
and deposit was not desirable but that, 
instead of this, a district type of organ- 
ization, in which the banks of the 
country should participate, was to be 
preferred. It was further agreed that 
such district organizations ought to be 
vested with the function of issuing note 
currency upon what had come to be 
known as the elastic, or “asset secured” 
plan. It was further thought that the 
reserves of the country should clearly 
be transferred to such organizations 
and that large functions of examination 
and oversight of the rank and file of 
the banks should be provided for. 


Work oF SUBCOMMITTEE 


With these very general principles 
definitely laid down as a basis, a bill 
was drafted during the summer and 
early autumn of 1912, and the sub- 
stance of this bill. was informally dis- 
cussed at meetings of the subcommittee 
which occurred during November, 
1912. At that time agreement was 
reached that further progress in the 
development of the proposed bill would 
not be possible unless the attitude of 
the incoming administration (the Hon- 
orable Woodrow Wilson having been 
elected President early in November, 
1912) could be known. Mr. Glass 
accordingly addressed a letter to 
President-elect Wilson informing him 
generally of what had been done and 
asking for his views in the matter. 

An early reply was received from the 
President-elect in which he expressed 
agreement in the thought that a suit- 
able banking measure should be devel- 
oped at an early date, and a time was 
set for consultation with representa- 
tives of the subcommittee of the 
Banking and Currency Committee. 
This date was December 26, 1912, at 
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which time Mr. Glass visited Frinceton 
where President-elect Wilscn was then 
living. 

During the conference on the 26th of 
December there was laid before Mr. 
Wilson the substance of the tentative 
bill already drafted and qu2stion was 
asked as to his opinion regarding the 

extent to which the bill should go. 
' Particularly was the question raised 
with him whether the new bill should 
provide for an emergency or permanent 
type of banking organizatica; whether 
it should provide for local organization 
or for a central control of some kind; 
whether reserves should be transferred 
to the new banking organization and 
whether new note issues shou ldé be pro- 
vided for. Most of these romts had 
not been considered by the President- 
elect except in a very genera. way. He 
expressed himself, however, xs desirous 
of making the measure a thorough- 
going, complete banking anz. currency 
bill, and was positive in las thought 
that there should be a central control 
organization—although he eccepted 
the view already develop2d in the 
subcommittee—and that actuel bank- 
ing should be carried on m -districts 
and by local organizations acting more 
or less. independently of ore another. 
He was ready to support the transfer of 
reserves from existing banks-to the new 
organizations and, in general, granted 
his support to the idea o? complete 
transformation of the existiaz Danking 
system. 


Positic Discussion or LEGISLATION 


By this time the fact that a bill was 
seriously under consideratwn inthe 
subcommittee on legislation had be- 
come widely known throushout the 
country among those who were inter- 
ested in securing action from. Congress. 
It became necéssary to censider the 
question whether hearings should be 
given to those who had arguments to 


present and views to express and 
whether it was or was not wise to allow 
the contents of the proposed bill to 
become known. On both these points 
a definite policy was developed as 
follows: , 

1. The question of holding hearings 
had been discussed with President- 
elect Wilson at Princeton at the meet- 
ing already referred to, and he had 
favored the holding of hearings. It 
was now determined to make the 
hearings very inclusive and to send out 
letters to representatives of labor, to 
manufacturers’ associations, to bank- 
ers, to economists and to business men. 

2, It was further determined to 
make public no draft of the proposed 
bill but to mature it slowly and care- 
fully, especially in view of the fact that 
action on it could not be expected until 
after the incoming of the new admin- - 
istration on March 4, 1913. It was, 
however, determined to make known 
to persons who had a legitimate inter- 
est in the pending measure the prin- 
cipal lines of thought on which the 
committee was working. Statements 
on this subject were made from time to 
time to a variety of inquirers, some of 
them bankers, some, business men or 
representatives of their organizations, 
some, legislators. As a result there 
was a crop of bills—some published, 
others never printed but filed with the 
committee—whose authors sought to ° 
put down in writing what they be- 
lieved to be a plan similar to that 
favored by the subcommittee and 
hence presumably likely to become the 
official plan of the administration. 

There was thus a large crop of 
so-called “original bank bills” in Con- 
gress. The Aldrich bill was remodeled 
by advocates for possible use, free of 
many objectionable features, and was 
issued as a revised plan by western stu- 
dents of banking. Other plans were 
developed in the same way and in 
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undry cases the authors of such plans 
‘ontinued to take an interest in the 
natter after the Federal Reserve Act 
yecame public and as it passed from 
itage to stage, eventually correcting 
hem and bringing them up to date as 
he Reserve Act itself was perfected in 
‘he course of its passage through the dif- 
erent legislative processes. Thus there 
was aball times during the year 1913 a 
xonsiderable array of measures whose 
zeneral thought was the same that had 
ilready been developed by the Sub- 
xommittee on Banking and Currency, 
uthough until such time as the Federal 
Reserve Act itself became public the 
serms of the various bills were, of course, 
widely different both from one another 
and from those of the Act itself. . 
During the months of January and 
February, 1913, the Banking and Cur- 
rency subcommittee held many hear- 
ings upon the plan already laid out and 
n entirely new redraft of the Federal 
Reserve Act was made. This redraft 
aad been practically completed at the 
lose ‘of the hearings in February. It 
liffered from the original act chiefly in 
jetail, embodying im one consistent 
statute the various elements of the plan 
which had been submitted to President- 
alect Wilson in the preceding Decem- 
ber. ‘It included provision for the 
transfer of reserves and the issue of 
notes, for the refunding of government 
bonds as well as a provision for govern- 
ment supervision and control of the 
Reserve Banks, although such super- 
vision and control was shared between 
the government itself and the bankers 
of the country. This bill also included 
a provision for the guaranteeing of bank 
deposits, insofar as the assets of the 
member banks would permit, and it 
also contained an elaborate plan for the 
election of directors in Reserve Banks 
with the aid of commercial bodies. 
After the close of the hearings an- 
other redraft was undertaken and was 


completed about the beginning of 
March, 1913. This third main draft 


‘contained principally improvements in 


language and in technique but dis- 
carded the plan of guaranteeing bank 
liabilities and also greatly simplified 
the method of electing directors. 

With the preparation of this plan 
and the expiration of the old Congress 
on March 4, the work of the subcom- 
mittee was completed and the final 
draft was once more submitted to 
President-elect Wilson at Trenton, 
N. J., where he was visited by Mr. 
Glass, and the finished work sub- 
mitted to him. The President-elect 
again gave to the bill in its revised form 
a general preliminary approval. 


WORK OF THE SECRETARY OF THE 
TREASURY 


Little work was done on the Federal 
Reserve Act during the month of 
March, 1913, but at the beginning of 
April, President Wilson entrusted to 
Secretary of the Treasury McAdoo the 
duty of reviewing the measure for the 
purpose of reporting to him on the 
subject. The measure was canvassed 
section by section by the Secretary of 
the Treasury and a variety of minor 
changes were made in it. These 
changes related principally to details of 
language. Two important changes 
were, however, introduced during this 
process. The first was the acceptance 
of the idea that the notes to be issued - 
by the new banks should in some way 
be passed upon or approved or guar- 
anteed by the government, while 
modifications in the plan for the re- 
funding of government bonds were also 
introduced. It was the thought of 
Secretary McAdoo that the original 
funding provision had been unduly 
unfavorable to the government. 

Many of the changes in language 
proposed in the first instance by repre- 
sentatives of the Treasury were after- 
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ward cancelled and the orig.nal lan- 
guage restored when further study of 
the draft had convinced the Treasury 
representatives that the chaages which 
they were at first inclined to introduce 
had not been well warranted. 

One further change of greal impor- 
tance was introduced during this period 
of the bill’s history, although not at 
the instance of the Secretar? of the 
Treasury. This was the provision 
calling for par clearance cf member 
bank obligations. There had been a 
doubt in the minds of tkh2 subcom- 
mittee whether the introduezicn of this 
provision, in addition to the other 
extensive elements of th= measure, 
would be desirable or not, and it was 
eventually determined to zresent the 
matter to Secretary of the Treasury 
McAdoo in order to get his thought on 
the subject. 

The “Money Trust” section of the 
Banking and Currency Committee had 
in the meantime carried om a lengthy 
“probe”? into banking cozditions in 
New York and had report2d that, in 
no small measure, unsatisfactory con- 
ditions there were due to favty clearing 
house organization. It hac, taerefore, 
recommended certain legisdazion de- 
signed to control clearizg houses. 
Secretary McAdoo was of =2e opinion 
that some provision relating to clearing 
and intended to give the clearance 
power to Federal Reserve Benks would 
be desirable as showing that. due atten- 
tion had been paid to the work of the 
“Money Trust” subcommittee. 
accordingly assented in gen2ral terms 
to the plan which was pleced before 
him and which was therefor2 incor- 
porated into the bill. 


Arrempt TO SUBSTITUTE AN ADMIN- 
ISTRATION BILL 


Careful study of the Federal Reserve 


Act as thus drafted, however, led 
Secretary McAdgo to dou>t the wis- 


He 


dom of the measure, and he, therefore, 
proposed and brought to the attention - 
of representative bankers a plan of his , 
own under the terms of which the 
Treasury would have gone, more or 
less extensively, into a banking busi- 
ness, with the various subtreasuries as 
branches. The appearance of this plan, 
fathered by the Secretary of the Treas- 
ury, naturally tended to throwe grave . 
doubts upon the prospects of the Fed- 
eral Reserve Act. About the enc of 
May the whole situation was forcefully 
brought once more before the atten- 
tion of the President for his decision. 

Meantime a separate and independ- 
ent bill had been developed by Senator 
Robert L. Owen of Oklahoma, who nad 
become Chairman of the Banking and ~ 
Currency Committee of the Senate. 
President Wilson thus had before him 
the McAdoo plan, Senator Owen’s 
tentative plan and the draft of the 
Federal Reserve Act-——as well as, of 
course, a multitude of other bills, 
drafts and suggestions which had been 
filed with him by many citizens. Acter 
very considerable attention the Presi- 
dent determined to hold to his original 
decision in favor of the Federal Re- 
serve Act and accordingly announced 
his determination to discard all of the 
other suggestions which were tren 
before him. In so doing, however, he 
found it necessary to consult with the 
so-called Bryan element in the Cabinet 
which had already been generally 
advised of the intended scope of the 
Federal Reserve Act. 

As a result of this consultation two 
further definite changes were made in 
the bill: the notes to be issued. by the 
several banks were now definitely made 
liabilities of the United States, while 
it was determined that the Federal 


Reserve Board should be exclusively 


composed of government appointees 
to be named by the President and con- 
firmed by the Senate. These changes 
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having been agreed upon, the bill was 
introduced into Congress in its existing 
form and thus finally worked out. - 
Shortly afterward a new House bank- 
ing and currency committee was ap- 
pointed with Mr. Glass as chairman. 
The Glass bill—the completed draft of 
the Federal Reserve Act—was promptly 
referred to the Banking and Currency 
Committee as thus organized and the 
actual work upon the measure was be- 
gun. This work was vigorously under- 
taken toward the end of June, 1913. 


CHARACTER OF MEASURE 


It will be observed that the first 
innovation in the terms of the original 
measure had come at the instance of 
Secretary Bryan during late May, 
1913. It is interesting, therefore, to 
know just what the plan was which had 
been completed for introduction into 
Congress. Space unfortunately for- 
bids a detailed description. At that 
time, however, there was prepared for 
the use, and at the request, of the Pres- 
ident, a digest stating the chief content 
and purpose of the bill. This digest, 
heretofore never published, is an 
authentic description of the conclu- 
sions tentatively reached up to that 
time and shows fairly clearly the nature 
of the original measure. It is accord- 
ingly subjoined verbatim: 


MEMORANDUM on SCOPE AND EFFECT 
or H. R.—, To REORGANIZE THE 
Present BANKING AND CURRENCY 
SYSTEM. 


In H. R. prepared for introduction 
by Representative Glass of Virginia it is 
intended to furnish a comprehensive meas- 
ure for the attainment of four objects: 

(1) Provision of a place for rediscounting 
commercial paper of specified types. 

(2) Provision of a basis for elastic note 
issues properly safeguarded. 

(3) Refunding of outstanding 2 per cent 
bonds so as not to inflict loss upon present 
holders. -> 





(4) Provision of machinery for doing 
foreign banking business. ; 
In order to accomplish these purposes 
fully it is necessary to (a) repeal certain 
portions of existing law; (b) rectify various 
conditions in the present national banking 
system which are in some cases only indi- 
rectly connected with the objects sought; 
(c) furnish a new class of institutions for 
the performance of some functions which 
cannot well be entrusted to existing banks, 
or at all events can better be performed by 
others and (d) alter the present reserve 

system to a very material degree. 

The scope of the bill can best be under- 
stood by an analytical review of its con- 
tents, with reference to sections and para- 
graphs. This is herewith subjoined. 


Basis or Present SITUATION 


The present banking situation in the 
United States rests upon the National Bank 
Act proper as slightly modified from time 
to time and upon the so-called Aldrich- 
Vreeland Act (Act of May 30, 1908). Of 
these acts the latter is completely repealed 
(Section 1) on the ground that it has never 
become operative, probably will not be- 
come operative except under extreme stress, 
and was never satisfactory. The National 
Bank Act itself is modified in numerous 
essential particulars which will be pointed 
out from time to time in this memorandum. 
In a separate measure a general revision of 
the administrative provisions of the Na- 
tional Bank Act is also provided. 


New Crass oF Banks 


Fundamental to the idea of the bill is the 
creation of a new class of banks (Section 2), 
to be known as National Reserve Banks. 
The chief points about these banks are as 
follows: 

(1) Number to be twenty with possible 
increase later as provided. (Section 2.) 

(2) Ownership to be in the hands of the 
national banks of the twenty districts in 
which the banks are situated. (Section 2.) 

(3) Capitalization to be 20 per cent of 
the capital of the stockholding banks, one 
half paid in and one half subject to call. 
(Section 2.) 

(4) Business to be as follows: 

(a) Rediscounting of paper presented by 
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stockholding banks and by other banks 
under specified conditions, provided such 
paper grows out of actual agricultural, 
commercial or industrial transactions and 
does not run more than a specified number 
of days. (Section 14.) 

(b) Buying and selling government secu- 
rities, gold and silver bullion and foreign coin, 
foreign exchange. (Sections 16 and 17.) 

(c) Government fiscal operaticns. (Sec- 
tion 21.) 

Issus or Nores 


The bill provides for the maintenance of 
existing bank notes outstanding 30 long as 
their present issuers want to keep them 
out, and also calls for the esteblishment of 
a note issue on a new basis to be put out by 
the National Reserve Banks. Provision 
is, however, made for retiring tLe present 
National Bank notes at the discretion of 
their issuers. This plan ccmprises the 
-following points: 

(1) Every national bank would be 
allowed to continue its note sste exactly 
as at present. (Section 26.) 

(2) It would not, however. b= allowed 
to’ increase the issue beyond ihe point at 
which it stood when the law wes passed. 
(Section 26.) 

(3) No newly organized baak would be 
required to purchase governmert bonds; 
hence no new bank would hzve any note 
issues. (Section 26.) 

(4) Whenever an existing bank retired 
any of its notes and withdrew its bonds tt 
would lose the right to put out further 
issues of notes above the amoznt to which 
its issue was thus reduced. (Section 26.) 

(5) National Reserve Banks would be 
allowed to issue notes secured in the same 
way as their other obligations to aa amount 
equal to twice the par value of their capital 
stock. They would also be allowed to 
issue additional notes if they desired, equal 
to the amount of notes withdrawn by the 
individual banks which might “rom time to 

‘time surrender their note issue privilege in 
part or in whole. (Sections 2€ and 26.) 


Disposat or U. S. Bonts 
Recognizing (a) that the present 2 per 
cent bonds were sold to the tanks on the 


basis of a pledge that they mht continue 
to be used as a hasis for circulation, and 
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that therefore the government is morally : 


bourd to maintain their value in a corre- 
sponding degree; (b) and that it ts desirable 
to r&ire the bonds now held behind bank 
note: and put in their place bands whose 
value is sustained solely by their income- 
paylag power, it is provided that: 

(1. Banks now holding the bonds may 
offer these bonds for redemption or zon- 
version Into 3 per cent bonds at a rate not 
to exceed one tenth of their holdings each 
year. (Section 26.) This would mean that 
a meximum of about $65,000,G00 a year 
coulc theoretically be converted, and the 
evidence is that that sum would be ab- 
sorbed without difficulty by investors each 
year. 

(2) At the end of ten years other holders 
of bonds would be allowed to convert taem 
Into 5 per cents.. (Section 26.) 

(3) As a result of these changes the gov- 
ernment would be obliged to increase its 
interest charge the first year of the new 
arrarmement by an amount not greater 
than one per cent on $65,000,000, or 
$650,300, while the second year a like addi- 
tion "vould be made and so on, until at the 
end ci ten years a possible maximum addi- 
tion cf $7,300,000 in interest charges would 
probebly have been assumed. 


PROTECTION or NOTES 


Fuly admitting the necessity of an 
absohıte protection of note issues, the bill 
seeks to safeguard those for which it pro- 
vides as follows: 

(1) National bank notes are safeguarded 
at evcry point by exactly the same elements 
of protection which exist to-day, none of 
these being diminished in the slightest 
degres. 

(2) Notes issued by National Reserve 
Banks are protected by a large gold reserve, 
by cæœstant close government supervision, 
and Ly immediate and prompt redemption. 
Stringent provisions are made against 
counting any of these notes as a part of 
bank reserves, thus insuring their speedy 
return to the point of origin. (Sections 
30, 3-, etc.) 

(3) All notes are made receivable by the 
government and are to be received by every 
bank in the system on deposit at par, with- 
out exchange. (Section 23.) - 


uw 
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(4) Uniformity in the currency is ob- 
tained by making the National Reserve 
notes identical in appearance and wording 
with the National bank notes. (Section 
23.) 

-(5) Power to oversee and control the 
issue of notes is placed in the hands of a 
supervisory board. (Sections 13, etc.) 


GOVERNMENT CONTROL 


Overseeing the whole system is created 
through a so-called Federal Reserve Board, 
(Section 18) with the following organization 
and functions: 

(1) Board to consist of representatives of 
(a) National Reserve Banks (b) bank 
stockholders (c) the government itself. 
(Section 10.) 

(2) Actual working body to be an exe- 
cutive committee of this Board consisting 
of Secretary of the Treasury, Comptroller 
of the Currency, and Attorney-General, 
with four members of the Federal Reserve 
Board chosen by the latter. (Section 11.) 

(3) Board and Executive Committee, as 
thus made up, to have power to deposit 
Government funds in National Reserve 
Banks, to fix rates of rediscount in such 
banks, to compel any National Reserve 
Bank to rediscount the paper of any other, 
and to examine the banks of the system. 
(Section 13.) 


STRUCTURE OF SYSTEM 


The effort has been’made to “popular- 
ize” the control of the whole system of 
banking thus built up while at the same 
time preserving a sufficient amount of 
centralization, controlled by governmental 
agency, to insure that the whole system 
shall be responsive to legitimate public 
demands. The bill is based on the belief 
that no one should participate in the control 
of the system unless he is either financially 


interested himself or chosen by those who. 


are, save insofar as the government steps 
in to exert the authority of the whole com- 
munity. With this in mind the system 
has been developed as follows: ` 

(1) Organization, powers and functions 
of national banks are left as at present. 

(2) National Reserve Banks are incor- 
porated institutions holding Federal char- 
ters and in all respects managed like na- 


tional banks except as to the election of 
directors which is provided for as follows: 

(a) Banks in every district are divided 
into five classes according to capitalization. 
In each class the directors of the banks 
nominate a candidate for the directorship 
of the Reserve Bank. These are then 
voted on (one bank one vote) and a director 
is chosen for each of the five classes—five 
in all. (Section 4.) 

(b) In the five classes aforesaid bank 
stockholders vote for and elect a director 
for each class by a process prescribed in 
each case making five in all, or with the 
preceding five, ten. (Section 4.) 

(c) The ten men thus named select four 
others after a prescribed process, eight 
votes required to elect, and the nominees 
subject to rejection by the Federal Reserve 
Board. (Section 4.) 

(d) A fifteenth member, to be Chairman 
of the Board of Directors is chosen by the 
Federal Reserve Board itself. (Section 4.) 

(3) The Federal Reserve Board consists 
of two members from each district and the 
three government officials already specified. 
(Section 10.) It is not an incorporated 
bady, has no banking functions but is 
supervisory. 

(a) One member of the Federal Reserve 
Board in each district is chosen directly by 
the directors of the National Reserve Bank 
of the district. (Section 10.) 

(b) A second member of the Board from 
each district is chosen by the bank stock- 
holders of the district, voting by a pre- 
scribed method. (Section 10.) 

(c) These members of the two classes 
referred to choose by ballot four of their 
own number to join with the government 
officers already mentioned as the Executive 
Committee of the Board. These four are 
designated by the Secretary of the Treas- 
ury to hold the offices of President, first 
and second Vice-Presidents and Secretary 
of the Federal Reserve Board. (Section 
11.) 


RESERVES 


In the belief that the present reserve 
system is antiquated and unsatisfactory, 
that the massing of funds in New York and 
other financial centers of which so much has 
been said in recent years, is largely due to 
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. the present reserve requirements of na- 
tional banks, and that in order to get the 
real benefit from the system cf rediscount 
which has been proposed as a remedy for 
many existing evils, it is necessary to base 
such system upon an actual centrol of 
reserves, provision has beer made for 
recasting the present bank reserve system.! 
The plan includes: 

(1) Transfer of reserves frm existing 
national banks in reserve anc central re- 
serve cities, to National Reserve Banks. 
(Section 27.) 

(2) Spreading cut of this process of trans- 
fer over a period of fourteen, months in 
order to give as little shock ar pcssible to 
market conditions. (Section 27.) 

(3) Ultimately the establishment of a 
Reserve System, at the end of the transi- 
tion period in which so-called country 
banks will have 15 per cent of reserve (2. e. 
15 per cent of total demand liat dities) such 
15 per cent to be held, 5 per cert m the 
bank’s vaults, 5 per cent with tre National 
Reserve Banks and & per cert either at 
home or with the Reserve Ean; while 
reserve and central reserve city benks will 
have reserves of 20 per cent of demand 
liabilities. of which 5 per cent will be at 
home, 5 per cent with the Reserve Bank of 
the district and 10 per cent either at home 
or with the Reserve Bank. (ection 27.) 

(4) The presumed effect of ths plan will 
be to end the placing of reserves with 
central reserve city banks for use in stock 
market operations, to keep rzserves in 
some measure at home, and to require 
speculators to get the funds they need in 
their operations either by directly borrow- 
ing them from persons who holi them and 
want to lend the cash for that purpose, or 
else by borrowing from the benks in the 
places where the operations are tc be car- 
ried on. 

Drvision or Business 


The object of the bill is to efect a mod- 
erate division and classification of banking 


business along indicated lines. the net- 


result, presumably, being summed up as 


follows: l 
(1) National Reserve Banks will be 
strictly limited to actual commercial and 


1 Including collections and clearances. 
eo 
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indus-rial transactions evidenced by very ” 


short term paper and on rare occasions 


under carefully prescribed conditions to | 


financial operations protected by collateral. 
They will also be able to engage in foreign 
exchange operations, sales of government 
securizies, etc., as already explained. 

(2) National banks will be subjected to 
preciszly the same restrictions as at pres- 
ent with a relaxation in favor of a moderate 


amourt of real estate loans by country 


banks under carefully guarded conditians. 
(Section 39.) 

(8) By a revision of the administrative 
featur2s of the National Banking Act, 
provis on will be made for close oversight 
of National institutions with a view to 
holding them strictly up to the require- 
ments of a legitimate banking business. 
(Text of bill still to be submitted.) 

(4) In order to possess themselves of the 
kind o” paper entitling them to rediscourts, 
national banks will find themselves obliged 
to keep a reasonable proportion of tbeir 
assets in the form of paper eligible for 
redisccunting, and this will mean very con- 
siderable emphasis upon the strictly com- 
mercial aspects of the business done by 
national institutions. . 


POSITION or STATE BANKS 


It has not been thought wise to permit 
State banks to own stock in the National 
Reserve Banks for two reasons: 

(1) State banks by the terms of their 
organisation are differently managed and 
controled from national. 

(2) ‘The laws of the United States differ 
with respect to liabilities, the collection of 
debts, and other matters. 

Henze the bill has attempted only to 
provid: for giving these banks equal facil- 
ities fcr doing business by establishing the 
following conditions: 

(1) State banks may affiliate themselves 
with National Reserve Banks by maintain- 
ing th: same deposits with the National 
Reserve Banks that are kept by national 
banks under the proposed act. (Section 
29.) 

(2) State banks shall in these circum- 
stances be entitled to do business with and 
get recliscounts from National Reserve 
Banks. (Section 29.) 


k3 
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(3) State banks shall be subject to ìn- 
‘spection and examination by National 
Reserve Banks. (Section 29.) 


RELATIONS WITH TREASURY 


It is believed that the present sub- 
treasury system is unsatisfactory, clumsy, 
injurious to business and difficult to man- 
age in times of stress. The bill therefore 
provides for: 

(1) The placing of all current funds of 
the Treasury in National Reserve Banks 
and the payment of government. creditors 
by check thereon. (Section 21.) 

(2) The equalization of the public funds 
between the different reserve banks subject 
to a rate of interest to be fixed by the 
Federal Reserve Board. (Section 13.) 

(3) The trust funds of the Treasury are 
to be held as at present in the vaults of the 
Treasury. 

Forrien BANKS 

Recognizing that present banking legis- 
lation under the national system is inade- 
quate in its relation to foreign trade, 
because it furnishes far too little recogni- 
tion of the necessities of the case, and 
believing that the development of foreign 
banking ought to be aided and promoted 
and at the same time regulated by the 
national government, it has been sought in 
drafting the bill to provide: 

(1) A new type of institutions created 
for foreign trade purposes and organized: by 
individuals or existing national banks or 
both. (Section 41.) 

(2) Permission to establish branches in 
foreign countries and whenever necessary 
under specified conditions to establish such 
additional branches in the United States 
as may seem requisite. 

(8) Authority on the part of the Na- 
tional Reserve Banks to deal in foreign 
exchange and otherwise to facilitate oper- 
ations involving international trade. (See- 
tion 18 and Section 19.) 

(4) Permission to national banks to do 
an acceptance business in all matters 
relating to foreign trade, the importation 
and exportation of goods, the furnishing of 
travellers’ funds on letters of credit, etc. 

(5) The more efficient and successful 
handling of financial relations between the 
United States and foreign countries through 


the placing of Treasury funds in the hands 
of National Reserve Banks. 


COMMITTEE SUSTAINS BILL 


The work of the Banking and Cur- 
rency Committee covered a period of 
several weeks and was largely devoted 
to the improvement of details in the 
pending bill. A list of these changes 
would not be of special interest, even 
were it possible in a brief treatment of 
the history of the Federal Reserve Act. 
It is enough to say that the Commit- 
tee speedily developed a difference of 
opinion with respect to the measure, a 
Substantial section of it desiring to 
broaden the bill in the direction of 
action which would give to agricultural 
interests a larger borrowing power. 
Accordingly, the maturity of paper 
based upon farming operations was 
increased to 180 days although all 
other paper was prohibited from dis- 
count for a period of-over 90 days. 
Some other concessions were made to 
so-called farming interests. Public . 
control over the Reserve Banks was 
strengthened and a provision creating 
a so-called Federal Advisory Council, 
a body of bankers drawn from the 
various districts and directed to meet 
at intervals for consultation with the 
Federal Reserve Board, was estab- 
lished. 

Outside these and a relatively small 
number of other amendments the 
changes in the Banking and Currency 
Committee of the House of Representa- 
tives amounted to little more than 
textual change effected for the purpose 
of improving or clarifying the language 
employed. When the bill, on Septem- 
ber 9, was ready for introduction in 
the House of Representatives, with a 
committee report, but little alteration 
in it had been made in any essential 
particular. First, however, it was 
necessary that the bill should pass 
through the House of Representatives 
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caucus of the Democratic party. Al- 
though severely attacked in tie delib- 
erations of this body, whica were held 
behind closed doors, no materiel change 
was introduced and the bill accordingly 
went to the House on September 18. 
After a short debate, it was finally 
adopted and sent to the Senate in a 
form not very different from that 
already given to 1t by the Committee. 


. Senate Hostiniry 


In the Senate the Federal Reserve 
Bill, for as such it was now coming to 
be known, encountered much more 
serious opposition than it had been 
obliged to meet and overceme in the 
lower chamber. The Banking and 
Currency Committee as thet organized 
was not friendly to it. The Chairman 
of that Committee, Sena-or R. L. 
Owen, had prepared a bill of ais own 
which had not succeeded in making 
headway. Its place was taser by the 
Federal Reserve bill whica ae had 
finally consented to introduce as drafted 
in the House. 

In the Banking and Curr2ncy Com- 
mittee at least two Democratic groups, 
neither of them friendly to the meas- 
ure, were formed, while amoag Repub- 
licans practically two other groups 
existed, one inclined to favor the bill, 
the other, to oppose or remcde_it. In 
hearings before the Senate Committee, 
lengthy opportunity was given to the 
advocates of a central bank to present 
argument. Eventually the discussion, 
although taking a wide range, settled 
down about the question as to whether 
there should be fewer or a larger 
number of Reserve Banks whether 
the Reserve Banks themselres should 
have full power over reserve; and col- 
lections, and whether the ty ve of note 
issue which had been favored in the 
House bill should be retained. It was 
with great difficulty and, probably, 
only as a result of the strongest pres- 
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sure on the part of the Administration 


that it proved possible to obtain a | 


favorable report to bring the bill before 
the Senate for debate and eventually 
to pass it. -> 

Aralysis of the Senate debate would 
be out of the question in any brief 
space and may therefore be passed over 
with the remark that, although the 
discussion resulted in changes in the 
Federal Reserve bill, which, “when 
combined with those already made by 
the ‘Senate - Banking and Currency 
Comraittee, produced a measure very 
differənt from that adopted by the 
Hous, nearly all of the changes made 
by the Senate, as will presently be 
seen, were ultimately surrendered in 
Conference Committee, the bill bemg 
thus shifted back in substance to the 
original House form. During the Con- 
ference Committee sessions, it is 
worthy of remark, one important 
innovation was introduced; a substi- 
tute section relating to the refunding 
of government 2 per cent bonds was 
transmitted to the Committee by 
Secretary McAdoo and adopted prac- 
tically as it stood in lieu of the pro- 
visions which had been made on that 
subject by the two houses. 


CHANGES BY THE SENATE 


It s now worth while to sketch 
briefly and succinctly the changes 
made by the Senate in the House draft 
of the Federal Reserve Act insofar as 
they were ultimately retained in the 
final law. The work thus done may 
be surveyed as follows:* 

Turamg first to the alterations in 
the House bill that secured acceptance, 
the p:incipal features may be enu- 
merated as follows: 

(1) Imtroduction of provision for sale of 


stock <n Federal Reserve Banks to the 
public :n the event that not enough bans 


2 Fron article by the author in American 
Econom Review, March 1914, 


_ 
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subscribe for the stock to furnish an ade- 
~~quate capital in any given district. 

(2) Provision for alternative voting m 
the choice of directors of Federal Reserve 
Banks so as to insure prompt election. 

(3) Reduction of number of Federal 
Reserve Banks to not more than 12, as 
against the “at least 12” of the House bill. 


(4) Elimination of requirement that all- 


national banks recharter. 

(5> Broadening of powers of Federal 
Reserve Board and modification of lan- 
guage relating to rediscounts between Fed- 
eral Reserve Banks, so as to render such 
rediscounts easier than was intended by the 
House bill. 

(6) Provision that the Secretary of the 
Treasury might,.not must, deposit public 
funds in reserve banks. 

(7) Reduction of reserve requirements 
placed upon member banks under House 
bill. 

On the other hand, the following 
important points were yielded by the 
Senate in the conference: 


(1) Omission of provision that holders 
of stock sold to private individuals (if any) 
should have voting power in directorates of 
Federal Reserve Banks and elsewhere. 

(2) Elimination of guaranty of bank 
deposits, by use of surplus earnings. 

(8) Elimination of provision that Fed- 
eral Reserve Bank notes might be counted 
in reserves of stockholding banks. 

(4) Restoration of provision that many 
classes of checks should be collected at par 
throughout the country, and that where 
such par collection was not enforced, the 
charge for making collection should be 
fixed by the Federal Reserve Board. 

(5) Elimination of domestic acceptances, 
thereby excluding them from use by stock- 
holding banks and from rediscount by 
Federal Reserve Banks. 

(6) Modification of reserve require- 
ments as formulated by the Senate so as 
to require actual cash reserves in the vaults 
_ of country banks (the Senate having 
entirely dispensed with such reserves after 
twenty-four months after date of thé pas- 
sage of the Act} and general stiffening of 
reserve requirements made by the Senate, 
although the final language still .con- 


stituted a reduction below the House 
provision. 

(7) Reduction of period of maturity for 
which discountable paper might run from 
180 days to 90 days. 


While various other points of modi- 
fication and concession on either side 
might, of course, be enumerated, it is 
believed that the foregoing presenta- 
tion is representative and shows suf- 
ficiently well the nature of the con- 


ference work and the character of the 


points conceded on either side. As- 
suming that such a fair or representa- 
tive selection has been made, it is 
evident that the work of the confer- 
ence resulted in the establishment of 
the House contentions at nearly every 
essential point, the exceptions to such 
a remark bemg found in two main 
particulars: (1) the reduction in the 
number of Reserve Banks and their 
limitation to not more than twelve at 
any time, and (2) the provision that 
public deposits, might or might not 
be made in the Reserve Banks at the 
discretion of the Secretary of the 
Treasury. 

While other points were significant 
and important in their way, it can 
certainly be fairly concluded that on 
those matters involving important 
issues of theory the House virtually 
held its own in most respects. In fact, 
it is an accurate generalization that the 
final bill as completed in conference 
committee and as passed by both 
Houses was a closer approach to the 
original House draft of the measure 
than anything that had intervened 
during the time the bill was gomg 
through the various permutations to 
which it was subjected in its slow prog- 
ress from one stage to another of the 
legislative process. l 

At one other point there was marked 
and vital departure from the original 
House measure—the provision with 
reference to the refunding of United 
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States 2 per cent bonds and the treat- 
ment of the currency based apon such 
bonds. On this subject the final 
action of the conference was nearly 
equivalent to the acceptance of a plan 
formulated by the Administration and 
designed to take the place of al of the 
various other schemes that had been 
recommended from different sources in 
either House. The action a3 to bonds 
-was, therefore, not a coneession by 
either side but was a virtual surrender 
by both and an acceptance a= the con- 
clusions of the Treasury Depaztment. 
Barring the two matters already men- 
tioned, the House measure wes changed 
in no respect that affected its essential 
working; nor could it be said zhat even 
in these particulars it had recessarily 
been subjected to modificat on. since, 
in both, the action contemzlated by 
the provisions ultimately adopted -was 
vermissive, rather than compulsory. 


THE INSPIRATION OF THE E1run 


As to the idea by which the Federal 
Reserve Act was dominated or upon 
which it was molded, or as sxm2 have 
termed it the inspiration of tke bill, 
there has been much unnecessary con- 
troversy. The measure as originally 
made ready for introduction was the 
cutgrowth of the long years of discus- 
sion of the banking and curreazy prob- 
lem through which the couatry had 
passed from 1893 onward. The notion 
of a district reserve system was directly 
and confessedly drawn from the experi- 
ence of the banks of the courtry with 
local clearing house orgarmations. 
‘Other features were the careful result 
o? foreign experience. While the bill 
was thus made up of ideas drawn from 
all available sources so far 25 these 
were known to the committee cf the 
House of Representatives, it vas pre- 
pared as the result of individual study 
and without the acceptance of ovtside 
bills, suggestions or models. I. was, in 
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short honest in its inception, professing. 
to be with all of its various defects sim- - 


ply vhat it actually was—a measure 
prepared on the basis of American 
exper-ence, enlightened and adapted 
by th use of such lessons as could be 
drawr. from European banking prac- 
tice. 
forme? occasion: 


The Federal Reserve Act is the product 
of a lergthy course of development and has 
grown gradually out of the discussion and 


analysa of the past twenty years. It is’ 


not drawn, even largely, from any single 
source, but is the product of comparison, 


selecticn, and refinement upon the various _ 


materizls, ideas and data, rendered avail- 
able throughout a long course of study and 
agitation. Many bills embodying the 
same general line of thought that now finds 
express.on in the new act have been offered 
in Corgress; some have been suggested 
outside that body. 
concept of all—that of uniting the banks 
of the country into organized groups—is 
found in the clearing house organizations, 
which time of stress have pooled their 
resources and converted bank assets into 
the eqaivalent of reserve money. The 
bills prepared by or under the direction of 
the Hororable Isidor Straus, the Honorable 
J. H. Walker, the Honorable Charles A. 
Fowler, and the Honorable Maurice L. 
Muhleman have supplied at least the basis 
for mamy of the detailed analyses and 


methode of treatment that are found in the ` 


Federal Reserve Act. Earlier than any of 
these, vas the bill recommended by the 
Indianapolis Monetary Commission, which 
did not provide for coUperative unions of 
banks, kut upon which the framers of the 
present «ct have evidently drawn for some 
of their ideas. 

The lacest bill in the long series which was 


available for study to the framers of the 


Federal Reserve Act, was that prepared for 
the Natzonal Monetary Commission and 
called in popular language the “Aldrich 
bil.” Ey many the new law is regarded as 
a partial copy of, or plagiarism from, the 
Aldrich tll; and that view has been widely 


3 American Economic Review, loc. cit. 


As the writer has said on a7 


The most fundamental ` 


en een 
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expressed both in and out of Congress. 
That such was not the opinion of Mr. 
Aldrich himself, his scathing and bitter 
denunciation of the House bill seems to bear 
abundant witness.4 It might be enough 
for purposes of argument simply to appeal 
on this point from the critics of the measure 
to Mr. Aldrich himself but that would 
hardly answer the purpose of historical 
analysis. 

The Aldrich bill may be considered from 
two standpoints, (1) that of its theory and 
broad general plan on the one hand, and 
(2) that of its machinery and technique of 
construction on the other. From the first 
standpoint, there is no shadow of relation- 
ship or similarity between the Federal 
Reserve Act and the Aldrich bill. From 
the second, there is at many points a close 
resemblance. The Aldrich bill provided 
for a single central “‘reserve association” 
with scanty public oversight, with control 
vested practically wholly in the banks, and 
with the preponderance of power in the 
larger institutions which owned stock. It 
so arranged things as to keep this “reserve 
association ” relatively inactive except upon 
special occasions of panic or disturbance. 


It made no direct provision for the shifting 
of reserves in part from existing banks to 
the proposéd association, but it relied upon 
inflation due to’ the placing of bank notes 
issued by the central association in the 
reserves of the stockholding banks for pro- 
tection in time of danger. The new act 
provides for twelve reserve banks, intro- 
duces the principle of local control, calls 
for strict ‘government oversight, shifts 
reserves from present correspondent banks 
to the new institutions, minimizes the 
influence of the larger banks in directorates, 
and generally diffuses control instead of 
centralizing it. It leaves banking, as such, 
to be practiced by bankers; it vests the 
control of banking in the hands of govern- 
ment officers. The theory and purpose of 
the new act are widely different from those 
of the Aldrich bill. Where the Aldrich 
proposal veers widely away from the 
tendencies that have been developed during 
the preceding ten years of American bank- 
ing discussion, the Federal Reserve Act 
closely follows them. Indeed, the Act of 
1913 is closer to any one of half a dozen 
bills of former years than to the Aldrich 
proposal. i 


The .Aldrich-Vreeland Emergency Currency 


By Homer Josera Doper 
Editor, The Federal Trade Information Service! 


T\HE origins of everything in the 

world, from man. himself to slang 
words and phrases, from vast and per- 
‘ect mechanisms to manners and 
customs, or great eras and economic 
xycles, always have held a special 
‘ascination. And there has always 
yeen someone, whether it be Darwin 
>r the Encyclopaedia Brittanica, to 
erret out each firstling. 

To point to the circumstances of 
he origin of the American currency 
nflation, the progress of which dur- 
ng the last seven years has had so 
»yrofound an effect upon every branch 


4 Proceedings of American Academy of Polit- 
cal and Social Science, October, 1913. 


5 


of our national activity, is not a diffi- 
cult task. Although inflation of such 
tremendous proportions previously had 
been unheard of, the stage was espe- 
cially set in preparation for that event. 
As a preliminary to the more serious 
later currency inflation, the United 
States had mnocently provided itself 
with a lively springboard from which 
to leap. 


THe FORERUNNER OF INFLATION 


That springboard was the Aldrich- 
Vreeland Act which provided a sudden 
1J am indebted to the office of the Comptrol- 


ler of the Currency for the statistics of the 
Aldrich-Vreeland note issues. 


50 Tue ANWALS OF THE AMERICAN ACADEMY 


means ior issuing hundreds of millions 
of dollars in emergency currency. 
To be sure, it was designed merely to 
meet temporary needs for additional 
currency in periods of fina=cial stress. 


War DEMAND ror Monty 
In times of stress of almost any } 
kind, money is the first support on : 
which mankind leans. Availability | 
of ample supplies of money goes far | 


It was intended that ths currency 
should never remain long cutstand- 
ing, but should merely supply the 
nation with a currency mec:um during 
the brief period required tc restore 
confidence following a market up- 
heaval or similar economic ~iszurbance 
of known dimensions and =xperienced 
intensity. An aggregate o? $500,000,- 
000 was provided for this purpose. 
That a need should develop -n this gen- 
eration for greater sums was undreamt. 

The panic of 1907 had been a 
severe lesson to the American bank- 
ing fraternity and to the zation as a 
whole. At that time cleerirg house 
certificates had been issted to the 
extent of $255,536,300—a great sum 
then—and Congress, inteat on pro- 
viding a preventive against a similar 
embarrassment, had passei the Al- 
drich-Vreeland Currency Act, which 
was approved May 30, 1938. It was 
regarded as an emergency implement 
to be supplanted by more 3o.id legis- 
lation and, therefore, was tə expire 
by limitation, June 30, _314. The 
permanent legislation was provided, 
for on December 23, 1913, the Federal 
Reserve Act was approved. The 
Federal Reserve Banks were not 


opened, however, until Ncrember 16,- 


1914, so when the European War 
broke out the permanent system was 
not ready for operation. . 

The War was the call-beall for the 
beginning of the performanzs of world- 
wide inflation. The Americam vehicle 
of participation was not ready, so 
Congress brought back, as a curtain- 
raiser, the Aldrich-Vreelenc Emer- 
gency Currency Act. JE extended 
the life of the act from Jure 30, 1914, 
to June 30, 1915. l 


~ 


toward alleviating almost any dis- 
tress. The War had not yet had an 
opportunity to bring home the lesson 
that in an economic sense, goods and 
services, and not money, are the king < 
pins. With the Stock Exchange clos- 
ing, and banks and business houses and 
individuals throughout the country in 


-a state of bewilderment over the 


meaning of the War, everyone wanted 
money quickly. 

Europe instantly began unloading 
her railroad and industrial securities 
in this market. Belligerent govern- 
ments began awarding contracts for 
war supplies. Prices began to rise, 
and a thousand new demands for 
money sprang up. This demand, 
coupled with a caution on the part of 
the banks, arising from the native 
timidity of capital in the presence of 
great material forces, doubtless would 
have caused serious embarrassment 
had.it not been for the availability of 
the Aldrich-Vreeland emergency cur- 
rency. 

A curious fact attendant upon the 
issuance of this money bears upon the 
political aspect of the event. The 
Federal Reserve Act had been widely 
press-agented to the country as a 
great achievement of the Democratic 
Congress. It was a Wilson bill, one 
of the heralded Democratic reforms. 
Now the Aldrich-Vreeland Act, as its 
very name signifies, was the creation 
of an old-fashioned Republican” Con- 
gress. It was popularly known that 
the Federal Reserve Act had been 
approved; that its machinery was in 
process of erection. The Aldrich- 
Vreeland Act was forgotten. Where- 
fore, when, in response to the demand 
of the hour, af emergency currency 
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appeared, it was popularly received 
as the issue of the new Federal Re- 
‘serve System. It is not a matter of 
large importance, but rather a curi- 
osity of financial history, that to this 
day many business men are under the 
impression that the emergency cur- 
rency with which they did business in 
the first few months of the War was 
Federal Reserve currency. 

At*the beginning of the crucial 
period following the declaration of 
war in Europe, the general stock of 
currency in the United States 
amounted to $3,735,579,397, of which 
$368,210,467 was held in the Treas- 
ury as assets of the government, 
leaving the amount in circulation at 
$3,367,368,930. Of the general stock, 


there was in gold, $1,887,2'70,664; 


silver, $748,287,696; United States 
notes, $349,114,016; and national bank 
notes, $750,907,021. 

On August 1, 1914, the stock of 
incomplete currency in the custody 
of the Comptroller of the Currency 
and available for issue on the security 
of United States bonds and other 
securities, was $524,864,470. The 
aggregate amount of government bonds 
on deposit to secure circulation, to- 
gether with the amount of such 
bonds outstanding and acceptable 
for that purpose, aggregated $913,317,- 
500, of which the national banks had 
on deposit to secure circulation, $740,- 
796,910, to secure United States de- 
posits, $23,047,950, and on hand 
unpledged, $11,950,300. Hence, only 
about $137,500,000 of the class of 
United States bonds acceptable as 
security for circulation were not owned 
by national banks. This amount, 
plus $11,955,300, owned but unpledged, 
or in round amount, $149,500,000, 
was the measure of the possible 
increase of national bank circulation 
on the security of United States 
bonds. 


On August 1, 1914, the outstand- 
ing national bank circulation amounted 
to $750,907,020, of which $735,222,- 
801 was secured by United States | 
bonds, and the remainder, $15,684,- 
220, by law-ul money deposited by 
banks in liquidation and by those 
that were retiring their circulation. 
On September 12, 1914, the date of 
the first report from national banks 
following the beginning of the Euro- 
pean War, tke reporting banks had on 
deposit with the Treasurer of the 
United States as security for circu- 
lation, United States bonds to the 
amount of $'736,685,850. On that 
date the volume of circulation issu- 
able under the Act of 1908, that 
is, 125 per cent of the combined 
capital and surplus of the banks, 
amounting to $2,230,588,239, less 
the amount of currency issued on 
United States bonds, was $1,493,- 
902,390. As a matter of fact, the 
authorized issues of currency under 
that Act, from the date of the 
first issue on August 4, 1914, to 
the date of the last issue on Febru- 
ary 13, 1915, were but $386,444,- 
215, or less than one-fourth of the 
maximum issuable. The amount au- 
thorized inchuded $910,500 secured by 
state and municipal bonds deposited 
with the Treasurer of the United 
States in crust by eight national 
banks, all other issues being based 
upon securities deposited with na- 
tional currency associations. 

During the period of activity of 
issues of cizculation under authority 
of the Act of 1908, the volume of 
United Stazes bond-secured circula- 
tion was practically unchanged. ‘The 
aggregate amount of outstanding na- 
tional-bank circulation reached the 
maximum, during the period in which 
emergency 2irculation was issued, in 
the middle af November, 1914, namely, 
$1,126,039, 600. 
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PROVISIONS FOR RETIREMENT OF 
ALDRICH-VPEELAND CURRENCY 


The law authorized the deposit of 
‘ lawful money or national tawk notes 
for the retirement of this additional 
or emergency currency. Sy reason 
of general conditions and vàe lack of 
demand for funds, depos.:s for re- 
tirement of the additional circulation 
began to be made as eacly as the 
middle of October, and by = anuary 2, 
1915, aggregated $238,698,460, or over 
60 per cent of the total circulation 
authorized to be issued. Within 
nine months, that is, by May Z, 1915, 
$380,039,030 of the author sec $386,- 
444,215 of this eurrency had been 
retired, and prior to June 30, 1915, 
the entire amount issued hed been 
retired except the sum of $290,000, 
the amount issued to a nat onzl bank 
that failed and was placed in charge 
of a receiver. 

In addition to the securities de- 
posited, the law provided the: “the 
banks and the assets of all banks 
belonging to the association (rational 
‘ currency), shall be jointly anc sever- 
ally -liable to the United =taies for 
the retirement of such zdditional 
circulation.” ` - 

The value of the securities de- 
posited with the currency associations, 
that is, the market value of the state 
and miscellaneous bonds ari the 
face value of the> commercial paper 
and warehouse receipts, incuding ex- 
changes, was, roundly stated, $907,- 
380,000 of which $651,14€,00@ was 
‘nm commercial paper. The net value 
of the securities, that is, the gross 
amount deposited less exchanges, ex- 
eeeded the value of circulat.on issued 
by more than 30 per cent. 

Under the provisions of la> and 
the rulings of the Treasury Depart- 
ment, securities deposited were zlassi- 
tied as follows: 7 

l. State, municipal, anc ounty 
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bonds were accepted at 85 per cent of 
the market value. 

2. Miscellaneous securities, includ- 
ing industrial bonds, and other securi- 
ties, mainly city and town notes and 
warrants, were accepted at 75 per 
cent of the market value. 

3. Commercial paper was accepted 
at 75 per cent of the face value, 
and-— í 

4, Notes secured by warehouse re- 
ceipts for cotton, tobacco, and naval 
stores at 75 per cent of the face 
value. 

The ‘additional circulation author- 
ized and secured by commercial paper 
represented 5714 per cent of the 
total amount authorized; by mis- 
cellaneous securities, 28 per cent; by 
state, county and municipal bonds, 
14 per cent; and by notes secured by 
warehouse receipts, one-half of one per 
cent. 


Acriviry oF NATIONAL CuRRENCY 
ASSOCIATIONS 


While there were between 7,500 
and 7,600 national banks in active 
operation during the period in ques- 
tion and 45 national currency as- 
sociations organized, the membership 
of these associations was but 2,197, 
and of that number only 1,363 took 
out additional circulation. None of 
the banks in four currency associa- 
tions, namely, Vermont, Rhode Island, 
northern New York, and central New 
York, applied for circulation. All the 
states of the Union were included in 
one or more of the currency associa- 
tions excepting Maine and Wyoming. 
None of the national banks in nine 
states, namely, Maine, Vermont, Rhode 
Island, Delaware, South Dakota, Mon- 
tana, Wyoming, Idaho and Nevada, ap- 
plied for additional circulation. ` 

Eighty per cent, or $309,308,210 of 
the authorized issue of $386,444,215, 
was for banks in the reserve city 
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associations. The amount authorized 
for banks in the National Currency 
Association of the city of New York 
was $144,975,960; Boston, $24,944,- 
500; Chicago, $27,070,000; Philadel- 
phia, $14,883,750; Minneapolis and 
St. Paul, $12,798,500; Dallas, $11,- 
337,950; Pittsburgh, $10,978,000; St. 
Louis, $10,836,500; Cincinnati, $9,592,- 
500; and San Francisco, $8,634,500. 

The tax collected on this addi- 
tional circulation from August, 1914, 
to June 30, 1915, was $2,977,066.73. 

With the deposit of the requisite 
amount of lawful money to provide 
for the retirement of circulation issued 
under authority of the Act of May 30, 
1908,.and the release of the securing 
collateral, the duties of the national 
currency associations practically ter- 
minated, although the associations 
were held to be in existence until the 
date of the expiration of the act 
providing for their formation. The 
organization of the first national cur- 
rency association, that of Washington, 
D.C., was approved July 18, 1908, and 
the last, the State of Vermont, Decem- 
ber 16, 1914. 

There were forty-five national cur- 
rency associations organized with a 
membership of 2,197 banks, or 29.15 per 
cent of the total banks (7,538) that re- 
ported on the call of September 12, 
1914. During the month of August, 
1914, 30 associations made their first 
application for additional circulation, 
6 in September, 4 in October; 1 did 
not report the date of its first appli- 
cation, and 4 associations made_no 
application. 

Forty-one associations approved for 
issue $385,553,905 to 1,366 member 
banks. The first approval was made 
on August 3, 1914, and the last on 
February 5, 1915. The first appli- 
cation for the retirement of circula- 
tion was approved September 23, 
1914. By July 1, 1915; all of the 


banks to which currency was issued, 
with the exception of the First Na- 
tional Bank of Uniontown, Pa., which, 
upon becoming insolvent, was placed 
in charge of a receiver, had made the 
necessary deposit to retire their addi- 
tional circula‘ion. 

The securities pledged with the as- 
sociations aggregated $585,864,391.94, 
classified as follows: commercial paper, 
face value, $359,535,317.27, or 61.37 
per cent of the total securities de- 
posited; industrial bonds, par value, 
$116,069,173.36, or 19.81 per cent; 
state, municipal and county bonds, 
par value, $70,010,846.34, or 11.97 
per cent; railway bonds, par value, 
$31,333,800, or 5.37 per cent; other 
securities, face value, $4;690,366.86, 
or 0.80 per cent, and warehouse re- 
ceipts secured by cotton, tobacco, 
and naval stores, face value, $4,224,- 
888.11, or 0.72 per cent. The ex- 
penses of 41 currency associations, 
the members of which issued circula- 
tion, are reported at approximately 
$125,000. Two non-issuing associa- 
tions reported combined expenses, 
$44.57. The other two non-issuing 
associations apparently ‘incurred no 
expense. 


DECLINE or EMERGENCY CURRENCY 
AND IncrEASE IN RESERVE NOTES 


The Federal Reserve Banks had 
opened in the midst of this process, on 
November 16, 1914. Their machinery 
was unfamiliar and therefore there 
was no immediate substitution of the 


new currency for the Aldrich-Vreeland 


notes. Retirement of the Aldrich- 
Vreeland currency, however, set in 
early. Indeed, the date on which the 


‘greatest vclume actually was out- 


standing was prior to the opening of 
the banks—October 24, 1914. This 
was due to retirement on the part of 
banks which had taken care of their 
emergency requirements and were 
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getting in shape to carry their own 
load. That the banking community 
had not abandoned the emergency 
currency in favor of tie Federal 
Reserve currency is indicatec by the 
fact that applications for the emer- 
gency currency continued to come in 
and the date on which the maximum 
approvals took place was rot reached 
until February 13,1915. By this time 
retirements of this currency had 
brought the amount outstascdiag down 
to $45,377,141. The period in which 
the greatest volume was retired was 
the week ending December 12, 1914, 
and the amount, $45,144,'79.. 

There was no full replazement by 
` Federal Reserve notes of the Aldrich- 
Vreeland notes. By January 1, 1915, 
a total of $238,698,4838 of the Aldrich- 
Vreeland notes had been rez.red while 
only $16,530,000 in Feders. Reserve 
notes were in circulation. Qn April 1, 
1915, $372,928,594 of the =m2rgency 
currency had been retired ard only 
$43,376,000 in Federal Res2rve notes 
were in circulation. 

The two curves—one re=resenting 
the retiring Aldrich-Vreeland notes 
and the other, the expandirg Federal 
Reservé notes—crossed about March 
1, 1915. On March 6, 1615, there 
were $27,905,376 in Aldrick-V-eeland 
notes still outstanding. On March 5, 
1915, there were $29,805,002 -in Fed- 
eral Reserve notes in circulazion. 

The previous reporting date for 
zhe Aldrich-Vreeland notes was Febru- 
ary 27, when there were $29,249,374 
outstanding. Compare this with Feb- 
ruary 26, when there were $26,- 
172,000 in Federal Reserve notes in 
circulation. The next subsecuent re- 
porting date was March 13, when 
there were $24,357,227 in Aldrich- 
Vreeland notes outstanding.. Com- 
pare this with March 12, wtem $33,- 
965,000 in Federal Reserve notes 
were outstanding. By June 30, when 


the last of the Aldrich-Vreeland notes 
were retired and the Act expired by 
limitation, there were about $83,000,- 
000 in Federal Reserve notes in 
circulation. 

So it will be seen that the Aldrich- 
Vreeland currency contracted at a 
much greater rate than the Fed- 
eral .Reserve currency was issued. 
This indicates how truly the Aldrich- 
Vreeland notes were an emergency 
—a panic currency. They were is- 
sued to allay panic or in anticipation 
of it; the Federal Reserve currency 
was issued in response to the actual 
needs of business. A further indica- 
tion of these contrasting characters 
is furnished in the fact that applica- 
tions for new emergency currency 
continued in substantial volume for a 
considerable time after the large re- 
tirements by the banks which had 
received supplies; this indicated that 
the emergency had passed. It is true 
that there was a heavy tax operating . 
to force the emergéncy currency into 
retirement but this alone does not 
explain the situation. Had it been 
the tax which caused the Aldrich- 
Vreeland money to retire so precipi- 
tately, the untaxed Federal Reserve 
currency would have flowed out in 
greater volume. <A year after the 
Federal Reserve Banks had been 
opened, the Federal Reserve notes in 
circulation were only $184,000,000, 
less by nearly $150,000,000 than 
the amount of Aldrich-Vreeland cur- 
rency which had been outstanding a 
year ago. 

These figures are surprising when 
retrospect brings them in contrast 
with the $2,500,000,000 in Federal 
Reserve notes now outstanding and 
the $3,250,000,000 outstanding a year 
ago. These figures further show how 
totally inadequate the maximum of 
$500,000,000 in Aldrich-Vreeland notes 
would have ‘been had the act further 
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been extended and sole reliance placed 
-upon it to provide an additional 
currency. To be sure, there had been 
retirement of other classes of currency 
but not in such fantastic volume as to 
match the issuance of Federal Re- 
serve notes. 

Economists and bankers have learned 
a great deal about currencies since 
the ‘days of the Aldrich-Vreeland 
issues and some rules have been 
upsét. The phenomenon which has 
caused the most profound amazement 
has been the persistent vitality of 
grotesquely inflated currencies in some 
countries of Europe. The German 
mark is famous for its depreciation, 
the Russian ruble, notorious.. Both 
have lost, apparently, practically all 
calculable relation to metallic reserves, 


yet they display a lingering vitality 
and are accepted as being worth 


‘something, although as a matter of 


fact some of them are worth less than 
the merchandise value of the paper on 
which they are printed. A meal costs 
100,000 rubles in Moscow, yet meals 
still are bought with rubles. They do 
circulate. The idea that the image and 
superscription is a talisman of some 
value, however much depreciated, en- 
dures in the face of accurate knowl- 
edge that the sovereignty behind these 
tokens practically is defunct. The 
idea, of a-legal tender has retained a 
momentum which, although slowed 
down, is yet perceptible. This fact 
speaks much for an innate desire 
on the part of the people to retain an 
artificial circulating medium. 


<- commerce. 


The Reserve Act in Its Implicit Meaning 


By A. D. WELTON 
Continental and Commercial National Bank, Chicago 


GREAT banking system could 
conceivably grow up xf -tself in 
response to the demands of business. 
Such a system would be ides] because 
of its flexibility and freedom of adapta- 
tion to the changing requirements of 
But no such system ever 
did grow up or ever will. A business, 
involving such an element of trust, is 
necessarily conducted by human agen- 
cies and human agencies are wacertain 
and often dangerous. Gzavernment 
everywhere, in one way or ancther, is 
concerned with banking. It is con- 
cerned with the Federal Reerve Sys- 
tem which has been evolved or built 
up around a statute known as the 
Federal Reserve Act, approved Decem- 
ber 23, 1913. 
_ A statute, however, is only a first 
step toward a banking ‘sys-em which 
is finally made up of operating banks. 
These are credit and currenc~ machines 
whose conduct, in accordance with 
the law, is guided, regulated and con- 
trolled by rules, precedents, traditions, 
habits, customs, decisions and what not. 
The mass of this material mekes the 
system. With this view of banking it 
is easy to understand why the coming 
of the Federal Reserve Act did not 
bring with it the repeal of the National 
Bank Act. The statute known as the 
National Bank Act might sare been 
repealed but the act itself is only a 
part of the national bankirg 3ystem. 
The rules, regulations, yrecedents, 
etc., which make up that system, 
could, and perheps should, b2 codified 
but anything further would bring un- 
certainties and throw the entire system 
into confusion. 
As a banking system is composed of 


56 


a variety of things beside a statute, so 
the statute itself is the product of a 
variety of plans, purposes, ideas and 
theories of a wide range. To vet a 
thorough understanding of a system 
of any kind, of which a statute is the 
nucleus, some knowledge of the dis- 
cussion which preceded its formulation 
and adoption is desirable and perhaps 
necessary. Certainly, one ambitious 
to become expertly familiar with the 
Federal Reserve System would have to 
study conditions long before December 
23, 1913. The purposes and intentions 
of the framers of the Act are not told . 
in the Act itself. They are concealed 
in many reports, documents, and in 
many minds. They cannot all be 
told in brief space but discussion of a 
few outstanding points will perhaps be 
helpful in view of recent criticism of 
the Reserve System, newly declared 
distortions of its purposes and mis- 
understandings of its meaning. 

It may be said on all the authority 
that exists, that the Reserve Banks 
are not government institutions, that 
they were not intended to be, and that 
any interference with their operations, 
beyond exercise of the powers con- 
ferred on the Federal Reserve Board, 
is perversion of the law and its mean- 
ing as understood and expressed by 
those who formulated it. The Federal 
Reserve Banks are privately owned 
institutions. Their stock is all owned 
by their member banks. The provi- 
sion of the law that, in case the banks 
did not subscribe for the necessary 
amount of stock, individuals and the 
government could, has never been 
acted upon.! 

1 Act December 23, 1913, § 2-1 29 et seq. 
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It is possibly true that some mem- 
bess of Congress voted for the bill in 
the belief that it provided: for the 
establishment of government banks, 
but it is also probably true that more 
of them believed that, in some way, 
the bill opened the way for punishing 
or demolishing that political phantasy 
—the “Money Trust.” However, 
what* congressmen believe is not 
evidence. 


AN AMENDMENT Tat FAILED 


It may be recalled that when the 
Glass-Owen bill was under discussion 
in the Senate a serious attempt was 
made to give the government power 
over the Reserve Banks by giving the 
Reserve Board or the Secretary of the 
Treasury power to appoint a majority 
of the directors of each bank. Senator 
Hitchcock of Nebraska offered the 
amendment, which had other sup- 
porters. Members of the banking and 
currency committees of both Houses 


were opposed to this amendment. . 


They maintained it was out of har- 
mony with the spirit and purpose of 
the ‘measure. Chairman Glass of the 
House Committee and Senator Owen 
of the Senate Committee were show- 
ered with telegrams from all parts of 
the country, urging opposition to this 
plan. The amendment failed com- 
pletely. 

Another effort was made to give the 
government, through the Treasury, 
direct control over the Reserve Board. 
This effort had insidious features and 
was redolent of politics. During the 
Senate discussion of the Glass-Owen 
bill, new prints of the bill with minor 
changes were frequent. In one of 
these there appeared one day in 
December an alteration of a para- 
graph in Section 10, which was made to 
read, as it still reads, as follows: 


Nothing in this Act contained shall be 
construed as, taking away any powers 
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heretofore vested by law in the Secretary 
of the Treasury which relate to the super- 
vision, management, and control of the 
Treasury Department and bureaus under 
such department, and wherever any power 
vested by this Act in the Federal Reserve 
Board or the Federal Reserve Agent ap- 
pears to conflict with the powers of the 
Secretary of the Treasury, such powers 
shall be exercised subject to the super- 
vision and control of the Secretary. 


The paragraph was innocent enough 
in appearance. No one seemed in- 
terested in it. Chairman Glass, of 
the House Committee, disclaimed all 
knowledge of its source, saying the bill 
had passed from his control. Chair- 
man Owen, of the Senate Committee 
was non-committal. He thought the 
suggestion had come from the Treasury. 
The paragraph was not discussed on 
the floor. It passed the Conference 
Committee apparently without notice. 
Many other provisions were far more 
important. 

Over a year later, a newspaper item 
made it known that the Attorney- 
General of the United States had given 
an opinion to the President to the 
effect that the Federal Reserve Board 
was an independent organization and 
not a bureau of the Treasury Depart- 
ment. When the President’s secretary 
was queried as to the reason for re- 


questing this opinion, he replied that 


the President had asked it “for Mac” 
but did not say whether “Mac” was 
Machiavelli or McAdoo. 

It is not impertinent to point out — 
that, when the Federal Farm Loan Act 
was on passage, the question of 
whether the Farm Loan. Board should 
or should not be a bureau of the 
Treasury Department was fought out. 
Every form of the bill that came from 
the House Committee made the Farm 
Loan Board an independent organi- 
zation. The Senate Committee in- 
variably made it a bureau of the 
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Treasury Department. ‘The Senate 
won, The Farm Loan Eoazd is a 
bureau of the Treasury Dspartment. 
The Federal Reserve Board ‘s not. 


Reserve BOARD an INDEPENDENT 
ORGANIZATION 


The Federal Reserve Boz:d can be 
classed only as an independent govern- 
ment organization, having sup2rvision 
over the Federal Reserve Hanks and 
exercising in that field powers defined 
by law. 

The Federal Reserve Barks are 
privately owned institutions, managed 
by boards of directors chosen by their 
stockholders and authorized to func- 
tion as banks, but within the pro- 
visions of law and the rules and 
regulations made under authority of 
law by the Federal Reserve Board. 

The powers of the Federal Reserve 
Board are very broad but the great 
purpose of the law in creating the 
Board was to conserve the public in- 
terest, to provide safeguards against 
domination over banking by either 
financial or political interesz3, and to 
‘maintain a sound banking system. 


DESIGNED AS AN AID TO 2USINESS 


The Federal Reserve System was 
designed as an aid to business, It is 
applied only to commercial -anking— 
that form of banking which takes 
account of the commerciz! scheme 
` by which commodities are gct from 
>roducer to consumer. Th=> Ceposits 
in commercial banks mark the stored- 
up purchasing power of the com- 
munity. “Back of their cans are 
mercharitable goods of greater value. 
Such banks must be liquid. They 
must pay on demand and their loans 
must, therefore, be of short maturities. 
In a general way a loan showd run no 
longer than the estimated time ft takes 
to get the goods behind it to the con- 
sumer. In relation to the producer, 
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the jobber may be the consumer; in 
relation to the jobber, the retailer 
holds that position; but, in any event, 
the final consumer must pay because 
he destroys the goods completely or’ 


takes them out of the class of mer- 
. Chantable articles. 


Before thé Reserve System came to 
give practical definition to commercial _ 
banking, commercial and investment ; 
banking were inextricably mixed. The 
money of commerce in the form of 
surplus deposits beyond the immediate 
needs of the owners, or in bank re- 
serves, was drawn to the centers and 
chiefly to New York where it could be 
employed in the call loan market: that 
is, it could be loaned on demand 
against securities which represent in- 
vested capital. That system created 
all the “Money Trust” that ever 
existed. 

The Federal Reserve System was 
intended to divorce investment from 
commercial banking. Notes secured 
by investment securities are, there- 
fore, ineligible for rediscount. No 
matter how strong the market demand 
for such ‘securities, they are not 
liquid in the sense that commercial 
bank loans must be liquid. At times 
they fluctuate widely in price. The 
call loan rate fluctuates accordingly. 
In 1907 it reached 125 per cent. An 
advance in commercial discount rates 
from 5 to 7 per cent indicates a 
critical condition in the commercial 
money market. 

The plan to prevent stock market 
hysteria from affecting commercial 
business has been reasonably success- 
ful. But investment securities have 
not been kept out of the Reserve 
Banks. In Section 13, defining paper 
eligible for rediscount, it is provided 
that such- definition (of eligibility) 
“shall not include notes, drafts or 
bills covering merely investments is- 
sued or drawn for the purpose of 
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carrying or trading in stocks, bonds or 
-Gtlier investment securities, excepl 
bonds and notes of the Government of the 
United States.” 


FISCAL AGENTS OF THE GOVERNMENT 


The Reserve Banks were intended 
to be fiscal agents of the government 
and the exception as to government 
‘securities was natural at the time 
when the World War could not be 
foreseen. If anyone had thought that 
the United States would be issuing 
securities by billions before the Re- 
serve Banks were four years old, it is 
doubtful if notes secured by govern- 
ment issues would have been made 
eligible for rediscount so jealous were 
the framers of the act of the strictly 
commercial character of the Reserve 
Banks. 

Always uppermost in the minds of 
those men, both in and out of Con- 
gress, was the desire to keep commer- 
cial banking and the Reserve Banks 
free from investment securities. In- 
numerable proposals have been made 
for variations from this practice. The 
trials of war brought many. The 
farmer’s insatiable demand for more 
capital and credit has been advanced 
a thousand times. It has been seri- 
ously proposed that railroad bonds be 
recognized as collateral for Reserve 
Bank loans. The pressure for some 
departure from the rule has been 
continual, 1f not constant.2 

It is undoubtedly true that many 
supporters of the Federal Reserve bill 
in Congress were opposed to invest- 
ment securities as collateral for notes 
eligible for rediscount only because of 
hostility to Wall Street and hatred of 
the “Money Trust.” It is probably 


` 2 The Federal Reserve Board adopted a` 


policy in order to assist in. the war financing 
which was economically unsound. Pages 62 
and 63 of the hearings entitled, “Reviving the 
Activities of the War Finance Corporation.” 
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true that the distinction between com- 
mercial and investment banking was 
not clear in the minds of all who voted 
for the bill. But it was clear in the 
minds of enough. To confine the Re- 
serve System entirely to commercial 
banking may leave a gap in the 
banking scheme, but sufficient experi- 
ence has been had to demonstrate the 
dangers of any lapse from the integrity 
of the present plan. 


PROTEST AGAINST COMMERCIAL 
LIMITATIONS on Reserve BANKS 


The War Finance Corporation was 
the greatest protest against the com- 
mercial limitations imposed on the 
Reserve Banks. The exigencies of - 
war excused that law, if they did not 
justify it, but there is substantial 
ground for the suspicion, if not for the 
belief, that, underlying the plan for the 
War Finance Corporation, was the 
political desire to get for the govern- 
ment some measure of control over 
investment banking. Many “Money 
Trust”? baiters fondly believed that 
the Reserve Act would cripple Wall 
street. Some thought that control 
would be given over speculative activi- 
ties. The War Finance Corporation 
might have had some such effect if it 
had functioned to the extent predicted. 
In its revival as a machine to meet an 
exigency in which something beyond 
the maturities permitted for redis- 
counts under the Reserve Act is 
necessary, it may fill a temporary need 
acceptably, but it could not function 
satisfactorily under other conditions, 
even if it is conceded that its present 
operations are satisfactory. On the 
other hand, it can only be said that, if 
the Reserve Banks cannot meet every 
commercial banking need, they are 
defective. The difficulty lies in deter- 
mining just what is a commercial 
banking need. Surely it is not to 
hold up prices or make up or prevent 
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losses occasioned by cataclysmic dis- 
turbances born of war. It is only 
fair to say that the fist duty of 
commercial banks is to protect them- 
selves. In doing that trey protect 
business. So far as the pr2seat opera- 
tions of the War Finance Uorporation 
protect the commercial banks, the 
work is probably justified. . 


Somes Turnes Taar WERC INTENDED 


t is not an invitation to controversy 
to say that the Reserve Aet failed to 
abolish the office of Comptrol.er of the 
Currency for two reasons oaly: one was 
the political desire to keep the office in 
existence, and the other, te necessity 
. for retaining temporarily ar. organi- 
gation which was familiar with the 
bank records and had a2 operating 
mechanism. Similarly, the Independ- 
ent Treasury system with rumerous 
subtreasuries was marked :or abolition 
but the work was deferrec. gs is told 
elsewhere in this volume.’ 

It was always the pan of the 
framers ot the Reserve Acs to secure 
the ultimate correction of tæ country’s 
patch-work currency. It was a hard 
task, and is, with its diffenlties in- 
creased by the clamors o` the many 
who believe in fiat currenzy. How- 
ever, provision is made for the ultimate 
retirement of both Unkgec States 
notes and rational bank cacrency. A 
return to stable conditions will permit 
the execution of these provisions, 
although little attention has been given 
them as yet. The purpose of the Act 
was to give the country uRimately a 
currency composed of gadd and re- 
serve notes, with silver certificates as a 
sort of necessary evil to supply the 
demand for small bills. The disap- 
pearance of the silver during the War 
called forth the amendment permitting 
the issuance of reserve notas and Fed- 


3 See “The Assumption of Trea: ur} Functions 
by the Federal Resefve Banks.” 
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eral Reserve Bank notes of small de- 


| 


{ 


nominations. Itishopedthatthelatter ~ 


will soon find their way into oblivion. 
Reserve Bank notes, of minor con- 
sequence in any event, have a signifi- 


cance as a by-product of the note ' 


controversy. Like the provision in 
Section 16 making reserve notes‘ the 


obligations of the United States—a_ 
provision wholly at variance with the ' 


spirit of the Act ‘and practically quite 
meaningless—Federal . Reserve Bank 
notes attested the strength of the 
“cheap money” element and the 
desire of the advocates of soundness to 
avoid a direct test of that strength. 
The bond-secured’ national bank 
currency and its retirement presented 
a problem of grave import. It was 
finally solved by the provisions in 
Section 18 requirmg the Federal Re- 


serve Banks to purchase such bonds, _ 


securing circulation, as were offered to 
the amount defined. Without dis- 
cussing the methods of refunding and 
retiring such bonds, it may be said 
that the fiat money contingent re- 
volted at the idea of having any 
securities carrying the circulation priv- 
ilege in the hands of the Reserve 
Banks without providing a means of 
issuing notes against them. . The 
means was provided. In due course 
such notes came into existence. Thus 
a law which was conceived in the idea 
that one of its great purposes would be 
to simplify and unify the currency, 
actually opened the way for the adding 
of a new patch and thereby heighten- 
ing the crazy-quilt effect. 


CHECK COLLECTIONS AND Nore 
IssuEs 


It is in Section 16 under the general 
title of “Note Issues’” that there 
appears the provision empowering 
every Federal Reserve Bank to “‘re- 
ceive on deposit at par checks 
and drafts, ete.” 


Tur Reserve Act in Its Iyvericir MEANING 


This and the paragraph which 
follows were those over which came 
the bitter controversy between coun- 
try banks and Federal Reserve author- 
ities. Of the merits or demerits of the 
arguments which that controversy 
aroused, nothing need be said here. 
The: only significance for present 
purposes lies in the fact that “par 
collections” are provided for in the 
section devoted to note issues. 

Around the question of note issue 
raged a conflict for many years prior to 
1913. The conflict harked back to the 
Second Bank of the United States, the 
era when only the states chartered 
banks and every bank was a bank of 
issue. It had the savor from Civil 
War financial struggles; it had been 
carried through the greenback strug- 
gle; it changed its form, not its sub- 
stance, when free silver was the cry, and 
it had redivivous whenever elasticity of 
the circulating medium was mentioned. 

The ancient friends of much paper 
money were reasonably quiet when the 
advocates of a new banking system 
talked of the project in terms of bank 
reserves and credit, but when circulat- 
ing notes were mentioned they were at 
home and rampant. Also they had to 
be dealt with and dealt with kindly and 
diplomatically. If they should be 
rubbed against the grain, there was 
danger that paper currency would be 
made so pronounced an issue that 
everything else would be forgotten. 

This was the manner of the argu- 
ment, although argument was a weapon 
of dubious value in that case: “Checks 
are the great currency medium through 
whose use the exchanges of commerce 
are effected. Elaborate investigation 
by the Monetary Commission’s ex- 
perts has shown that something be- 
tween 92 and 98 per cent of all pur- 
chases are paid for with checks written 
against bank deposits. If checks are 
the chief medium of payment, they 
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serve the purpose of currency which 
may properly and logically be con- 
sidered as expressing the same kind of 
credit in a different form.” 

The reply to this was that, in such a 
case, checks should be as good as 
currency. Certainly they should ąl- 
ways be worth par. It was further 
agreed that elasticity demanded the 
constant retirement as well as the 
constant issuance of notes, because 
checks were instantly cancelled and 
retired once their work was done. 
Out of it all came the inclusion of 
“par collections” in the section on 
note issues. 

However vigorously the subsequent 
conflict raged, the demonstration of 
similarity between notes and checks 
stood secure. The case had been 
proved, for another purpose perhaps, 
but proved nevertheless. In vain was 
it argued that checks are a non- ` 
circulating, not a circulating medium. 
In vain were private rights defended 
and pleas made that the banker also 
was worthy of his hire. Par collection 
stands and perhaps, after all, it was a 
small price the bankers paid for the 
relegation of fiat money to the limbo 
of obscurity. à 

There bave been, of course, many 
departures from the plans of a reserve 
system as thought out by its pro- 
moters and framers. The making of 
twelve instead of eight reserve banks, 
is one instance. In many ways 
practical experience in operation has 
overthrown the theories of the system’s 
sponsors. In many others business 
methods have been gradually altered 
and habits changed to meet the new 


. banking scheme’s requirements. There 


is much of political interest and much 
of economic value buried in the 
history of the struggle for a scientific 
banking system. A little trip’ among 
these buried treasures lets in light on 
later interpretations of the law. And 
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despite the tremendous progress made 
in Reserve Bank operazon as the 
result of war necessities, there were 
distortions and stretchings of various 
provisions of the Act. Not yet has there 
been sufficient experience in times of 


» 


The Purposes of the Federal Reserve Act ie Shown ` 
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stable business, to permit a conclusion 
as to the complete sufficiency of the Re- 
serve System but the foundation has 
been laid securely. The makers of the 
law builded well and in the face of 
very great difficulties. 


By Its Explicit Provisions 
By E. W. Kemmerer 


Princeton University 


HAT were the chief purposes of 

the framers of the Federal Re- 
serve Act as those perposes are 
revealed by the explicit provisions of 
the Act itself? In ansvering this 
question it will be well to consider (1) 
the framework of the Federal Re- 
serve System, namely, its plan of or- 
ganization and control, anc (2) its 
functions. 

The chief contribution rade by the 
framers of the Federal Ees2rve Act 
was in the plan of organ:sation they 
proposed, the functions =ssigned to 
the Federal Reserve Banks being es- 
sentially thesameasthoserec ommended 
a few years previously for the National 
Reserve Association of the Aldrich 
Plan, as well as those of = number of 
central bank plans still earLer proposed 
in this country. They are, moreover, 
not very different from the Zunctions 
performed by the leadmg_ central 
banks of Europe. In this; ap2r, there- 
fore, attention will be gem almost 
exclusively to the framevorx of the 
plan. 


REASONS FOR A GRCUP OF 
CENTRAL BANK= 


To foreigners who study the Federal 
Reserve System, the mast striking 
fact about it is that it shod have 
twelve central "banks witı compara- 


tively few branches, instead of one 
central bank with many branches. 
There was nothing like this anywhere 
else in the world, at the time the 
Federal Reserve System was created 
and, so far as I know, there is no his- 
torical example of such a group of 
central banks. 

There were two important economic 
reasons for providing a group of cen- 
tral banks instead of one central bank. 
These were: l i 

(1) The need of a system that was 
adaptable to widely different condi- 
tions in different parts of an immense 
country like the United States, with 
particular reference to rediscount rates, 
and, (2) the desire to decentralize the 
control of the American money market 
in such a way as to weaken New York’s 
alleged domination. = 

One serious objection to a single 
central bank in the United States was 
the difficulty arising from the fact that 
interest and discount rates for essen- 
tially the same kinds of paper usually 
differed considerably in different parts 
of the country; rates in the West and 
South normally ruled higher than 
those in the Middle West, and rates in 
the Middle West normally ruled higher 
than those in New England and the 
Middle States. It was believed that 
the establishment by a single bank of 


wa 


Tus PURPOSES OF THE FEDERAL Reserve Act 


ja single rediscount rate applicable 


throughout the United States to the 


same kind of paper, would be of 
little use to New England and the 
Middle States if the rate were ad- 
justed to the higher level of rates pre- 
vailing in the West and South, and 
that, on the other hand, if the rate 
were made as low as that prevailing in 
the East, it would be so attractive to 
the West and South as to result in a 
dangerous expansion of the bank’s 
loans in those sections at the expense 
of the East. In time, of course, such a 
flow of funds from the East to the 
West and South would equalize rates 
throughout the country; but the 
amounts of capital involved were so 
great that it was felt that a long 
period of time would be required to 
achieve territorial equalization of rates, 
and the East was not favorably dis- 
posed to the drain of its funds to the 
West and South that such a movement 
toward equalization seemed to re- 
quire. The maintenance by a central 
bank of different discount rates in 


. different parts of the country on the 


same kind of paper, it was believed, 
would be politically (and probably 
also legally) impossible. 

Although there were other kinds of 
desirable adaptability to different 
economic conditions in different parts 
of the country, it appeared on close 
examination that for most purposes 
sufficient autonomy could not be 
given to branches of a single central 
bank to enable them to adapt the 
character of their services to varying 
local conditions. . 

The second reason for preferring a 
group of banks was the widespread 
feeling that the banking system of the 
country was being unduly central- 
ized in New York City, where a very 
large part of the deposited bank re- 
serves of the country were held and 
where control was widely believed to be 
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exercised, sub rosa, by a handful of 
so-called Wall Street banks. The 
Pujo Committee’s “Money Trust” 
investigation had strengthened this 
popular belief, particularly through 
the West and South. A single central 
bank, it was widely believed, would be 
increasingly dominated by New York, 
while a group of banks, it was argued, 
would weaken New York’s control by 
causing the growth of a group of 
territorially centralized money markets, 
each of which would handle a large 
part of the business of its own dis- 
trict, and, to a greater or less extent, 
would compete with New York for 
open-market business. 

These were the main reasons why 
the law provided for eight to twelve 
banks instead of one, and why the 
New York district was limited to such 
a small area with a strong Boston 
district at the northeast and a strong 
Philadelphia district at the south. 


CHARACTER OF FEDERAL RESERVE 
BOARD 


The proposal that the central govern- 
ing board of the new system should be 
composed entirely of government ap- 
pointees was met by a strong protest 
throughout the country, particularly 
from the banking fraternity. It was 
claimed by many that such a board 
would inevitably be constituted of 
inefficient political appointees and 
would be politically controlled, thereby 
making the Federal Reserve System 
the football of politics. Much was 
made of the claim that the bankers, 
who presumably would furnish the 
entire capital of the Federal Reserve 
Banks and who would be responsible 
for it to their stockholders and de- 
positors, would have no voice what- 
ever in the appointment of the board 
which was to control the broad policies 
of the new banks. This central board 
of seven men to be appointed exclu- 
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sively by the President was m striking 
contrast to the central board pro- 
posed by Senator Aldrich. Under 
his plan the board was to consist 
of forty-six directors of shom forty- 
two, including the goversor and the 
two deputy-governors, were to be 
appointed directly or indirectly by 
bankers. 

Despite the vigorous ozposition to 
the proposal that the central board of 
the Federal Reserve System be ap- 
pointed entirely by the President, the 
proposal was adopted. I> should be 
noted that this board was not to do a 
banking business. That wes to be 
done exclusively by the twelve banks, 
six of the nine members of zhe board of 
directors of each being elected by the 
member banks. Itwas primazilyin the 
field of determining broad zuestions of 
policy that the Federal Res2rve Board 
was to function, and in this fed, it was 
claimed, the need was for financial 
statesmen who would view bheir prob- 
lems broadly from the stancpoimt of 
public service. This was true be- 
cause the functions proposed for the 
Federal Reserve System, like those 
that had previously been proposed for 
the National Reserve Association of 
the Aldrich Plan, were affected with a 
great public interest. Or this sub- 
ject the writer in 1913, sammarizing 
the conclusions of an address given by 
him in 1911, said as followe>! 


Is not the National Reserve Association 
too much of a public institut ən to be so 
largely controlled by one type of business 
interest, that is, that of the sanking fra- 
ternity? We must get awaz from the 
prevalent idea that the Naticnal Reserve 
Association is to be principall~ a bankers’ 
affair just because its capita. :s to be 


1 See “Banking Reform in the Uatted States,” 
American Economic Review Suppicrert, March, 
1913, pp. 54 and 55; and “Some Fvbl.c Aspects 
of the Aldrich Plan,” Journal of Political 
Economy, December, 1911, pp. 819-3380. 


furnished entirely by banks. We must 
bear in mind that its public deposits alone 
will for some time probably exceed its 
paid-up capital, that the funds which the 


‘banks deposit with the Association will be 


chiefly those which the public has de- 
posited with the banks, and that the paper 
which the banks rediscount with it will be 
that of the business community. We 
must not forget that the National Reserve 
Association is to have a „tremendous 
public power and responsibility, through 
its right to fix the bank rate of discount, its 


, power over the foreign exchanges and gold 


shipments, its right to issue the country’s 
only elastic paper currency, its supervisory 
power over banks, and its function of 
holding a large percentage of the country’s 
reserve money, together with the privilege 
of having its promises to pay, in the form 
of its deposits and bank notes, counted as 
lawful reserve money for banks. Now it 
is possible, although by no means certain, 
that the interests of bankers as a class and 
those of the public are identical. It is 
certain, however, that history furnishes 
numerous instances in .which what the 
public believed to be its interest and what 
bankers believed to be theirs were in con- 
flict. One need not go back farther than 
the last two or three years to find a striking 
instance of the kind in the United States. 
I refer to the movement leading to the 
establishment of the United States postal 
saving depositories, which was opposed 
vigorously and almost unanimously by the 
banking fraternity. It is furthermore 
true, and perhaps of greater importance, 
that a large element in the country be- 


_ leves the interests of bankers to be in 


conflict with those of the general public on 
a great many vital questions. 


Although Congress and the Presi- 
dent did not budge an inch in their 
insistence upon making the Federal 
Reserve Board an exclusively govern- 
ment board, they threw a sop to the 
opposition by inserting in the law the 
provision for a “Federal Advisory 
Council” of bankers, one member to be 
selected annually by the board of 
directors of each Federal Reserve 
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Bank from its own district, making 
the number of members in the Council 
“equal to the number of Federal Re- 
serve Banks. The relations of this 


Council to the Federal Reserve Board” 


were to be entirely advisory. Neither 
voting nor veto power was given to 
the Council, which was required to 
meet at least four times a year and 
oftener, if called by the Federal Re- 
serve Board. Members of the Fed- 
eral Reserve Board who were to be 
“on the job” three hundred days in 
the year, it was generally thought, 
would not be likely to be greatly in- 
fluenced as to their own job by a group 
of advisers coming from widely sepa- 
rated parts of the country who would 
meet infrequently. Happily during 
the last year or so, the Advisory 
Council has belied this expectation. 


FEDERAL Reserve Bank 
DIRECTORATES 


In its provisions for the directo- 
rates of the Federal Reserve Banks, 
the Act well reveals the purpose of its 


framers to create a group of federated. 


organizations that at one and the 
same time would (1) recognize the pub- 
lics dominant interest in matters of 
broad policy; would (2) recognize the 
dominant interest of the banker and 
the banker’s business customer in the 
narrower banking questions, such as 
the goodness of the paper against 
which advances were to be made, the 
amounts to be loaned individual mem- 
ber banks, the quality of open-market 
investments, and the like, and would 
(3) permit of a democratic control 
among the member banks of this 
banking business. 

Of the nine members of the board of 
directors, three (including the chair- 
man and the vice-chairman of the 
board) are Class C directors, who are 
appointed by the Federal Reserve 
Board and are directly responsible to 
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that Board. Their salaries are fixed 
by the Federal Reserve Board, and 
that Board may suspend Class C 
directors or remove them from office. 
These directors are the connecting 
links between the central Board and 
the Federal Reserve Bank. They 
keep the central Board informed as to 
the developments in each Federal Re- 
serve Bank. It is through them that 
the Federal Reserve Board exercises its 
control over the broad policies of the 
Federal Reserve System and compels 
the necessary teamwork among the 
twelve banks. 

This same sort of representation and 
control on the part of the Federal 
Reserve Board is carried through to 
the branches of the Federal Reserve 
Banks, each of which is operated under 
the supervision of a board of directors 
“to consist of not more than seven 
nor less than three directors, of whom 
a majority of one shall be appointed by 
the Federal Reserve Bank of the dis- 
trict, and the remaining directors by 
the Federal Reserve Board.” 

The other six directors, constituting 
two-thirds of the board, are elected by 
the member banks. Their concern is 
primarily with the banking operations 
of the bank, nctably the character and 
quantity of its rediscounts and col- 
lateral loans for member banks, its 
open-market cperations, its, discount 
rate policy (subject to the approval of 
the Federal Reserve Board), and the 
like. Of course, the Class C directors 
likewise vote on these banking ques- 
tions. 

To every bank loan and to every 
bank deposit, there are at least two 
directly interested parties, the bank 
and the bank’s customer. The bank’s 
customer is usually a business man or a 
business conc2rn (using those terms 
in their broader meaning). In rec- 
ognition of this dual interest in most 
banking operations, the Federal Re- 
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serve Act provided thaz, əf the six 
directors who were to be primarily 
‘concerned with the dizez banking 
operations of the Federal Reserve 
Bank, three, known as Class A direc- 
tors, should “be representatives of 
the stockholding banks” —as a matter 
of fact they are practically always 
bankers—and that the other three, 
known as Class B directors, should at 
the time of their election be “ac- 
tively engaged in their cistrict in 
commerce, agriculture, o> some other 
industrial pursuit.” Here is the recog- 
nition of the interest of the non- 
banking business community in the 
banking operations of the Federal 
Reserve Banks. 

The purpose of democrztizing such 
control over the Federal Reserve 
Banks as should be exercised by Class 
A and Class B directors is seen in the 
rather unique provisions *or the elec- 
tion of directors contained im the Act 
as originally passed. T-is Act di- 
vided all member bans» of each 
district into three groups, each group 
containing “as nearly as may be one- 
third of the aggregate number of the 
member banks ofthedistriciand . . . 
[to] consist, as nearly as may be, of 
banks of similar capitalizatior.” Each 
of these groups was to eleez cne Class 
A director and one Class B director, 
on the democratic plan of “one bank 
one vote” regardless of th2 size of the 
bank. Under this plan the peculiar 
interests of the small bazks, of the 
middle-sized banks and o? the large 
banks, respectively, were assured rep- 
resentation. The democracy of a 
plan that gave the same v2ting power 
to the bank of $25,000 cap-tel that it 
gave to the bank of $250 000 capital 
and to that of $25,000,300 capital 
made a strong appeal to those who 
feared “Money Trust” control. 

By an act of September $6, 1918, 
the method of choosing diczctors was 


changed through the repeal of the | 
requirement that each of the three 
groups of banks should “contain as 
nearly as may be one-third of the 
aggregate number of the member 
banks of the district .’ and the 
substitution therefor of the provision 
that “the Federal Reserve Board 
shall classify the member banks of the 
district into three general groups or 
divisions,” without placing any re- 
striction whatever upon the number of 
banks that should be placed in each 
group. This looked like a step away 
from the original democratic prin- 
ciple of one bank one vote—a prin- 
ciple followed in the elections of most 
of the clearing house associations. It 
clearly increased the power of the 
Federal Reserve Board over the 
election of Class A and Class B 
directors. 

How far the original plan of group- 
ing the member banks, for purposes 
of electing directors, into three ap- 
proximately equal groups of banks 
has since been departed from by 
the Federal Reserve Board in exer- 
cising the authority conferred by the 
above-mentioned amendment, will be 
seen from the following figures. A 
week after the amendment had been 
passed the Board made a reclassifica- 
tion of member banks for the twelve 
districts, which, when taken by totals. 
for all districts, placed 515 banks or 6.4 
per cent of the total number (1.e., 8,099) 
in group I, the large-bank group; 
2,384 banks, or 29.4 of the total, in 
group II, the middle-sized-bank group; 
and 5,200 banks, or 64.2 per cent of the 
total, in group IIT, the small-sized- 
bank group. According’ to this re- 
arrangement, therefore, the 515 largest 
banks in the respective districts could 
now elect the same number of Class A 
and Class B directors that the 5,200 
smallest banks could elect, or the 
same number that the 2,700 largest 
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l banks could previously have elected. 

here may have been good reasons for 
this great change in the grouping, 
increasing the power of the large bank 
at the expense of the smaller, but, so 
far as L know; the Federal Reserve 
Board has given little or no publicity 
to the change itself or to its reasons for 
makıng it. The amendment author- 
izing the change was passed at the 
Board’s request. 


MEMBERSHIP 


Membership in the Federal Re- 
serve System was limited to commer- 
cial banks and trust companies, show- 
ing that the System was expécted to 
function in the field of short-time 
active business operations rather than 
in the fields of capital and real estate 
transactions occupied sø largely by 
savings banks, private banks and in- 
vestment houses. National banks, 
operating as they did under Federal 
charters, were expected to play the 
game according to the new and im- 
proved national rules laid down by the 
Federal Reserve Act. If they were 
unwilling to accept these rules they 
were invited to get out of the national 
system. State banks and trust com- 
panies possessing adequate capitals 
and conforming in their operations to 
sound banking practices were per- 
mitted and encouraged to become 
members of the Federal Reserve 
System. The Act clearly contem- 
plated a large membership of state 
institutions. 


CAPITAL AND DIVIDENDS 


It was hoped that enough banks 
would enter the System from each 
district to assure an adequate capital 
for each Federal Reserve Bank, but 
among bankers the opposition to the 
Glass-Owen bill had been so -pro- 
nounced and widespread, and threats 
had been so frequently expressed by 


officials of national banks that they 
would give up their Federal charters 
and reorganize as state institutions if 
the Glass-Owen bill in anything like its 
existing form should become a law, 
that the framers of the Act undertook 
to assure the establishment of a Fed- 
eral Reserve Bank in each district by 
providing that, if sucficient banks 
should not join the System, the 
capital could be subscribed by the 
public or by the government itself. 

In the early stages of the bill 
through Congress the required stock 
subscription was based upon the capi- 
tal of the member banks, but the 
basis was later changed to capital and 
surplus, the percentage required being 
reduced. The distinction between a 
bank’s capital and its surplus is at 
best a rather arbitrary one and is 
essentially legal, rather than economic. 
Had the basis been capital alone, a 
bank desiring to keep its subscription 
to Federal Reserve Bank stock low, 
would have been encouraged to in- 
crease its surplus at the expense of its 
capital, 


DISTRIBUTION OF PROFITS 


The original Act provided that from 
the net earnings an annual dividend of 
six per cent, which should be cumula- 
tive, should be paid on the paid-in 
capital stock; that, of the balance of the 
net earnings, one-half should be paid into 
a surplus fund until the surplus should 
amount to 40 per cent of the paid- 
in capital, and that the remainder 
should be paid to the United States as 
a franchise tax. An amendment of 
March 3, 1919, provided that after the 
six per cent dividend is paid the whole 
of the net earnings of each bank shall 
be carried to surplus until the sur- 
plus shall amount to 100 per cent of the 
subscribed capital, and that, after this 
100 per cent surplus shall have been 
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earnings, above the divid2nd charges, 
shall be transferred to surplus indefi- 
nitely. A bank withdrawing from 
the System receives bacx the capital 
it has paid in and any accumulated 
dividends but cannot tak one cent of 
the accumulated surplus. The two 
hundred odd millions of surplus al- 
ready accumulated by tke twelve 
Banks would therefore go to the 
government should the Eanks go out 
of business. 

Net earnings paid to the United 
States by the Federal Reserve Banks, 
the law provided, “shall in the dis- 
eretion of the Secretary, be used to 
supplement the gold reserve held 
against outstandmg Unite] States 
notes, or shall be applied to the re- 
duction of the outstanding bonded in- 
debtedness of the United States. . . .” 

The significance of these provisions 
concerning earnings, brief7 stated, is 
apparently as follows: Tae Federal 
Reserve Banks are to be edministered 
with primary reference tc the public 
service, and member banks are to re- 
ceive their returns chiefy in the 
services rendered them tirectly by 
the Federal Reserve Banks and in the 
safer and more stable fina1cial condi- 
tions throughout the couztry which 
the Federal Reserve Syst=m creates. 
The desire for large cash =rcfits is to 
have no influence in determining the 
policies of the Federal Reserve Banks. 
Their actuating motives must be 
found in service to the member banks 
and, through the banks, to the public. 
If, incidentally, large profizs are real- 
ized they must go to the government. 

To date the profits of the twelve 
Federal Reserve Banks have been so 
large, chiefly as the result of war and 
post-war demands upon tke System, 
that it seems improbable that the 
call for the other 3 per ceri of stock 
subscription authorized by the Act 
will ever be made. On Ncrember 9, 
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1921, the paid-in capital and accumu- 


4 


lated surplus of the twelve Federali S 


Reserve Banks was $317,000,000, an 
amount $28,000,000 greater than 6 
per cent of the capital and surplus of 
all the member banks plus 40 per cent, 
namely, the maximum capital and sur- 
plus contemplated by the Act of 1913 
for the twelve Federal Reserve Banks. 

When the Federal Reserve Act was 
passed there was a widespread hope 
among economists and bankers that 
any profits accruing to the government 
through this franchise tax woùld be 
used for the first of the two purposes 
authorized, te., “to supplement the 
gold reserve held against outstanding 
United States notes.” The increase 
of this reserve by slightly less than 
$200,000,000 would have been suffi- 
cient to transform all of our green- 
backs into gold certificates and thus 
retire from circulation one of the most 
undesirable elements in our motley 
collection of paper money. Of the 
$117,000,000 so far either paid to the 
government in franchise taxes by the 
twelve Banks or due and set aside by 
them for the government, all has been 
absorbed by the war debt and not a 
dollar has gone into the building up of 
the reserve against greenbacks. 


Fonctions oF FEDERAL RESERVE 
BANKS 


As stated at the beginning, the 
limits of space will permit only a few 
words concerning the purposes of the- 
Act as revealed in the functions 
assigned the Federal Reserve Banks. 
These functions are clearly defined in 
the Act and their general character is 
understood by all students of the 
System. They are, moreover, broadly 
speaking, the functions performed by 
central banks throughout the world. 
Chief among them are the following: 

(1) The centralization and mobili- 
zation of bank reserves; 
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(2) The rendering more elastic of 
bank credit, both bank notes and 
bank deposits; 

(3) The creation of a more efficient 
and cheaper clearing and collection 
system for checks; 

(4) The improvement of facilities 
for financing our import and export 
trade at home, and finally 

(5) “The providing of a satisfactory 
depository and fiscal agency for the 
Federal government. 

Reserves are centralized through 
the requirement that legal reserves of 
member banks shall consist exclu- 
sively of deposits in their respective 
Federal Reserve Banks. These re- 
serves are largely centralized in the 
Gold Settlement Fund and the Federal 
Reserve Agents’ Fund, and are ren- 
dered mobile through interbank dis- 
counts and through open market 
operations. 

Elasticity of circulating credit is ob- 
tained through the machinery of redis- 
counting commercial paper, through 
direct collateral loans—machinery com- 
mon to most central banks—and 
through open-market operations. The 
old-time stone-wall reserve require- 
ments are done away with, and there is 
no limit below which a legal reserve 
cannot now be reduced provided the 
bank concerned is willing to pay the 
price. An elastic asset bank-note cur- 
rency is superimposed upon the old 
rigid bank-note curreney, although out 
of deference to the opinions of certain 
persons of high political influence in 
1913, who believed that the issuance of 
bank notes was an exercise of the essen- 
tially government function of issuing 
money, the Federal Reserve notes are 
made to emanate from the government 
and made subject to a government in- 


terest charge, at the discretion of the 
Federal Reserve Board—a charge that 
has never been imposed. ‘The Federal 
Reserve notes therefore, in form, have 
some of the cualities of government 
paper money, but, in substance, are 
almost a pure asset currency possess- - 
ing a government guaranty, against 
which contingency the government 
has made no provision whatever. 

When the Glass-Owen bill was be- 
fore Congress the provisions looking 
toward the pazring of checks through 
the establishment of an’ extensive 
clearing and zollection system were 
widely opposed by bankers, who 
claimed that they were the work of 
theorists and visionaries. ‘The subse- 
quent development of this clearing and 
collection system has gone beyond the 
dreams of the most visionary of the 
visionaries of 1913. 

The extension of the use of bank 
acceptances ard of dollar exchange in 
the United States, and the develop- 
ment of a broad and active discount 
market for baper arising out of 
foreign trade—objects clearly sought 
by the Federal Reserve Act—were 
substantially attained much more rap- 
idly than had been expected, as a 
result of the dominant position in the 
world’s trade and finance which New 
York obtained, temporarily at least, 
through the War. 

The movement in the direction of 
making the Federal Reserve Banks the 
exclusive depositaries of Federal govern- 
mentfunds was checked by our entrance 
nto the War; but, as a result of the 
discontinuance of the subtreasuries, the 
fiscal agency functions of the Federal 
Reserve System which were enormously 
enlarged by tke War, have since been 
still further ex:ended. 


Political Pressure and the Future of the Federal 
Heserve System * 


By Pavut M. WARBURG 
Membe- of the Federal Reserve Board 1914-1918 


ROM the earliest beg-nning it was 

obvious that, in order to be suc- 
cessful, any attempt at a thorough 
banking reform in the Lnited States 
would have to approach the subject 
from two angles: one, frcm the point 
of view of pure banking technique, the 
other, from the point of vizw of ad- 
ministration. The probem. was to 
devise a plan carrying ccnviction not 


target of ambitious business men or 


scheming politicians, maximum effi- 
‘ciency had to be subordinated to maxi- 


only as a sound and effective piece of 


banking machinery, but abo as offering 
reliable safeguards again any possi- 
bility of the control of she system’s 
passing into the hands o- either “big 
business” or the politiciar. If legisla- 
tion was to be secured ard, indeed, if 
the future of the system. was to be 
protected, a formula had to be found 
under which these two elements would 
be called upon to balance ons another. 
If the new banking system was to re- 
main safe and sound, its acmimistration 
had to be shielded from tne danger of 
becoming subservient either to business 
or to politics, and, conversely, safe- 
guards had to be provided against busi- 
ness’ or politics’ becoming subservient 
to the new banking syster. 

From the bare point of view of effi- 
ciency and economy, one zertral bank 
with a purely business management 
would undoubtedly have yielded the 
best results, but from the olat of view 
of what was required in the lazger inter- 
est of the country, of whet was essen- 
tial in order to prevent th2 system, 
once established, from beccming the 


* Adequate treatment of thie subject would 
require more time and study than vas possible 
under the circumstances and more space than 


could be given in this volume. P. M. W. 


mum safety. 

The writer’s original plan, “A United 
Reserve Bank of the United States,” 
proceeded on these lines; so did, subse- 
quently, the Aldrich “National Reserve 
Association of the United States” and, 
later on, the Federal Reserve plan. 
Each of these schemes followed the 
lines of merging the country’s dead 
gold reserves into one live organiza- 
tion; of building upon this more or less 
centralized gold an elastic note issue; 
and having thus centralized the scat- 
tered forces of the nation into one 
organic structure, of once more decen- 
tralizing its administration and organ- - 
ization, and circumscribing it` far 
enough to prevent the dangers of 
abused power and of one-sided control. 

The advocates of a pure central bank 
had to reconcile themselves to a lower 
banking ideal by surrendering to 
the political requirements of the case. 
Conversely, the sworn antagonists of a 
central banking system had to sur- 
render their political ideal, the gospel 
of decentralized banking, in order to 
provide a system that would be work- 
able as a banking proposition. 

Thus the Democrats, starting with 
the thought of a large number of dis- 


‘ connected reserve banks, ended in ty- 
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ing them together into a central bank- 
ing system, in its essential features not 
very dissimilar (though differing in 
many important details) from the 
Aldrich Plan, which had started at the 
other end. 

Disregarding the question of which 
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side made the largest share of valuable 
contributions and mistakes and, deal- 
ing with the topic simply from the point 
of view of sincere appreciation of the 
banking system which we enjoy today, 
the problem now before us is to exam- 
me what remains to be done in order to 
promote and protect its future. 

A study of four years from within the 
Systerfii and of almost four years from 
without, leads me to think that its 
gravest danger lies in the gradual 
ascendency of political influence. 

The Federal Reserve System, as 
such, is based upon the perfectly sound 
and happy theory of placing the actual 
management of the Federal Reserve 
Banks in the hands of boards of direc- 
tors, the majority of whom are ap- 
pointed by business men. The direction 
of the System as a whole, on the other 
hand, its policies and its supervision, 
are vested in the Federal Reserve 
Board, which consists of five members 
appointed by the President and con- 
firmed by the Senate: These members 
are appointed for ten-year terms and 
the Governor and Vice-Governor are 
designated by the President and serve 
at his pleasure. The Secretary of the 
Treasury and the Comptroller of the 
Currency are members ex officio. The 
Secretary of the Treasury is Chairman 
of the Board. 

Among the many Presidents, Secre- 
taries of the Treasury, Senators, Con- 
gressmen and Comptrollers of the Cur- 
rency that I have known, there have 
been good ones and bad ones, some ad- 
mirably strong and some lamentably 
weak. And therein lies the danger for 
the future: As long as there are two ex- 
officio members of the Board, who are 
constantly subjected to political pres- 
sure; so long as every President has the 
power to play favorites with Board 
members by promoting them to the 
positions of Governor or Vice-Governor 
or demoting them at will; so long as one 


or two members may be vulnerable 
because their terms are about to expire, 
it can readily be seen how easy, and 
therefore tempting, it is for the political 
members to assert their influence, and 
how unpleasant and unenviable may 
be the lot of members struggling to 
preserve their independence and self- 
respect. 

When members of the Board are 
hounded by senators or congressmen 
because they do not think it proper to 
flood the country with easy money, just 
because elections are coming; or when 
they refuse to believe that excessive 
fluctuations in foreign exchanges during 
the War were due to Wall Street specu- 
lation and could be regulated or con- 
trolled by the Federal Reserve Board; 
or when they are viciously criticised 
because they will not accede to the 
belief that fake easy money can coun- 
teract the effects of overproduction of 
Important staples when a period of 
reduced world consumption is encoun- 
tered—it is, at best, not easy to find 
men of importance willing to make 
the material sacrifices involved in serv- 
ice of the Federal Reserve Board. 

It will become increasingly hopeless, 
however, to secure such men if some of 
the defects in the organization of the 
Board as above described are not 
promptly removed and the dignity and 
independence of the office of member 
are not enhanced. To state it briefly: 
The Governor and Vice-Governor ought 
to be elected by the Board itself; 
or they should serve in rotation, and 
the office of the Secretary of the Board 
might, in the latter case, be developed 
into that of something like a “general 
manager,” or the Governor ought to 
be designated for the full term of his 
membership. The Governor ought to 
be the Chairman of the Board and, 
instead of the Secretary of the Treas- 
ury, who hardly ever has the time to 
attend Board meetings, the Assistant 
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Secretary of the Treasury ought to 
become an ex-offico member of the 
Board. There should be ın additional 
member of the Board, wko should ex- 
ercise the main functions now resting 
in the Comptroller of tLe Currency. 
The vast powers now vested in the 
Comptroller are the remnants of an 
undemocratic, antiquated ard danger- 
ous system. Moreover, the present 
condition has led in the fast to costly 
delays, duplication of wort, inefficiency 
and unbearable irritatior. Examina- 
tions and rulings concerring banking 
operations ought to be made by one 
body and not by two, if £ prompt and 
efficient administration is ¢o be assured. 
In the past, Board membe-s often have 
had to wait upon the gocd graces—or 
bad graces—cf the Comp roller before 
any headway could be made in im- 
portant matters. The stuction bris- 
tled with humiliating and distasteful 
incidents. It seems ridicwdovs that the 
Board should have appared before 
Congress with one set of secommenda- 
tions and the Comptrol=r, a Board 
member, with another, often 2ntirely in 
conflict with the policies cf the Board. 

Unless the Federal Reserv Board is 
raised to a position of the greatest 
possible dignity and men of real 
strength, independence ard knowledge 
are found to serve upon it n the future, 
it is to be feared that the System will 
become the football of politics. A 
splendid instrument of protection 
might thus become an element of dan- 
gerous disturbance. 

This danger is all the nore real be- 
cause of the unfortunate action of the 
Organization Committee in establish- 
ing twelve Federal Reser=e Banks in- 
stead of beginning with =igit, as the 
Federal Reserve Act hai permitted 
them to do. 

The larger the numbe- cf Federal 
Reserve Banks and the greater the 
‘consequent decentralizati«n, the more 
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important becomes the Federal Re- 
serve Board as the sole organic link 
connecting them all. The weaker the 
single districts and the more discon- 
nected they are, the more difficult, and 
at times desperate, becomes the task 
of the Federal Reserve Board to coax 
or club these autonomous units ,into 
prompt and effective codperation. The 
Board was planned to be preémimently 
a supervisory and directive body; ex- 
cessive decentralization was bound to 
force it more and more into the exercise 
of administrative functions, which-— 
for men located at Washington, unable 


‘to be-in personal close touch with 


actual business conditions and opera- 
tions in twelve separate and remote 
districts—naturally became more be- 
wildermg and troublesome than was 
advisable or necessary. 

The fundamental thought of reserve 
banking is that the idle money of one 
industry or section should become 
available for the seasonal requirements 
of another. Federal Reserve Districts, 
therefore, which are “all cotton” or 
“all grain” were from the beginning 
doomed to fail as independent districts; 
seasonal requirements were bound to 
exhaust their loaning power too rapidly. 
While they could secure assistance 
through the somewhat clumsy pro- 
cedure of rediscounting with other 
Federal Reserve Banks under the di- 
rection of the Federal Reserve Board, 
they generally would be inclined to 
hesitate to resort to these rediscount 
operations, inasmuch as they would 
tend to emphasize the organic weak- 
ness or temporary exhaustion of their 
districts. Unfortunately the Organiza- 
tion Committee disregarded this funda- 
mental principle and the districts of 
St. Louis, for instance, and its sur- 
rounding Federal Reserve districts 
were delineated with about the same 


- regard for economic questions as were 


Austria and her so-called Succession 
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States at Versailles. Owing to this 
absence of a sufficient diversification 
of interests and minds, local banking 
factions and self-centered provincial- 
ism have from the beginning played 
too large a part in framing the boards 
of directors, the managements and the 
policies of many of the twelve Federal 
Reserve Banks, with little understand- 
ing of*the national questions involved. 
Much bitter feeling and criticism were 
caused, particularly in the agricultural 
sections, by unnecessary and irritating 
mistakes made in fixing interest charges 
or in applying ill-advised methods of 
administration. Whatever anticipa- 
tory words or warning in this regard 
were given to Congress and later to 
the Organization Committee, unfortu- 
nately, have proved only too true, 
including the prophecy that an ex- 
cessive number of Federal Reserve 
Banks would prevent the establishment 
of large financial centers outside of 
New York, where important open dis- 
count markets could develop. 

It is a great loss for the country that 
at the time of the formulation of the 
law and the establishment of the Sys- 
tem it was impossible to convince the 
sections involved that a Federal Re- 
serve branch bank could convey the 
same benefit asa Federal Reserve Bank; 
indeed, that as a branch of a larger 
district a region would be better 
- served than as a self-contained district. 
Minneapolis, as a branch of Chicago, 
would have been as well provided for as 
Detroit, but it would enjoy a rate of 
5 per cent instead of its present 53 
per cent rate. The same holds good 
for Dallas and Atlanta. 

As stated before, the weaker the 
Federal Reserve Banks, the stronger 
must. be the Federal Reserve Board. 
This is all the more essential because 
the Board appoints the C class di- 
rectors. 
very important elements of safety and 


The latter often constitute ` 
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must be appointed, political pressure 
notwithstanding, solely from the point 
of view of securing the men best quali- 
fied for the protection of the Banks. 
Finally, the future of the local manage- 
ment of all banks, in short, the morale 
of the entire System, will depend upon 
the character of the Federal Reserve 
Board. 

If the Federal Reserve System was 
able to accomplish its phenomenal 
development and if it could respond so 
splendidly to the trying demands of 
the war, and of the post-war periods, 
it was largely due to the devotion, 
vision and ability of members of the 
Federal Reserve Board and of some of 
the Federal Reserve agents and gov- 
ernors of Federal Reserve Banks, who 
perfected and developed the System 
into the extraordinary banking organi- 
zation it is today. Strong and excep- 
tional men made themselves the leaders 
of the rest. Without them, the System 
would have failed. Such men today 
are still serving the System, though 
from the material point of view many 
of them could do vastly better for them- 
selves in other fields. If polities should 
creep into the Board, these men will 
gradually drop out, and from top to 
bottom the System will deteriorate. 
If the administration of the Federal 
Reserve System, in Washington and in 
the banks, should then fall into the 
hands of weak and incapable men who 
only see “fat jobs” in the positions, 
instead of those who today devote 
themselves to the work at a personal 
sacrifice because they see in it an 
opportunity for public service, there 
are dark days ahead for the country. 

Government must exercise an effec- 
tive control over business in its admin- 
istration of the Federal Reserve Banks; 
but this control must be exerted 
through a Federal Reserve Board com- 
prising men of the highest integrity and 
efficiency—men who do not seek the 


~ 
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job and would not hesitate to surrender 


it, if either business or p«litics should- 


interfere with the indeperent exercise 
of their duties for the best advantage of 
the country as a whole. 

If that is to be achie~ed, and the 
future of the Federal Re -erve System 
is to be assured, the peop-e themselves 
must take a hand. Ther must never 
fail to rally to the support of these 
faithful servants when unfairly at- 
tacked, and they must aot lose any 
opportunity of showing them that their 
services are appreciated. If the people 
do not prove that they honor their 
leaders and stand by them loyally, what 
incentive is there for these leaders to 
hold out? 

_ Jn a similar manner, Congress must 
feel that whoever dares to encroach 
upon the independence of the Federal 
Reserve System attacks ~he most sa- 
cred treasure of the people. In Wash- 
ington I came to know mary upright 
men of the very highest type; never- 
theless a large number of our political 
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leaders might prefer that the Federal 
Reserve System be subservient rather 
than independent. They want open 
doors for patronage and a ready com- 
pliance with the wishes of their con- 
stituents. 

Protection for the Federal Reserve 
System must, therefore, not be expected 
from Washington, unless it is possible to 
arouse and strengthen the small num- 
ber of distinguished men in the Admin- 
istration, and in Congress, who would 
understand the danger and would fight . 
to ward it off. They will win if the 
country makes Congress understand 
that its heart is in it. If the people 
cease to exercise vigilance, if ever they 
relax in their insistence upon the integ- 
rity of their banking system, it may 
develop, as it did before, from the 
greatest blessing into the gravest men- 
ace. A Federal Reserve System turned 
into a political octopus, a national 
Tammany Hall, would infest not only 
the counting houses but every farm 
and hovel in the country. 


Early Functioring of the Federal Reserve System 


By Artaur REYNOLDS 
President, Contmental and Commercial National Bank of Chicago 


N October 26, 1914, -he Secretary 
of the Treasury sert a message 
to the twelve Federal Reserve Banks, 
then organizing, mstructng them to 
begin definite operations cn November 
16, 1914. Great haste was made to 
secure adequate quarters amd a working 
staff. One-sixth of the capital stock 
subscriptions were called cn November 
2, 1914, and on the sixteenth of No- 
vember the Banks formal-y cpened for 
business. 
“Regulation in ordina~y times, as 
well. as protection in extraordinary 
times” was the principle aic down by 


the Federal Reserve Board in its first 
report after two months of operation, . 
for defining the general scope of activi- 
ties of the Federal Reserve Banks. 
There being no extraordinary times to 
call for the protective function as set 
forth in the above definition of policy, 
the operation of the Federal Reserve 
System during the first two years was 
confined largely to efforts, first, to 
“unify the banking system of the 
country” by seeking new members 
among the ranks of the state banks; 


” second, to endeavor to regulate interest 


rates and equalize the demand for 
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money by the purchase of bilis and 
acceptances in the open market, and 
third, to establish a par collection 
system and the clearance of all checks 
on member banks. 

The men charged with the operation 
of the Federal Reserve System, upon 
its inception, promptly sought to induce 
the banks of the country to make full 
use of its facilities. They were influ- 
enced, undoubtedly, by the feeling on 
their part that it was necessary to keep 
employed such funds as were entrusted 
to them in order to pay expenses and to 
earn dividends upon the capital stock. 
They felt that member. banks should 
rediscount with the Reserve Banks, 
and by one means and another endeav- 
ored to accomplish this. But in the 
early history of the System it was des- 
tined to meet with no such ready 
response. The old banking practice 
of the country had its basis in too many 
years of actual habit, and it was but 
natural that banks generally should be 
hesitant and cautious in making radical 
changes in their methods; indeed, ‘a 
great many of them felt that the Fed- 
eral Reserve Banks, if supported too 
generously, would ultimately encroach 
upon and usurp some of the functions 
_ of existing banks. They were loath, 
therefore, to go farther than the mere 
subscription of capital. It was inevi- 
table that a great many bankers in the 
country should look upon the System 
as a government undertaking and fear 
that transactions with it would be -in- 
volved in “red tape.” They feared 
also that it would be influenced by 
politics. 


Presupics AGAINST REpIscouNTING 


Coincident with this, and one of the 
greatest difficulties in the way of those 
who were ambitious for the quick ac- 
ceptance of the System, was the long- 
time prejudice of bankers against dis- 
closing their borrowings to the public. 
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They had been educated to believe that ` 
deposits were the indication of strength, 
and that borrowed money was a sign 
of weakness. Any rediscounts or bills 
payable which they might lodge with 
the Federal Reserve Banks would, ap- 
pear in their statements, and since, in 
many instances, they could obtain 
credit from their city correspondents 
tbrough methods which did not involve 
the direct obligation of their banks, and, 
therefore, did not appear as borrowed 
money, they were quite content to 
utilize the credit facilities of those city 
correspondents. It must be remem- 
bered that at this time there were no 
unusual conditions confronting the 
country; rates were low and money 
was easily obtainable. Bankers out- 
side of reserve centers had, over a con- 
siderable period of years, built up their 
relationships with reserve city and 
central reserve city correspondents. 
These who had occasion to borrow for 
seasonal requirements were intimately 
acquainted with the city banks which 
had met their needs. Those banks 
which had for many years maintained 
balences with other banks felt that they 
had a cumulative asset of which they 
could avail themselves should the 
occasion arise. There was mutual 
understanding between correspondents, 
while the Reserve System was an un- 
tried departure. 

It will also be remembered that the 
Federal Reserve Act did not make pro- 
vision for the turning of all reserve 
funds over to the Reserve Banks. The 
change was gradual. Old relations 
between banks were, therefore, not 
interrupted. ‘ 

All of these things militated against 
the fullest possible functioning of the 
System in its early stages, and such 
rediscounts and bills payable as were 
lodged with the Federal Reserve Banks 
were largely in the nature of “courtesy 
transactions” on the,part of friendly 
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bankers who wished to help educate 
the banking fraternity to use the 
Federal Reserve facilities. 


“ COURTESY TRANSACTIONS” 


Comment by the Niath District 
Reserve Bank in its report for the year 
1915 is illustrative of the general condi- 
tion confronting all of she Reserve 
- Banks at that time: 


During the latter half of Movember and 
the month of December, 19Ł4, such redis- 
counts as were afforded members were 
largely courtesy transactionz, the greater 
part representing the efforts cf larger banks 
to acquaint the public with the new Federal 
Reserve currency. After January 1, 1915 

loans dropped to tne lowest ebb 
in many years. Rates om commercial 
‘paper took new low levels. . . . 


The one great plaint during this time 
was the non-payment of mterest upon 
balances carried at the Reserve Banks. 
In the report containing tre preceding 
comment of the Mimnecpolis bank, 
Pierre Jay, Federal Reserve agent at 
New York City, said: 


it is among the corntry banks as 
a class that most of the apathr ard hostility 
to the Federal Reserve System which still 
persists is found. ‘Their opportunities and 
earnings are relatively small ind they must 
figure closely to live. They tel the loss of 
interest on reserve deposits; tie absence, as 
yet, of dividends on their capita. contribu- 
tions, and the prospective lozs cr decrease 
of the exchange they generaly charge on 
remitting for checks drawn upon them. 


The institution of the par collection 
system met with great disapproval 
from many banks in the smaller com- 
munities where the earning: derived 
from exchange charges had or many 
years: constituted a comparatively sub- 
stantial part of the total earnings. 
Some banks sought to surrerder their 
national bank charters and incorporate 
as state banks. This wes only the 
forerunner of the more serious opposi- 
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tion encountered when the Reserve 
Bans undertook to make it compul- 
sory upon all banks to accept their own 
items at par. 


Tue Strate BANK PROBLEM 


Tae early attempts to obtain new 
members from the ranks of the state 
banks were bitterly opposed in many . 
quarters. Legislation was even re- 
sorted to in combating the advances of 
representatives of the Federal Reserve 
Banss in this direction. In its second 
annual report on December 31, 1915, 
the Federal Reserve Board observed: 

It is an unfortunate fact that, in some of 
the states, reserve requirements for state 
banks and trust companies have been mate- 
rially lowered by legislative enactment since 
the adoption of the Federal Reserve Act. 

. . This is an element of danger in 


our banking system, because the weaken- 


ing cf the reserves of the state banks and 
trust companies makes them more vul- 
nerable in times of emergency. . . . It 
would be deplorable were feelings of state 
or loval pride to lead any of the states into 
competition with the Federal Reserve 
System such as would prompt them to 
lower their own banking standards or 
reserve requirements with a view of. ena- 
bling or inducing state banks to refrain from 
taking membership therein. The Board is 
satissied that state banks gain in safety and 
that states sacrifice none of their preroga- 
tives or powers when such banks become 
mem ers of the Federal Reserve System, 
and ~herefore, expresses the hope that no 
seeming divergence of interest will be per- 
mitted to impede the establishment of 
higher standards of banking. 


Every means was employed to make 
memberships in the System attractive 
to state banks and later amendments 
to the law aided in inducing them to 
join. 

EARRING Assets BEFORE AND AFTER 
THE WAR 


Failure to secure applications for 
rediscounts to employ more than a 
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small part of the funds of the System, the Reserve Banks combined, from the 
caused the Reserve Banks to invest in date of opening to January Ist, 1921, 
government bonds, acceptances and gives a concrete picture of the early 
municipal warrants. A careful study functioning of the System in contrast 
of the graph on page 78 showing the to its operations after the United States 
curves of the earning assets of all of entered the War. 


EARNING Assets or toe Fenverat Reserve SYSTEM 
DECEMBER 31], 1914-Ocroser 26, 1921 











Dat Bills discounted | Bills bought in | U.S, government Municipal 
aN for members open market securities warrants 
1934 
December 31......... 9,999,000 : 205,000 784,000 
1915 l . 
January 29..........- 18,955,000 i eae 2,015,000 - 11,165,000 
April 80 vccd ene wuss ` 99.774,000 18,812,000 6,818,000 18,656,000 
GUY SO poeiciisearees 29,102,000 11,625,000 7,923,000 16,107,000 
October 29........... 30,448,000 13,619,000 10,505,000 25,014,000 
1916 
January 28.........05 26,901,000 26,314,000 21,372,000 20,602,000 
April 23 os ceva iawes 21,448,000 47,585,000 45,841,000 $6,933,000 
DULY 28s viciscdiciale wea 27,594,000 83,454,000 48,656,000 27,220,000 
October 27........... 21,131,000 86,085,000 40,469,000 29,890,000 
1917 
January 26........... 15,711,000 97,697,000 55,769,000 12,249,000 
Amil eas saa’ $5,043,000 71,400,000 117,818,000 14,999,000 
SUG SE week cue SEEE 138,459,000 195,097,000 76,953,000 1,469,000 
October 26........... 397,694,000 177,590,000 110,042,000 233,000 
1918 
January 25... sessen 627,632,000 ` 273,912,000 123,194,000 4,902,000 
AMUDO vies ceases 901,748,000 802,844,000 78,853,000 2,722,000 
JULY 26 bea ae www 1,302,151,000 205,274,000 57,012,000 103,000 
October 25........... 1,546,164,000 998,623,000 $50,311,000 24,000 
1919 
January 31.........6. 1,601,128,000 281,293,000 294,784,000 4,000 
ADP 20:4 wi EE TEET 1,950,412,000 185,822,000 218,636,000 4 Anes 
July 25...... iin E 1,867,602,000 375,556,000 239,400,000 
October $1........... 2,128,547,000 $94,855,000 301,254,000 
1920 
January 30........... 2,174,835'7,000 561,918,000 $08,521,000 
Avril 80.4 se eck esse 2,535,071,000 407,247,000 293,614,000 
duly BOs carseat cnn ds 2,491,530,000 345,305,000 $25,380,000 
October 29........... 2,801,297,000 298,375,000 296,371,000 
1921 
January 28.........+5 2,456,475,000 165,068,000 287,320,000 
APU 2. thant innra 2,063,739,000 103,609,000 267,792,000 
JULY eier peers 1,650,496,000 19,424,000 249,488,000 
October 26........... 1,308,749,000 62,326,000 190,946,000 ` 


THE ANWALS oF THE AMERICAN ACADEMY 


18 


` 


e E alaa ea a ae ec ie 


| =p = 
pe el OO Ge rece ee 
aaa AE aio 


5 

Q 

4 

(Ue ey (as (NS RN T De se 
ear eee X af g 
AETERNA a Ė 
y = fs ES 

È 5 

© 

pe 

= 

n 

æ 

q 





1921 


+ 


18 





g Assets of 
serve Syste 


in 
Res 


ey 


DECEMBER. 31. If l4 -~ OCTOBER 26 


l Tee e ee ee 
cea a a a a (SAE e aa A 


ee eee ene Re eas OE ae a a ee O 
faa 

E s s € E 8 8 E 
3 $S 8g o & F & ae 


Pe sek § 88 8 8 8 8 8 § 8 & 8 B : a & OA 


aN —_ — — 


Earn 
Federal 





` 


State BANKS AND Par COLLECTIONS 79 


The chart of the earning assets of the 
System demonstrates clearly that once 
the exigencies of the war period arose, 
there was no hesitancy upon the part 
of member banks to make heavy de- 
mands upon the facilities of the reserve 
banks. Indeed, as the momentum 
gained force, many bankers in their 
eager rush to meet the requirements of 
their customers lost sight of the earlier 
scruples concerning borrowed money 
and the pendulum swung to the other 
extreme. Instead of seeking redis- 
counts the officials of the System found 
themselves striving to conserve the 
financial resources of the country. 

The general impression prevails that 
the War caused a development of the 
Federal Reserve Banks during the 
seven years of their operation that prob- 
ably would not have occurred in many 
times that number of years under other 
circumstances. Study of the early 


functioning of the System bears out 


that assumption. The early operations 
of the banks also call to mind the 
point that they were less far-reaching 
in their influence. Business getting ef- 
forts are forgot or nearly forgot. But 
what was, may, perhaps, merely pre- 
sage what is to come. Under stable 
conditions, the Reserve Banks may 
make smaller profits, but they will not 
serve a less useful purpose. Commer- 
cial banking must respond to and 
reflect the activities of business. In 
times of great activity, whether sea- 
sonal or cyclical, the Reserve Banks will 
be called upon to meet a corresponding 
demand. Jn the usual process of busi- 
ness they will have recourse to open- 
market operetions. Through these 
operations they may exert a great and 
important influence on the commercial 
banks, on interest rates and on business 
activity. 


The Federal Reserve System, State Banks and 
| Par Collections 


By Prerre Jay 
Chairman and Federal Reserve Agent, Federal Reserve Bank of New York 


ULL accomplishment of the pur- 

pose of the Federal Reserve Act, 
to provide a means whereby the 
strength and resources of the numerous 
independent banks of the United 
States would be made effective for 
concerted or codperative action for the 
protection of the. banking system and 
the service of the nation’s commerce, 
industry and agriculture, depended 
upon membership of a very consider- 
able proportion of the banks of the 
country. The provision of the Act 
making membership compulsory for 
national banks, brought at once into 
the System about 7,600 national banks 
with capital and surplus of $1,788,- 


000,000 and total resources of $11,- 
492,000,000, thus giving a membership 
at the outset comprising 42.6 per cent 
of the total banking resources of the 
country. But the provision for the 
admission of state institutions was 
merely to the effect that they might, 
upon applicetion, be permitted to 
become members, subject to regula- 
tions of the Federal Reserve Board, 
and should then have the rights and 
privileges of other member banks. 


STATE INSTITUTIONS Stow to Jorn 


Contrary to general expectation, the 
problem of state bank membership was 
found complicated. Most of the state 
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institutions were either passive or 
opposed to the plan of tke Federal 
Reserve System. At ary rate, they 
were not disposed to seek membership 
therein. The number of sich members 
at the close of 1916 was th-rty-seven, 
of which only seven had 2 capital and 
surplus of over $1,000,0C0. In 1917, 


however, an amendment to the Act 


gave the state institutions assurance 
by statute, instead of by mere regula- 
tion of the Federal Reserva Board, that 
as members they might ccntinue to 
carry on their banking business in 
substantially the same menner as they 
had previously done. Ft also gave 
them the definite right :o withdraw 
from the System upon six months’ 
notice. 

Coincident with the legislative re- 
moval of obstacles to membership, the 
entrance of the United States into the 
World War gave a new and very strong 
impetus toward membersiip. The 
necessity of strengthening’th2 banking 
system of the country to the maximum 
degree possible, in order to meet the 
strain of war financing, led President 
Wilson in the autumn of 1917 to make 
a strong appeal to state banking insti- 
tutions to join the Federal Reserve 
System. The officers of Federal Re- 
serve Banks, pursuant tc what they 
believed to be their duty ir the circum- 
stances, carried the appeal to the indi- 
vidual institutions, withort, however, 
bringing pressure upon tkem to join. 
Many of the more important ones re- 


sponded and during the ‘al of 1917 


and the first half of 1918, a corsiderable 
number of state institutions through- 
out the courtry became- members. 
The movement was particularly note- 
worthy with respect to the aggregate of 
resources which thus augmented ‘the 
strength of the System. The major 
portion of the large institutions in 
New York City entered zhe System 
promptly, and the close af the year 


ee 


1917 found the System with a state 
bank and trust company membership 
of 250, having aggregate capital and 


- surplus of $520,000,000, and aggregate 


resources of about $5,000,000,000. 
At the end of 1918, 936 state institu- 
tions were members with total re- 
sources of over $7,000,000,000. 


MEMBERSHIP Snows CONTIŅUED 
INCREASE SINCE THE WAR 


With the end of the War naturally . 
came a slowing down of the efforts of 
the Reserve Banks to convince state 
institutions of the importance of taking 
membership in the Federal Reserve 
System, and during the past year such 
efforts have been practically discon- 
tinued. But there has been, neverthe- 
less, a continuous and substantial 
movement of state institutions into 
the System. The laws of many states 


‘contained provisions concerning re- 


serves, character of investments or 
other vital matters which have hin- 
dered or prevented institutions in 
those states from taking membership 
in the System, and, as these obstacles 
have from time to time been removed, 
more and more state institutions have 
taken advantage of the opportunity to 
join. Many states, for example, have 
now passed laws providing that a state 
institution, becoming a member ‘of 
the Federal Reserve System, need keep 
only the legal reserves required by the 
Federal Reserve Act. The influence of 
this factor is strikingly illustrated in 
California where 61 institutions with 
total resources of $1,110;000,000 have 
become membersin theeighteen months 
following the amendment of the state 
law in respect to reserves to be carried 
by member banks. 


Present MEMBERSHIP OF STATE 
INSTITUTIONS 


Some of the state institutions which 
became members during the war 
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period, did so with the intention of 
withdrawing at the end of the War, but 
their experience as members was evi- 
dently such that they did not deem it 
necessary to carry out this intention, 
for up to the present time only 37 with 
resources of $34,500,000 have with- 
drawn from the System. On the other 
hand, the number of such members has 
steadily increased and now amounts to 
1,625, with total resources of $9,359,- 
000,000, giving to the System a mem- 
bership which now represents, it Is 
estimated, about 69 per cent of the 
commercial banking resources of the 
country. Approximately 9,000 state 
institutions with aggregate resources 
of some $9,000,000,000, not now mem- 
bers, are eligible for membership, irom 
which it appears that 53 per cent of 
the resources and 15 per cent of the 
numbersofthe eligible stateinstitutions 
are now in the System. The distribu- 
tion of state bank membership by 
districts, is as follows: 


entered the Federal Reserve System 
and whose not having done so may be 
ascribed probably to two main causes: 


1. The belief that membership in the 
System involves burdens or expense dis- 
proportionate to the advantages received 
in return, some of which, such as the avoid- 
ance of the old-fashioned money panic and 
the stabilization of banking conditions, 
they enjoy without membership. The fact 
that the Federal Reserve Banks do not 
pay interest on deposits whereas their city 
correspondents and reserve agents do pay 
interest on deposits is one of the apparent 
expenses which ~hey fear to assume. 

2, Opposition to the plan of par check 
collection which the System has established 
and developed. 


EXPERIENCE oF MEMBER 
INSTITUTIONS 


Most members of the System are 
now convinced that membership does 
not involve a burden or expense to a 
member bank. but, on the contrary, 
enables it to conduct its business in a 


Distrisution oF Strate Bays Memaprersuir BY Districts 


District Number 
I. BostOte eka sasicwiaa 41 
2. New York............ 134 
3. Philadelphia...... wee 46 
4, Cleveland. ....0....... 112 
5. Richmond............ 6g 
6. ‘Atlanta. .... noesa 11€ 
y ig, Oss (0°: R 364 
8. St. Louis.............. 102 
- 9. Minneapolis. .......... 138 
10. Kansas City........... 60: 
11. Dallas................ 205 
12. San Francisco.......4.. 217 
LT otal 6i66. becuse us 1,598 


1 Latest available itemized figures. 


ATTITUDE OF NON-MEMBER 
INSTITUTIONS 


Banking is essentially one of the most 
conservative of callings, and it is not 
- surprising that there are many state 
institutions which have not as yet 
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Capital Surplus Total Resources 
(In thousands of dollars) 
36,411 38,951 709,890 
187,255 190,561 3,903,409 
25,821 48,738 390,902 
64,436 79,344 1,041,892 
15,160 -9,798 152,271 
27,025 | 17,271 323,928 
101,012 85,092 1,753,034 
30,203 22,081 400,809 
10,747 3,994 126,369 
13,335 4,272 178,032 
16,500 6,598 128,288 
57,625 25,218 900,811 
585,530 331,918 10,009,135 


more economical and efficient manner, 
entirely irrespective of the advantage 
of the rediscount facilities. The loss 
of interest is ofset by the reduction in 
the amount of reserve which member 
banks were required to carry. For 
example, a so-called» country bank 
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under the National Bark Act for- 
merly carried a reserve egainst both 
demand and time deposis of 15 per 
cent, of which 9 per cent mizht be on 
deposit with approved reserve agents, 
and at least 6 per cent must be held as 
cash in vault. Assuming deposits of 
$1,000,000, all payable on Jemand, the 
bank would carry in vault at least 
$60,000, upon which it would earn 
nothing, and with corzespondents, 
$90,000 upon which it would probably 
receive interest at 2 per cent, or $1,800 
a year. The Federal Reserve Act re- 
duced the bank’s reserve requirement 
to 12 per cent, or $120,000 on which it 
would receive no interest, kut which 
would give it the opportrnity to loan 
the $30,000 released, say & € per cent, 
which would yield $1,800 and thus 
compensate for elimination of interest 
on the reserve balance. 

In 1917 the required rererve against 
demand deposits was reduced to 7 per 
cent, all of which was to be carried with 
the Reserve Bank and with no fixed 
requirement for vault reserve. Expe- 
rience shows that this has nermitted an 
average reduction in ccuntry bank 
vault cash of around 4 per cent, which, 
together with the reduction of the 
required reserve against tam2 deposits 
to 3 per cent, made stil! greater the 
compensating advantage due to low- 
ered reserves. Most of the scates have 
passed laws permitting state institu- 
tions becoming members to take ad- 
vantage of these reduced requirements. 

With the certainty of being able to 
obtain cash by rediscouating at the 
Federal Reserve Bank, m=mber banks 
have felt justified in in-esting their 
funds more closely, carr7inz as their 
emergency reserve, banxers’ accept- 
ances, commercial paper cr govern- 
ment obligations whicl could be 
realized upon at any time, and thus 
increasing their earning power. 

The opposition to th= System on 


account of the establishment of its 
par collection plan will be discussed 
incidentally in the following topic. 
But it may be said that members have 
found that the use of the check collec- 
tion facilities of the System has re- 
duced the length of time required for 
the collection of checks, and enabled 
them to close out many accounts 
formerly required, thus further in- 
creasing the proportion of their assets 
which may be invested. 


CHECK COLLECTION BEFORE THE 
RESERVE SYSTEM 


An important feature of banking in 
the United States is the extent to which 
the use of bank checks has been de- 
veloped. They are the most usual 
means of settlement in all classes of 
business, from the payment of small 
household bills to payments for the 
largest transactions of commerce and 
finance. The presentation and col- 
lection of the myriads of checks arising 
in the course of daily business, and 


. drawn upon over 30,000 independent 


banks located in all parts of the coun- 
try, creates a problem of great magni- 
tude, especially as checks are common- 
ly used to settle accounts not only in 
the places where they, are payable, but 
are sent to distant points, making 
necessary the use of the mails for their 
collection. 

Before the establishment of the 
Federal Reserve System, the collection 
of checks in this country was accom- 
plished by special arrangements be- 
tween commercial banks. It was cus- 
tomary for banks in the country and in 
the smaller cities having checks on 
out-of-town points, to send all such 
checks to their city correspondent, 
which would undertake their collection 
in consideration of the balasices car- 
ried by the smaller bank with the city 
institution. It was customary, also, 
for the country bank to charge the 
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amount to its correspondent as soon as 
the letter was mailed, and to treat it at 
once as part of its legal reserve, this 
being permissible under the provisions 
of the then existing law. The city 
bank to which the checks were sent, 
having similar arrangements with 
many correspondents, was the recip- 
ient of a very large volume of checks 
for collection and inasmuch as it had 
usually .undertaken to collect these 
checks without charge, it was itself 
under the necessity of finding a means 
of collecting them with as little cost as 
possible. The obvious and simple 
method of sending the checks direct to 
the banks upon which they were 
drawn was not attractive because of 
the fact that the custom had grown up 
in many, though not all, sections of the 
country for the smaller banks which 
received checks on themselves through 
the mail, to make a charge for remit- 
ting to the sending bank for such 
checks, the rate of the charge varying 
with different institutions and running 


from $1 per thousand dollars, to as | 


high as $3.50 per thousand dollars in 
some cases. 

This charge was known as “ex- 
change,” and was made on the theory 
that the bank paying the checks per- 
formed a service for the bank from 
which the checks had been received in 
paying the latter with a draft on a 
bank in some large center. The. value 


of this service was based upon the 


approximate cost of making shipment 
of currency to make the payment, 
plus postage and stationery, on the 
theory that payment of a bank check 
can be demanded only at the bank’s 
counter, and that if remittance is made 
to a distant point, an additional serv- 
ice is performed. In order to avoid, so 
far as possible, the necessity of paymg 
“exchange” for the collection of checks, 
it was usual for banks receiving checks 
from their correspondents to send 


them on to some other bank for de- 
posit and collection, charging the 
remittance to the latter’s account, and 
treating it at once as legal. reserve. 
This effort to find a means of getting 
the check paid without deduction 
for exchange, led to checks’ reaching 
their place of payment by very cir- 
cuitous routes with much delay in the 
time of presentation and collection, 
and with increased risk of loss to the 
indorsers of the checks. By this 
means, also, the same check might be 
counted as reserve at the same time by 
several different banks, although as a 
matter of sound banking principle, it 
should not have been counted as 
reserve for any bank until actually 
collected. 

These unsatisfactory check-collec- 
tion practices, and the fact that the 
charges made, as well as the loss due to 
slowness in collection, fell on the com- 
merce and industry of the country, 
led to action by Congress which, in 
passing the Federal Reserve Act, 
included provisions requiring Federal 
Reserve Banks to receive on deposit at 
par from member banks or from Fed- 
eral Reserve Banks, checks or drafts 
drawn on any of their depositors, and 
authorizing them to receive for pur- 
poses of exchange or collection, checks 
or drafts payable upon presentation 
within their districts. The Act also 
authorized the Federal Reserve Board 
to require each Federal Reserve Bank 
to exercise the functions of a clearing 
house for its member banks. 


GROWTH AND ADVANTAGE OF THE PAR 
COLLECTION SYSTEM 


The Federal Reserve Banks did not 
at once actively engage in the collec- 
tion of checks under the provisions of 
the law above referred to, because the 
development of a comprehensive check- 
clearing plan presented many diff- 
culties, and it was not until July, 1916, 
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that active operations wee initiated. 
At that time a plan of operation was 
adopted which, recognizing that checks 
are payable at the counter of the pay- 
ing bank, provided that the Federal 
Reserve Banks, in forwamling checks 
to a bank for payment by remittance, 
would pay the cost of currency shipped 
in payment for the checks, whenever 


tion through the mail equivalent to 
presentation at the bank’s counter. 

Operations under this plan have been 
highly successful, as will be gathered 
from the following chart showing the 
number and amount of items ‘handled 
each month by the Reserve Banks, 
and the number of. banks in the col- 
lection system. 


Growra cr FeperaL Reserve Connection System 
(By units of one month) 
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1917 191E 
the paying bank elected ta make pay- 
ment in that way, and would also 
under certain conditions, especially for 
_non-member banks, supp7y necessary 
postage and stationery, tkus eliminat- 
ing the elements of cost, which would 
otherwise fall upon the tans making 
the remittance, and making presenta- 
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The importance and desirability of 
the check-collection system which has 
developed and is now being operated 
by the Federal Reserve Banks, may 
be inferred from the extent to which_ 
the chart showing the volume of 
checks handled indicates that these 
facilities are being availed of by banks 
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which are members of the Federal 
Reserve System. They are also being 
availed of indirectly by non-members. 
The volume of items handled has 
grown steadily since the initiation of 
this method of check collection, until 
at the present time it may fairly be 
said that an overwhelming majority 
of all out-of-town checks handled by 
banks are collected through the agency 
of the Federal Reserve System. The 
Federal Reserve check-collection sys- 
tem has reduced the average time of 
collection about one-half, by the prac- 
tice of the Reserve Banks of sending 
checks direct to the paying bank, if 
within the same district, or through a 
Federal Reserve Bank or branch if 
outside the district. 


OPPOSITION TO Par COLLECTIONS 


It is not to be supposed that the 
system eliminating “exchange” and 
bringing about the par collection of 
checks should have developed so gen- 
erally without encountering serious 
opposition from banks which had for- 
merly received substantial income from 
their exchange charges. A committee 
of the American Bankers Association 
has from time to time during the past 
five years been endeavoring to secure 
legislation from Congress which would 
permit banks to charge exchangé 
against the Federal Reserve Banks. 
Not having been successful in this, 
banks in Georgia, Kentucky and Ore- 
gon have brought suits to prevent the 
Federal Reserve Banks from presenting 
checks at the counters of state banks 
and a number of the southern states 
have passed laws designed to prevent 
the Federal Reserve Banks from col- 
lecting at par checks drawn on state 
institutions. 


Cost or CoLtiEecrinc REDUCED 


The effect of the development of this 
efficient system of check collection has 


been to obtain for the business inter- 
ests of the country a much more 
prompt collection of checks than 
formerly, reducing the risk of loss 
through bad checks and reducing the 
amount of credit which sellers of goods 
formerly had to extend involuntarily 
during the very substantial time re- 
quired to collect checks. There has 
been, moreover, an important direct, 
reduction in the cost of collecting 
checks due to the removal of the so- 
called “exchange” charge, or the 
charge made by banks for remitting 
in payment of checks drawn on them- 
selves, so that at the present time a 
very large proportion of the country’s 
checks are collected without charge. 
The change which has taken place in 
the schedule of charges for the col- 
lection of checks may be illustrated by 
the reductions made by the New York 
Clearing House Association. 

Before the passage of the Federal 
Reserve Act the charges made by New 
York banks for collecting checks on 
outside points were discretionary as to 
less than thirty cities and were fixed 
at $1 per $1,000 for nearby states and 
$2.50 per $1,000 for the more distant 
states. The rate of charge is now dis- 
eretionary (which means that in most 
cases no charge is made) for eleven 
entire states and the District of Colum- 
bia, 25¢ per $1,000 for one state, 50¢ 
per $1,000 for thirteen states and $1 
per thousand for twenty-three states, 
while twenty-eight important cities 
in which Federal Reserve Banks or 
branches are located are collectible at . 
rates lower than those quoted for the 
remainder of their states. 

It should be understood that the 
present charge made by the New York 
banks isnot an “exchange” charge at all 
but is made to cover interest on funds, 
for which credit is given at time of 
deposit, for the time which will elapse 
before the items have been actually 
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collected. The former charg included 
not only this element >but also an 
amount designed to enable the city 
‘bank to pay the deductons of “ex- 
change” made by paying banks else- 
where. 


TRANSFERS OF FINDS 


The elimination of seasonal and other 
variations in the level of domestic 
exchange between different parts of 
the country has also been =ccomplished 
as a necessary accompancment to the 
development of the check-collection 
system, since in order thateach Federal 
Reserve Bank might freely handle 
checks on other Federal Reserve dis- 
tricts, it was necessary -o provide a 
means whereby the balences arising 
between the districts migat be settled 
without the expense of zold or cur- 
rency shipments. To meet this need 
there was established in 1925 a Gold 
Settlement Fund, made up of gold 
deposited by the twelve Fe Jeral Reserve 
Banks with the United States Treas- 
ury, ownership being trarsferred from 
one Reserve Bank to anotker as the 
need arises to settle obigetions þe- 
tween them. The books are kept by 
the Federal Reserve Boarc at Washing- 
ton, and the settlements of all obliga- 
tions arising among the Federal Re- 
serve Banks are made by bcok entry, 
thus obviating the necess:ty for inter- 
district shipment of gold The Gold 
Settlement Fund has also made col- 
lected funds, that is, funcs on deposit 
with banks in any part of the country, 


readily transferable to any other center. 


without discount, either ky use of the 
check-collection system or if the funds 
are on deposit with a member bank, by 
telegraphie transfer throcgh the Fed- 


eral Reserve Banks, it being the cus- 


tom of the Reserve Bants to handle 
these transfers over therm mter-com- 
municating private wire and without 
cost to the member banks concerned, 


The importance of the wire transfer 
facility may be inferred from the fol- 
lowing figures, showing telegraphic 
transfers handled by the New York 
Reserve Bank during the years 1916- 
1920: 


Number Amount 
OIG ieee eka eeen 2,971 $485,000,000 
LOL Vea E APE R 10,302  6,768,000,000 
EErEE APEE I E ET 839,099 19,384,000,000 
EED E EEEE 82,321 18,245,000,000 
APO REE ENA 147,302  17,022,000,000 


The settlement of obligations be- 
tween districts has thus been made so 
easy, that there is no longer any occa- 
sion for premium or discount on the 
transfer of actually collected funds 
between different parts of the country. 

A most important result of the de- 
velopment of this check-collection plan 
is the lessening of the possibility of 
breakdown in the operations of the 
country’s check-collection system. It 
will be recalled that, in the panic of 
1907, a situation arose in which it was 
impossible to get cash returns on 
checks sent for collection to banks in 
certain centers, and that the machin- 
ery of check collection and domestic 
exchange practically broke down. Such 
a development is extremely unlikely 
under the operation of the Federal 
Reserve check-collection system sup- 
ported by the borrowing facilities which 
the Federal Reserve System makes 
available to member banks, and which 
should enable solvent banks, even in 
time of severe crisis, to make payment 
for checks which may be drawn upon 
them. 

The Federal Reserve check-collection 
system, in short, provides the machin- 
ery necessary to accomplish with 
maximum efficiency the necessary 
function of presenting and collecting 
any number of bank checks which may 
result from the use of this most con- 
venient instrument in the settling of 
transactions of every kind. 
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Relations of Reserve Banks to Member Banks 
| F and 
: Inter-Relations of Federal Reserve Banks 


By R. M. GIDNEY 
Controller at Large, Federal Reserve Bank of New York 


HE outstanding characteristic of 

the American banking system—a 
tremendous number of practically in- 
dependent banks, great and small— 
does not make for concerted, uniform 
or effective action in dealing with 
banking, credit and currency problems 
on a nation-wide scale and in a broad 
way. The need for means whereby 
these numerous independent banks 
could coöperate for mutual protection 
and for greater service to the commerce, 
industry and agriculture of the coun- 
try, has long been recognized by 
students of American banking organi- 
zation and methods. 

The solution suggested by the experi- 
ence of other countries which have 
highly developed systems of branch 
banking supported by great central 
banks, has never seemed acceptable to 
the American public. The form of 
organization adopted to supply the 
elements formerly lacking in American 
banking, was necessarily designed to do 
so without diminishing or impairing 
the independence of the existing bank- 
ing institutions. The Federal Reserve 
System was created to enable member 
banks, while operating independently 
as before, to mobilize or unite their 
reserve funds and make them more 
available to meet demands for increased 
credit accommodation or gold with- 
drawals for domestic purposes or export. 
The Federal Reserve Banks were to be 
supplementary to an already existing 
‘system consisting of some 7,500 na- 
tional banks and over 19,000 state 
institutions, a very considerable pro- 
portion of these institutions being 


expected to take membership and thus 
give to the system the support neces- 
sary to make it a going concern, capable 
of affording to its members the facilities 
and advantages which it was expected 
to create. The provision for compul- 
sory membership of over 7,500 na- 
tional banks then in existence give 
assurance of ample support at the out- 
set. 

The purpose, then, of the Federal 
Reserve System was to make possible 
the association of the banks of the 
country in order to supply the elements 
of mutual protection, service and 
facilities which our system of indepen- 
dent banks had lacked, and, in its 
essential features, it may briefly and 
accurately be described as a great 
codperative banking association. It 
includes at this time about 8,200 
national banks, and 1,625 state banks 
and trust companies. The latter have 
become members voluntarily under the 
permissive provision of the Federal 
Reserve Act. 


Reserve BANKS ÅRE Private COR- 
PORATIONS 


The circumstances attending the 
creation of-the Federal Reserve System 
and the distinctly governmental char- 
acter of the procedure which brought 
it into existence, have tended to create 
the impression that the Federal Re- 
serve System is a purely governmental 
agency, an impression strengthened by 
the highly important work done by the 
Federal Reserve Banks acting as fiscal 
agents of the government in selling and 
handling government securities during 
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and since the War. The fact is, how- 
ever, that the twelve Feceral Reserve 
Banks are private corporations organ- 
ized under an Act of Congress, their 
only stockholders being the member 
banks whose stock subscr_pt-on is pro- 
portionate to their capital and surplus. 
Their operations are directed by twelve 
boards of directors. Two-thirds of the 
members of each board aze elected by 
the member banks, and one-third are 


appointed by the Federal Reserve. 


Board. Each Federal Reserve Bank 
is thus operated under the control of a 
board of directors inchid:ng three 
government representatires. most of 
whom are business men, three bankers 
and three men engaged in commerce, 
industry or agriculture, but not con- 
nected as officer or direccor with any 
bank. The directorates‘of the Federal 
Reserve Banks include nct only bank- 
ers, but also men experieaced and 
successful in various lines of business, 
industry or agriculture. This feature 
of the relationship between the Federal 
Reserve Banks and their members is 
worthy of emphasis. Ii should be 
understood that the membzar banks, 
through their right,to two-th-rds of the 
directors of the Federal Reserve Banks, 
are in control of the actual operations 
of the Federal Reserve Banks, subject 
to supervision by the Fecerzl Reserve 
Board. 

Relations between Federal Reserve 
Banks and their' members heve grown 
to be very much like relat_ons between 
the larger banks of the zeuntry and 
their out-of-town correspondents. The 
member bank stockholcers of the 
Federal Reserve Banks use ‘these 
Banks as depositaries fo? their legal 
reserves In amounts determined by law, 
thus bringing about the mcbilization 
of banking reserves contemplated by 
the Federal Reserve Act, and furnish- 
ing the Federal Reserve Benks with 
the funds whiclf are the basis for their 


operations. These relations constitute 
the minimum which may exist between 
the Federal Reserve Banks and their 
members. For some time. after the 
organization of the Federal Reserve 
Banks, a very large proportion of the 
member banks did not transact any 
business through them, and relations 
were only of the bare minimum above 
described. . 
The relationship now existing between 
the Federal Reserve Banks and their 
members is the result of evolution and 
is far closer than in the earlier days of 
the System. The attitude of the na- 
tional bank officers whose institutions 
were practically drafted into the Fed- 
eral Reserve System at the time of its 
establishment, was then not altogether 
friendly, and many of them - were 
strongly antagonistic to the new Sys- 
tem and openly expressed their mten- 
tion to have as little to do with it as 
possible. ‘These bankers had a natural 
reluctance to break or impair long 
established ties, and felt that the 
Reserve Banks would be in a sense 
government bureaus and would adopt 
methods involving red tape and afford-. 
ing little opportunity for close and 
sympathetic personal relations. Many 
believed that member banks, especially. 
those in the smaller places, would have 


little paper of a character eligible for 


rediscount, and that as they would be 
obliged to continue to carry reserves 
with their correspondents, membership 
in the System would be more of a bur- 
den than a privilege. 

Those entrusted with the manage- 
ment of the Federal Reserve System, 
appreciating and understanding the 
attitude of the member banks, realized 
that upon them devolved the duty. 
of so conducting the Federal Reserve 
Banks as to disarm criticism and to 
make the service of the Reserve Banks 
to their members so satisfactory and 
convenient that those who had antici- 
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pated unpleasant relations would be 
obliged to revise their opinions. Not- 
withstanding this forward-looking at- 


titude on the part of the managers of- 


the Federal Reserve System, progress 
toward closer relations with member 
banks was slow, and did not become 
really appreciable until the pressure of 
problems connected with war financing 
in 1917 brought about a fuller utiliza- 
tion by member banks of the facilities 
of the Federal Reserve System and 
consequently a better understanding of 
its possibilities for service. 


War Loans a CEMENTING Factor 


To the Federal Reserve Banks was 
. given the great task of organizing in 
their respective districts distributing 
agencies for the huge loans which the 
government found it necessary to float 
and for this undertaking the aid and 
support of bankers, both member and 
non-member, was sought and obtained. 
The splendid efforts of those associated 
in this work may be inferred from re- 
sults. The close relationship thus de- 
veloped and the splendid coöperation of 
the bankers with the Federal Reserve 
Banks in placing the government’s 
loans, made for understanding and 
mutual appreciation between the Re- 
serve Banks and their members to 
such an extent that long before the 
work of government finanemg had 
ceased to require the most active efforts 
of those engaged in it, the attitude of 
the member banks had changed from 
passive toleration or outspoken antag- 
onism, to an attitude on the part of 
the majority of the member banks 
distinctly friendly to the Federal Re- 
serve System. 

With war-time activity, came de- 
mand for credit expansion which 
brought into play the loaning function 
of the Federal Reserve Banks. Mem- 
ber banks which had been skeptical of 
the value of the Federal ReserveSystem 


and had doubted the necessity for its 
existence, found themselves obliged to 
borrow if they were to do their part in 
war finance, and for the first time a 
convincing illustration of the value of 


the loaning activities of the Reserve 


Banks was given. Member banks soon 
found that borrowing at Reserve Banks 
did not involve unnecessary formality 
or red tape, as the loan policies of the 
Reserve Banks have in general been 
along very liberal lines. Loan applica- 
tions have uniformly been acted upon 
promptly on day of receipt, so that a 
member bank sending in paper for 
rediscount can count upon receiving 
credit for the proceeds thereof as 
promptly as if it were a remittance of 
bank drafts. Promptness, liberality of 
treatment and willingness to meet all 
proper demands, which characterized 
the loan activities of the Reserve 
Banks, were most potent factors in 
bringing about a better understanding 
with their members. 


Quick MEETING or Currency NEEDS 


At the same time the ability of the 
Federal Reserve Banks, through their 
power of note issue, to supply the rapid- 
ly expanding currency needs of the 
country, led to free development of this 
function. The process by which Fed- 
eral Reserve notes are issued and re- 
deemed is perhaps worthy of a brief 
description here. A member bank 
desiring currency or coin, requests the 
Federal Reserve Bank to charge its 
account and if it finds itself with more 
currency than it desires to retain in 
vault, or has currency which is no 
longer fit for use, it forwards the sur- 
plus to the Federal Reserve ‘Bank for 
credit. The Reserve Banks pay the 
cost of shipping currency or coin both 
ways, thus facilitating the prompt 
redemption of currency which is in 


-excess of the immediate needs of the 


country and enabling. member banks 


r 
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to operate with a mininum of vault 
reserve. The payment of cost of ship- 
ment of currency to the r=mber banks 
was developed by the Feceral Reserve 
Banks in an effort to give member 
institutions outside of she Federal 
Reserve cities as nearly as »ossible simi- 
lar service to that given »anks in the 
Federal Reserve cities. Æ similar pol- 
icy for shipments of currency received 
from member banks was adopted as an 
Incident to par check col-eccion, with 
the object of eliminating any element 
of cost to a member bank in remitting 
for checks sent it for collection by the 
Federal Reserve Bank. 


CHECK COLLECTION PLAN PROGRESSED 
SLOWLY 


The Federal Reserve check collec- 
tion, on the cther hand, was long an 
obstacle to the developm=nt of close 
relations with member benks because 
of the opposition of many >f zhe banks 
in smaller places to the change in 
practice which this System involved. 
The collection of checks zhrough the 
Reserve Banks has, however, made 
tremendous growth, and eaca Federal 
Reserve Bank now sends Jaily letters 
containing checks for collection to 
practically all of the banks of its dis- 
trict, both member and rcon-member. 
Similar contact results from the col- 
lection of notes, drafts, bills of ex- 
change, coupons, maturing bcnds, ete., 
which is undertaken by the Federal 
Reserve Banks. 

Other important facilities cre trans- 
ferring funds by wire between various 
sections of the country without charge 
to the member bank and tae 3afekeep- 
ing of securities—the Federa. Reserve 
Bank of New York alone now holding 
in this manner for its members $1,239,- 
215,899 of bonds and other securities. 
In all the transactions between the 
Federal Reserve Banks and their 
members, the attitude of ` he Reserve 


Banks is like that of any other bank 
dealing with correspondents, and mat- 
ters are handled along banking lines, a 
fact which has had much to do with 
the development of the close relations 
which now exist between Reserve 
Banks and their members 


Berrer BANKING METHODS 


An important influence has been 
exerted by the Federal Reserve Banks 
making for improvement of banking 
methods on the part of member banks. 
The practice of obtaining financial 
statements from borrowers has become 
much more general because there is the 
possibility that the member bank may 
later desire to rediscount the paper 
with the Federal Reserve Bank, and 
also because the requirement of bor- 
rowers’ statements (for notes of $5,000 
or over) by the Federal Reserve Banks 
has had the effect of standardizing this 
practice and leading to its adoption by 
banks which had formerly not consid- 
ered it feasible. Membership in the 
Federal Reserve System has made for 
important changes in the character of 
bank investments, mainly in the direc- 
tion of greater liquidity. Banks which 
had formerly carried bonds or call loans 
on stock exchange collateral as their so- 
called secondary reserve, have adopted 
the sound practice of diversifying 
their investments by adding to their 
portfolios commercial paper purchased 
in the open market and such highly 
liquid elements as bankers’ acceptances 
and United States certificates of indebt- 
edness. ‘Thus they have placed themi- 
selves in much stronger position as to 
availability of funds to meet with- 
drawals by carrying adequate amounts 
of paper available for rediscount or sale, 
and, also, at least a moderate amount 
of paper of short maturity. This im- 
provement in the distribution and 
liquidity of member banks’ investment 
holdings has enabled them with safety 
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to invest their funds more closely than 
ever before with resulting increase in 
profit. 

In the important matter of check 
collections, also, the practice of the 
Federal Reserve Banks of deferring 
credit on out-of-town checks a suff- 
cient time to permit of their actual col- 
lection, has led to realization of the im- 
portance of promptness in the handling 
of out-of-town checks, and closer analy- 
sis than formerly of accounts involving 
the element of collection time. The 
direct activities of the Federal Reserve 
Banks in collecting checks for their 
members has reduced very materially, 
and perhaps cut in half, the time re- 
quired to collect out-of-town checks, 
and encouragement has also been given 
to member banks to form county clear- 
ing houses so that banks in neighboring 
towns may exchange with each other 
and still further reduce the time re- 
quired for collection of such checks. 


Bangs NEED Less Casu in VAULT 


More economical methods as to the 
holding of vault cash by member banks 
have been made possible by improved 
facilities for obtaining currency and 
coin, and by legislation enacted in 1917, 
relieving member banks from the 
former requirement for a fixed amount 
of cash in vault. In October, 1914, the 
7,571 national banks of the country 
held cash in vault equal to 16.4 per 
cent of their deposits. On June 30, 
1921, 9,745 member banks held vault 
cash equal to only 2.6 per cent of their 
deposits. 

The influence of the Federal Reserve 
Banks making for improvement in the 
technical features of bank operation, 
though not readily measured, has been 
of fundamental importance and is 
among the most beneficial results of the 
System’s operations, especially when 
considered with full realization of the im- 
portance in modern economic organiza- 


tion of a banking machinery adapted to 
the great tasks which devolve upon it. 
Far obvious reasons no publicity has 
been given to a highly important Re- 
serve Bank activity, the assistance of 
member banks which for any reason 
find themselves in a dangerous position; 
and the confidential character of this 
relationship precludes other than avery 
general statement concerning it. Ina 
considerable number of mstances the 
Reserve Banks have not only extended 
assistance in the way of loans, but have 
also loaned members of the Reserve 
Bank staff to assist the institutions 
through their difficulties, with the 


_result, in a number of instances, that 


institutions which would otherwise 
have been forced to succumb, have been 
rehabilitated and are now in successful 
operation. l 

Close relations with member banks 
have also been assisted in some dis- 
tricts by conferences of member bankers 
with Federal Reserve Bank officers, at 
which the operations and functions of 


. the Federal Reserve Banks were clearly 


and fully explained, and also by visits 
to member banks at their home offices, 
made by Reserve Bank representatives, 
The officers of the Federal Reserve 
Banks realize an obligation to extend 
a service of high order to member 
banks, and to promote coöperation 
along banking lines rather than to take 
an attitude which might lead member 
banks to feel that they were dealing 


with a distant and impersonal organiza- 


tion operated as a government agency. 
In other words, the Federal Reserve 
Banks have undertaken to function as 
banks and to conduct their relations 
with member banks along much the 
same lines as those by which the larger 
banking institutions of the country have 
in the past so successfully conducted 
their relations with out-of-town corres- 
pondents. The highly satisfactory re- 
sults of this policy are’to be found in 
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the friendly attitude whica is now mani- 
fest on the part of member banks 
_toward the Federal Reserve Banks. 


INTER-RELATIONS OF RESEEVE BANKS 


The establishment of t-velve regional 
Federal Reserve Banks rather than of 
a central bank, was in keeping with the 
great area of our country, which might 
be considered as making the establish- 
ment of one great central bank of 
doubtful advantage, ard with the 
American predilection forthe minimum 
of banking centralization The twelve 
Federal Reserve Banks were to be, and 
are, operated each by its own board of 
directors, and each is to a very large 
degree an independent entity, having 
power to deal with the problems arising 
within its own district according to the 
judgment of its directors and officers. 
This has given opportrnity for the 
development of a considzrable degree 
of individuality in perscnnel and 
methods, and for the control of each 
Federal Reserve Bank by men familiar 
with the business of the district. 

Counteracting to a corsicerable de- 
gree this tendency to indiv:duality in 
the management and opezations of the 
several Federal Reserve Banks, is the 
influence of common function and pur- 
pose, of interbank contact, and, also, 
the supervision of the Federal Reserve 
Board. The practically clentical rela- 
tionship of each Reserve Bank to its 
members and the similarity of func- 
tions, led early to efforts zo 2odrdinate 
action on all matters possible of com- 
mon solution. Even before the organi- 
zation of the Federal Reserve Board 
and the Federal Reserve Eanks, the 
preliminary Organizatior Committee 
had prepared plans for accounting and 
methods which were to a. considerable 
extent used by the Reserve Banks when 
organized, though modifed in many 
ways as experience shoved need for 
change. s 


‘A conference of governors and direc- 
tors of all Federal Reserve Banks pre- 
ceded the actual opening of the Banks. 
Problems of general policy before the 
Banks and the Federal Reserve Board, 
have been the subject of discussion at 
conferences held from time to time by 
governors and Federal Reserve agents. 
Numerous conferences have also been 
held by representatives of the Reserve 
Banks to deal with the more technical 
features of operation, such as account- 
ing and auditing methods, check col- 
lections, employment methods and 
other similar problems. The spirit of 
coöperation and willingness to take 
counsel together, evidenced at these 
conferences, has been typical of the 
everyday relations between the Reserve 
Banks and has resulted in the develop- 
ment of a close-knit system in which 
the several units, though independent 
in management, work together to ob- 
tain for their members and the public 
the advantages to be derived from a 
unified banking system. 

The results of codperation among 
the Federal Reserve Banks are in some 
cases very tangible, as, notably, the 
country-wide check collection system, 
the establishment of facilities for trans- 
fers of funds over the private wires 
between Federal Reserve Banks, the es- 
tablishment of a Gold Settlement Fund 
through which has been obviated the 
necessity of gold shipments between 
different parts of the country, and, 
perhaps most important of all, the facil- 
ities for interbank rediscounts by means 
of which seasonal loan demands may 
be met by the Reserve Banks whose 
positions are relatively strong and who 
Joan to those on which the pressure is 
greatest. The advantage claimed for 
a central bank with ability to direct the 
flow of loanable funds to the point of 
maximum need, appears to have been 
attained through this arrangement, as 
interbank rediscounts have been freely 
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and voluntarily made in such amounts 
as were necessary to meet the heavy 
loan demands in many districts which 
would otherwise have found themselves 
with greatly impaired reserves. 

The heaviest borrowers relatively 
have been the Federal Reserve Banksin 
the agricultural sections, the lenders þe- 
ing usually the banks in sections whose 
activities are predominantly industrial. 
The interbank loans at their high point 
were as shown in the table below: 


action of Congress. The policy of the 
Reserve Board, as revealed in its rul- 
ings and the public utterances of its 
members, has been consistently to 
refrain from performing operating func- 
tions in connection with the manage- 
ment of the Reserve Banks and to make 
its field of activity the supervision and 
codrdination of twelve practically inde- 
pendent regioral reserve institutions. 
Its rulings and regulations have served 
to interpret and apply the law under 


Inter-Bank Loans or Feperat Reserve Banks 


Borrowers 

; Per- 

cent- 

Bank Amount Reserve ages 
; Before After 

New York.... $49,305,000 35.3 38.5 
Richmond.... 19,900,000 35.4 45.8 
Atlanta. ..... 37,758,000 23.2 40.5 
Chicago...... 13,050,000 37.9 39.5 
St. Louis..... 40,410,000 21.0 41.3 
Minn......... 27,204,000 17.0 39.0 
Kansas City... 45,807,000 17.4 42.5 
Dallas....... 33,944,000 13.2 40.9 


Toran... $267,378,000 


The chart on page 94 illustrates 
graphically the movements of reserves 
of the Federal Reserve Banks, evidenc- 
ing the pressure of demand for loans 
which could be safely met only by 
rediscounting. 


RESERVE Boarn’s INFLUENCE FOR 
UNITY 


Strong as were the forces which have 
been mentioned in making for close 
relations and coöperation on the part 
of the Federal Reserve Banks, the 
‘position of the Federal Reserve Board, 
as the central element in the Federal 
Reserve organization, is one of such 


great influence that its policies may be. 


regarded as in large measure responsible 
for the course which has been taken in 
the development of the System pro- 
vided for in general outline by the 


Lenders 
Per- 
cent- 
Bank Amount Reserve ages 
Before After 
Boston......... $85,896,000 72.0 51.1 
a Sd 1) | eee ere 442,722,000 63.8 52.3 
Cleveland. ..... 187,874,000 80.5 52.3 
San Francisco... 886,000 45.2 44,9 
$267,378,000 


which the Reserve Banks operate, and 
also to bring about general uniformity 
in the policies of the Reserve Banks, 
while leaving a large discretion to the 
management o? each Bank as to the 
acceptance or rejection of individual 
paper, offered for rediscount, and as to 
other problems of operation. 

Thus there ñas been noted in the 
operations of the Federal Reserve Sys- 
tem a combination of uniformity of 
policy and flexibility of everyday opera- 
tion which would be difficult or per- 
haps impossible under a system where 
the operating function was controlled 
by acentral body. A tendency toward 
similarity of discount rates at the 
several Reserve Banks has been ap- 
parent, though differences in condi- 
tions have prevented and are likely to 
prevent complete uniformity in this 
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RESERVE PERCENTAGES Frecersi Reserve Bangs BEFORE INTERBANK. ACCOMMODATIONS 


BOSTON NEW YORK 








particular. Practices as t creck clear- 
ing and collection; collecion of notes 
and drafts, supplying currency and 
coin, and loaning operaticns. are much 
alike at the different Reerve Banks, 
yet each Bank may, iadependently 
within the limits set by the lew and the 
Federal Reserve Board’s ruling and 
regulations, perfect and improve its 
methods of operation at its own option. 


PHILADELPHIA CLEVELAND -e 


The Federal Reserve Board has 
made very clear that the Federal Re- 
serve System is not a central bank or its 
equivalent, but that the twelve Federal 
Reserve Banks are independent insti- 
tutions over which the Federal Reserve 
Board exercises supervisory authority, 
without attempting to participate di- 
rectly in the management. 

It thus appears that the advantages 
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3 


to be expected from the free flow of 
credit from one part of the country to 
the other to meet demands for com- 
mercial, industrial or agricultural pur- 
poses, are supplied by the inter-bank 
rediscounting feature of the Federal 
Reserve System, but that the aim of 
having the problems of each district 
entrusted to directors living within the 


£ 


district and to officers closely familiar 
with these problems, with full discre- 
tion and power to act within their own 
districts, has also been attained. The 
Federal Reserve System may be said to 
give the advantages of tHe mobilization 
and centralization of banking reserves 
while preserving thetypically American 
freedom from highly centralized control. 


The Evolution and Practical Operation of the Gold 
Settlement Fund 


By GrorcE J. SEAY 
Governor of the Federal Reserve Bank of Richmond 


T is difficult to realize that only 
seven years have elapsed since the 
establishment of the Federal Reserve 
Banks. During that period, matters 
of such tremendous import to the 
world have happened and develop- 
ments in banking and finance have 
been so revolutionary in their nature 
and size that we have a full under- 
standing of the feelings of the small boy 
of seven who declared that, although 
only seven, judging by the experience 
he had had, he was ’most a hundred. 
since 1914, the resources of the banks 
of the United States have grown from 
27 billions of dollars to 53 billions, and 
bank clearings have grown from 155 
billions to 451 billions. In measuring 
the national debt, the income of the 
Treasury and taxation, the unit is no 
longer a million but a billion. ` 
All the momentous and tragic ex- 
periences of ‘life leave an impression 
upon the mind of having occupied a 
prolonged. period. Therefore, it seems 
that the Federal Reserve System has 
been operating for a period much 
longer than that measured by seven 
calendar years. As a matter of fact, 
it has, beyond’ doubt, developed in 
those seven years at a pace far more 


rapid than could have been expected 
in normal times. The country seems 
accustomed and seasoned to the opera- 
tions of the Federal. Reserve System, 
but, it becomes apparent from time to 
time that many people and even many 
banks have not a fuil appreciation of 
the accomplishments of the System or 
a full understanding of the fact that 
financial transactions of the magnitude 
developed within these seven years 
were rendered possible only by the 
operation of the System. 

The country banker, when ‘he sends 
his checks and collection items to his 
city correspondent, may think that 
thereby he is creating exchange. This 
is but the first and the lowest step in 
the creation of exchange. The proc- 
esses involved in the collection and 
final settlement of such items are 
numerous and they constitute the 
fabric of exchange. The Federal Re- 
serve System has developed the most 
comprehensive and most effective sys- 
tem of exchange known to the banking 
world. 

The Federal Reserve Banks act as 


. clearing houses for their members, and 


the various transactions engaged in by 
these banks create balgnces between 


y 


w 


them and their members and between 
each other. . The Federa. . Reserve 
Board has set up macLmery which 
operates as a clearing heus2 between 
Federal Reserve Banks, «nc the Gold 
Settlement Fund is the heart of the 
System. 

` Therefore, an account of the evolu- 
tion and the practical operation of the 
Gold Settlement Fund, tLrough which 
final payment is made fr that vast 
volume of credit instruments circu- 
lating throughout the ceurtry, must 
contribute to a better understanding 
of the System as a whole. 


EARLY NEED or INTER-BANK 
SETTLEMENT MACEINERY 


Under the terms of the Federal 
Reserve Act, the Federa. Reserve 
Board, in Section 16, wss authorized 
at its discretion to exerdse the func- 
tions of a clearing house for Federal 
Reserve Banks. -It is nct to be sup- 
posed that there dwelt in th2 minds of 
the framers oi this provision of the Act 
any well-defined concerticn of the 
manner in which this fuaction would 
be exercised and least.«f all of the 
nature and magnitude cf he settle- 
ments which this -“‘clecrirg house” 
would be called upon to make within 
such a short period of time. 

During the early darys, after the 
organization of the Fecerel Reserve 
Banks in November, 1924, they were 
occupied chiefly by the rece:pt of pay- 
ments of subscriptions to capital stock 
and with the receipt fom member 
banks of deposits setting up zhe reserve 
required by the Act. 2arments on 
account of subscriptior to capital 
stock were required to be made in gold 
or gold certificates. Reserve deposits 
were required to be madezither in gold 
or lawful money, except that Federal 
Reserve Banks were authorized to 
receive ag reserve not exceeding one- 
half of each installment payment in 
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eligible paper, as described in Section 
14. That is to say, member banks 
were permitted to rediscount at that 
time with their Federal Reserve Bank 
to this extent in establishing reserves. 

Under date of November 25, 1914, 
a circular was issued by the Federal 
Reserve Bank of Richmond, advising 
its members that.the bank was ready 
to commence rediscounting in the 
regular course of business and in a 
position to furnish Federal Reserve 
notes for the proceeds of rediscounts. 
The member banks had previously 
been advised that collections and 
clearings could not be undertaken at 
the beginning and that, “therefore, . 
active accounts of member banks 
could not be established until further 
notice. They were advised, however, 
that aiter initial payments of reserve 
had been made, checks drawn on any 
member bank in the cities of Rich- 
mond, Washington and Baltimore, 
all within the district, would be re- 
ceived for the credit of the members. 
The member banks were cautioned, 
however, that while the Richmond 
bank was accepting checks on banks in 
the reserve cities of the Fifth District 
“it is not intended at this stage that 
the Reserve Bank shall be used merely 
to transfer balances in one place in 
order to make them available in 
another,” and further “members are 
expected to use their present clearmg 
connections for. making collections 
until greater preparation has been 
made for clearing.” 

Notwithstanding the restricted na- 
ture of the business conducted at that 
time, balances in excess of the required 
reserve were created, aad checks 
against these balances found their way 
into other districts. No machinery 
had been set up to effect settlements 
between Federal Reserve Banks, but 
it was the understanding that any 
Federal Reserve Bank would have the 
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ight to call upon any other for remit- 
tances in gold to effect settlement of 
balances between the two. 

At that time of the year (December) 
the flow of funds was towards New 
York, and, as a result of the practice 
of receiving from member banks for 
credit checks on their balances in the 
reserve cities of this district and then 
permitting the banks to check on such 
balances—which checks were usually 
sent to New York in order to create 
exchange—the Federal Reserve Bank 
of Richmond became in debt to the 
Federal Reserve Bank of New York 
for several millions of dollars. 
place restraint upon this practice it 
became necessary to advise member 
banks that such checks deposited with 
the Federal Reserve Bank for the pur- 
pose of creating exchange would be 
subject to a charge for collection, in 
accordance with Section 16 of the Act. 
On January 18, 1915, in sending out 
notification of the second installment 
due on capital stock subscriptions, 
members were advised that payments 
could be made by means of checks on 
national banks in New York City 
instead of in gold. This was done for 
the purpose of reducing the debt of the 
Richmond Bank to the New York 
Bank, thus, to that extent, avoiding 
settlement with the New York Bank 
in gold. 

It will be apparent that very early in 
the operation of the System the neces- 
sity for providing the machinery for 
making settlement between Federal 
Reserve Banks was a pressing one, and 
during that time careful study was 
being given to the question, both by 
the Federal Reserve Board and the 
officers of the Federal Reserve Banks. 


ESTABLISHMENT OF THE GOLD 
SETTLEMENT FUND 


Prior to-the organization of Federal 
Reserve Banks, a report was made to 


8 ® 


To“ 


the Reserve Bank Organization Com- 
mittee, by those whose services were 
engaged for the purpose, which con- 
tained many practical suggestions as to 
the organization and operation of Fed- 
eral Reserve Banks. Among these was 
a suggestion for a “Federal Reserve 
Clearing House,” which involved the 
deposit of a certain sum of gold by 
each Federal Reserve Bank with the 
Federal Reserve Board or with any 
Federal Reserve Bank designated by 
the Board to act as a clearing agent 
and settle balances between Federal 
Reserve Banks by means of book 
entries made by a settling agent or by 
certificates issued by the settling agent. 

At the first conference of the 
governors of tke banks, held with the 
Board in Washington, December 10, 
ll and 12, 1914, a special committee 
was appointed to study the subject 
and report to the next conference. 
At the second conference held in 
Washington, January 20-23, 1915, the 
report of the committee was received, 
discussed by the conference,' and, with 
several amendments, was submitted to 
the Federal Reserve Board. The plan 
submitted to the Board by this con- 
ference was sukstantially that outlined 
in the report of the preliminary com- 
mittee on organization, though many 
details were submitted by the con- 
ference. The Board took the matter 
under consideration and announced in 
April, 1915, that the plan of settlement 
between Federal Reserve Banks had 
been completed and would become 
effective about the middle of May, 
1915. 

In the meantime, all the Federal 
Reserve Banks had been maintaining 
accounts with one another, which 
accounts, of course, were affected by 
all interdistrict transactions. 

Under date of May 8, 1915, the 
Federal Reserve Board issued its 
Bulletin No. 13, Series of 1915, out- 
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lining the plan of clearing between 
Federal Reserve Banks. The plan 
was designed to effect settlements of 
all balances then outstanding and 
thereafter to settle accornts between 
Federal Reserve Banks weekly.. The 
following is a brief statement of the 
principal feature of the plan: Each 
Federal Reserve Bank was required to 
forward to the Treasury af Washington 
or the nearest subtreasuzy for credit 
in the account of the Goll Settlement 
Fund one million dollars in gold, gold 
certificates or gold order certificates, 
in addition to an amount at Least equal 


to its net indebtedness to all Federal ’ 


Reserve Banks. 

The Treasury Department under- 
took to advise the -Fec=ral Reserve 
Banks of the receipt of tae funds and 
undertook further to deliver to the 
Federal Reserve Board go.d certificates 
payable to the order of tke Federal 
Reserve Board in denoninations of 
ten thousand dollars, covering the sum 
so deposited. Each Federzl Reserve 
Bank was required to make such 
payment into the Gold Fund. from 
time to time as might be necessary to 
maintain the balance to itz credit in the 
Fund at one million dollars. Federal 
Reserve Banks having belances in 
excess of one million collars, as a 
result of clearing operations, were 
allowed to withdraw the exc3ss at will, 
payment to be made by skipment of 
gold order certificates to the said bank 
by the Board, or paymen- through the 
nearest subtreasury. 

The Board kept a set: of books i in 
which there was an acccunt for each 
Federal Reserve Bank, showing at all 
times the amount of gold held for each 
bank. The gold order certificates 
representing the gold held by the 
Treasury were kept in & safe in the 
Treasury vaults set apart for the ex- 
clusive use of the Board, to be opened 
only in the presence of two persons 


designated by the Secretary and two 
designated by the Board. The balance 
of each Federal Reserve Bank in the 
Gold Fund was permitted to be 
counted as a part of the gold reserve of 
the bank. Each Federal Reserve 
Bank was required to keep two ac- 
counts with every other Federal Re- 
serve Bank, one showing the total 
amount due to the other Federal 
Reserve Bank and the other, the 
amount due from the other Federal 
Reserve Bank. 

The first settlement, being historic, 
will be described. It was made in the 
following manner. At the close of 
business, Wednesday, May 19, 1915, 
each Federal Reserve Bank advised 
the Federal Reserve Board by wire the 
amount in even thousands due by it 
to each other Federal Reserve Bank as 
of that day. On Thursday, May 20, 
the settling agent appointed by the 
Board telegraphed each Federal Re- 
serve Bank the amount of credits to 
its settling account, giving the name 
of each bank from which such credits 
were received, also the net debit or 
credit balance in the settlement. After 
the receipt of these advices, but not - 
later than May 24, each Federal 
Reserve Bank was required to put into 
the Gold Fund by shipment or trans- 
fers of gold or gold certificates of the 
United States, directly or through the 
nearest subtreasury, an amount suf- 
ficient to cover its debit balance, if any, 
and to establish a credit balance of at 
least one million dollars. ‘The totals: 
so remitted at that time were $18,450,- ` 
000. The Federal Reserve Banks 
made appropriate entries in their 
accounts based upon the report of the 
settling agent. Thus the Gold Settle- 
ment Fund was launched. Thereafter, 
settlements were made weekly, on 
Thursday, upon the basis of figures tele- 
graphed by each Federal Reserve Bank 
at the close of business Wednesday. 
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The Treasury Department had not 
only agreed to receive remittances 
in gold and to issue ten thousand 
dollar gold order certificates to the Fed- 
eral Reserve Board, but had also agreed 
to allow the use of the subtreasuries in 
connection with remittances and with- 
drawals from the Gold Fund by 
Federal Reserve Banks. It was under- 
stood and agreed, however, that if 
the receipt of such remittances or the 
making of such payments at any time 
involved the actual shipment of gold 
from the Treasury at Washington to a 
subtreasury, or vice versa, the expense 
of such shipments should be borne by 
the Federal Reserve Banks. 


COMMENCEMENT OF AN INtRA-DIsSTRICT 
CLEARING PLAN BY FEDERAL 
RESERVE BANKS 


It will be understood that the bal- 
ances of member banks with their 
Federal Reserve Banks were affected 
chiefly by two operations: first, by 
discount operations, and, second, by 
the collection of checks through the 
Federal Reserve Bank. Up to this 
time, as before described, the collection 
of checks by a Federal Reserve Bank 
for its members, even within its own 
- district, had been very limited. In 
June, 1915, most, if not all, of the 
Federal Reserve Banks put into opera- 
tion a voluntary plan of intra-district 
collections. According to this plan, a 
Federal Reserve Bank invited all of its 
members to join the collection plan, 
under which each member that joined 
the plan could send to the Federal 
Reserve Bank checks upon every other 
member that had joined the plan but 


upon no other members and upon no. 


member outside of its own district. 
The Federal Reserve Bank would give 
the sending member bank immediate 
credit for such checks in its reserve 
account. Onthe other hand, each mem- 
ber bank joining the plan had agreed 


that upon the day of receipt the 
Federal Reserv2 Bank could charge its 
reserve account. with the total amount 
of checks drawn upon it. 

While the operations of this plan 
did not primarily involve relations 
between Federal Reserve Banks, such 
relations were indirectly involved. 
Clearings unde? the plan depleted the 
reserve accounts of some members and 
resulted in exczss balances in the re- 
serve accounts of others. The member 
bank whose res2rve accounts had been 
depleted had tc remit in gold or lawful 
money or in some form of exchange 
acceptable to the Reserve Bank. Other 
banks whose clearings resulted in 
excess balances had the right to check 
against such balances and checks on 
one Federal Reserve Bank were re- 
ceived for credit by other Federal 
Reserve Banks. These transactions, 
in so far as they affected the accounts 
between Federal Reserve Banks, tended 
to increase the volume of the weekly 
settlements through the Gold Settle- 
ment Fund. It is because of this fact 
that a description is given of the early 
developments of a collection plan‘ by 
Federal Reserve Banks. 

In addition to clearing weekly, 
Federal Reserve Banks had the privi- . 
lege of transferring excess balances in 
the Gold Func to other Federal Re- 
serve Banks by wire or letter to the 
Federal Reserve Board.. During the 
week ending June 24, 1915, the 
Federal Reserve Bank of San Francisco 
transferred in this way to the Federal 
Reserve Bank əf Boston two hundred 
thousand dollars. During the week end- 
ing July 1, 1915, San Francisco made 
two transfers, “our hundred and fifty 
thousand dollarsto New York and thirty 
thousand dollars to Chicago. These 
initial transfers are mentioned because 
they are historic. After that time, trans- 
fers between Federal Reserve Banks 
became more and more frequent. 
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The first withdrawal from the Gold 
Settlement Fund by any Federal Re- 
serve Bank was made on -uly 14, 1915, 
by the Federal Reser~re Bank of 
Chicago. Its telegram requesting the 
payment was received by the Board at 
10.30 a.m. and at 2.00 p.m. on the 
same day the Assistant Tr2asurer of 
the United States at Chraco advised 
the bank of his readiness to make 
payment. Although in s number of 
cases thereafter such withdrawals 
occurred from time to time, the con- 
venience and usefulness of the Gold 
Settlement Fund became more and 
more apparent, and there developed 
a tendency to allow credit balances to 
accumulate, so that the Fund passed 
the one hundred million dollar mark 
on November 18, 1915. 


FEDERAL RESERVE AGENTS 
Goto EUND 


In the latter part of 1915, the Board 
determined te enlarge the scope of the 
Gold Settlement Fund by opening 
accounts with the Federal Reserve 
agents of the various Fecerel Reserve 
Banks. While very little discounting 
was done by Federal Reserve Banks 
in the early days of the System, the 
volume of Federal Reserve notes put 
out was very considerable. Therefore, 
almost from the beginnirg, 2ach Fed- 
eral Reserve agent had tke custody of 
and the responsibility for a consider- 
able amount of gold, al of which, 
except 5 per cent deposifed with the 
Treasurer of the United States as 
redemption fund, remamed in his 
possession. ‘Transactions mvolved in 
the issue and retirement o? Federal 
Reserve notes: necessitated frequent 
payments in large sums from the bank 
to the agent and from the agent to the 
bank. When these payments were 
made in gold or gold certif£.cazes, much 
counting and recounting was necessary 
on the part of the emp oyes of the 
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bank and the representatives of the 


- Federal Reserve agents. 


In the early part of September, 1915, 
the Federal Reserve Board resolved 
that a Gold Fund should be established 
for the use and benefit of Federal 
Reserve agents, not identical with, but 
in close relation to and coöperation 
with the Gold Settlement Fund of the 
twelve Federal Reserve Banks. The 
settling agent of the Board was di- 
rected to open and maintain on the 
books a distinct and separate account 
for each Federal Reserve agent and to 
receive from the said agent, or from 
the Federal Reserve Bank for the 
account of such agent, deposits of gold 
certificates, subject to the order of the 
Federal Reserve agent for whom such 
deposits had been made. The fund of 
the Federal Reserve agents was 
handled and operated in the same 
manner as the Gold Settlement Fund 
of the banks, but, as before mentioned, 
the funds were handled separately. 
As a consequence, when transfers 
were made from an agent to a bank ora 
bank to an agent, it was necessary for 
the representative of the Board to 
make an actual shift of gold or gold 
certificates from one safe to another or 
from one compartment in the safe to 
another compartment. 

The Federal Reserve Bank of At- 
lanta was the first to make such a 
transfer. On September 8, 1915, $2,- 
500,000 was passed from the account 
of the bank in the Gold Settlement 
Fund to the credit of the Federal 
Reserve agent. Simultaneously, the 
Federal Reserve agent of Atlanta 
released to the Federal Reserve Bank 
of Altanta the same amount in gold or 
gold certificates. The second bank to 
make use of this facility was the 
Federal Reserve Bank of Richmond, 
the amount of the transfer being $2,- 
600,000 from the account of the bank 
to the account of the agent. At the 
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time of this writing, the Federal Re- 
serve agents in five of the Federal 
Reserve Banks are keeping all of the 
gold deposited with them (except the 
5 per cent redemption fund deposited 
with the Treasurer of the United 
States) in this fund. Ofthe remaining 
seven, six have much larger amounts to 
their credit in the fund than they are 
holding in the vaults of their banks. 
The amount to the credit of all Fed- 
eral Reserve agents in the fund is 
$1,169,210,000, while the total amount 
of gold and gold certificates held by 
the several Federal Reserve agents at 
their respective banks is $450,162,000. 
The total amount in the funds of the 
Federal Reserve agents and Federal 
Reserve Banks is $1,665,321,000. 


Scope OF CLEARING PLAN 


The voluntary intra-district clearing 
plan, established by nearly all of the 
Federal Reserve Banks in June, 1915, 
did not prove successful because it 
embraced only a comparatively small 
percentage of member banks whose 
operations through the Federal Re- 
serve Banks were confined to .the 
exchange of checks upon one another. 
As a matter of fact, the plan was 
devised and operated partly as an 
experiment to develop experience and 


data necessary to the intelligent plan-. 


ning of a more comprehensive system. 
The Federal Reserve Board and the 
officers of all the Federal Reserve 
Banks had given a great deal of time 
and study to the situation, both in 
conferences: with the Board and other- 
wise. On July 15, 1916, the present 
clearing plan between Federal Reserve 
Banks and their members and between 
the Federal Reserve Banks themselves 
was put in operation. The plan is now 
too well known to need description. 
The plan has been modified and im- 
proved to some extent since its 
inauguration. At the time the plan 
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was inaugurated, the total number of 
member and non-member banks em- 
braced in its operation was approxi- 
mately fifteen thousand. At the 
present time the number is 28,191, 
or 92.8 per cert of all banks in the 
country, embrazing more then 98 per 
cent of all banking resources. ‘The 
number of items handled by the 
System in 1620 was 503,728,000, 
amounting to $179,459,351,000. 

The operation of the new collection 
plan very greatly increased the number 
of transactions between Federal Re- 
serve Banks. At the same time, the 


_ increasing issues of Federal Reserve 


notes made necessary an increasing 
number of transfers between each bank 
and its Federel Reserve agent and 
between the banks themselves and the 
Treasurer of the \United States in 
transactions relating to the 5 per cent 
redemption fund for Federal “Reserve 
notes. 

In its Second Annual Report cover- 
ing the operations of the Fund, the 
Federal Reserve Board, page 179, 
stated: “The Federal Reserve Board 
has, up to the close of the year 1915, 
settled through the Gold Settlement 
Fund for the twelve Federal Reserve 
Banks indebtedness aggregating $l,- 
052,649,000 with a net change of only 
$95,697,000 in ownership of gold held 
in the Fund, or 8.14 per cent of the 
total amount cleared. The direct 
expense incident tothe Gold Settlement 
Fund in handling these transactions 
has been apprcximately $1,150, prin- 
cipally for equipment and telegraph 
services.” 

In its Third Annual Report covering 
the year 1916, the Federal Reserve 
Board stated that the total clearings 
for the year had been $5,533,966,000. 
The cost of handling the Fund was 
$1,343.37, or $0.002} per $1,000. The 
net amount of change of ownership 
among Federal Reserve Banks as 
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a result of these. clearings was only 
$293,870,000. The Board remarked, 
“It may be estimated conservatively 
that the shipment of coin: and currency 
of at: least that amount was thus 
avoided.” This statemert merits care- 
ful attention. 


AMENDMENT or JUNE 21, 1917 


The next step in the evolction of the 
Gold Fund was as follows: It will be 
remembered that the Gold Funds of 
the Federal Reserve Benks and the 
Federal Reserve agent: were kept 
separately and that this arrangement 
made it necessary for the tw represen- 
tatives of the Federal Reserve Board 
and the representative ofth2 Treasury 
Department to open the safe in which 
the Fund was held in -en thousand 
dollar gold order certificaces and make 
actual transiers of suen certificates 


from one fund to the other whenever | 


transfers were rendered necessary. 
Continued increases in the issue of 
Federal Reserve notes ard in the 
number and amounts of transactions 
between Federal Reserve 3anks, in- 
volving large increases n both gold 
funds and a greatly enlerged number 
of transactions, made the duties of the 
custodians of the Golc Fund very 
burdensome, Therefore the Board 
recommended to Congress an amend- 
ment to the Act, which bezane a law on 
June 21, 1917, for the purpose of 
simplifying the operation of the Fund, 
which had grown from £18 450,000 in 
May, 1915, to considera:ly more than 
$500,000,000. 

Under the new plan, made possible 
by the amendment of Secion 16 of the 
Federal Reserve Act, the T-easurer-of 
the United States opened en account 
with the Federal Reserve Board, 
giving credit to the Board for the sum 
of deposits of Federal R=serve Banks 
and Federal Reserve agerts combined. 
Individual acgounts were kept as 
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formerly by the Federal Reserve Board. 
The Fund was transferred to the keep- 
ing of the Treasurer of the United 
States, and the Board, in its bulletin 
for July, 1917, in describing the trans- 
fer, said: “Some idea of the magnitude 
of the Fund may be had from the fact 
that a truck load of gold order certifi- 
cates (in ten thousand dollar denomi- 
nation) was transferred from the 
Federal Reserve Board to the Treas- 
urer of the United States. It took 
three men over two days to place a 
stamped endorsement on the certifi- 
cates. Had the amount represented 
been in the form of gold coin, it would 
have weighed 963 short tons. The 
Treasury of the United States, of 
course, issued its receipt to the Board 
for the money.” 

In its Fourth Annual Report cover- 
ing the year 1917, the Federal Reserve 
Board stated that the operation of the 
Fund, which was, in effect, a clearing 
house for the twelve Federal Reserve 
Banks, had» been particularly useful 
during the year by reason of the 
continuous transfers of very large 
amounts, which had grown out of the 
sale of government bonds and Treas- 
ury certificates and redistribution and 


-disbursement of the funds realized. . 


The total volume of clearings and 
transfers through the Fund during the 
year amounted to $26,962,000,000, as 
compared with $5,575,000,000 during 
1916. The net balances representing 
the change of ownership between the 
Federal Reserve Banks of gold held in 
the fund were $272,000,000. The 
Board stated: “Without such an 
arrangement, actual settlings between 
Federal Reserve Banks would have 
been accompanied with great expense 
and loss of time, but by its aid these 
enormous transfers have been made 
automatic and instantaneous and have 
been made without the inconvenience 
and expense which would have been 
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unavoidable had a physical transfer 
and shipment of money been neces- 
sary.” 

It is not only the expense and delay 
of the physical transfer and shipment 
of money which was avoided. It is to 
be doubted whether such ‘transfers 
would ‘have been possible at all under 
the old banking plan without creating 
financial disturbances which ‘would 
have unsettled the business, of the 
nation. 

Up to this time Federal Reserve 
Banks were still making weekly settle- 
ments on a basis of figurés shown by 
their books at the close of business 
Wednesday. Practically all communi- 
cations between the Federal Reserve 
Banks and the Federal Reserve Board 
with reference to weekly settlements 
and transfers had been made by wire, 
and messages had necessarily been sent 
over the commercial wires. The 
necessity for private wires between all 
Federal Reserve Banks and branches 
and the Federal Reserve Board became 
too urgent to be postponed. A private 
or leased wire system was put in 
operation on June 4, 1918, and all 
Federal Reserve Banks employed tele- 
graph operators. 


- DAILY SETTLEMENTS THROUGH THE 
GoLp FUND 


The next step in the evolution of the 
Gold Fund was the institution of daily 
instead of weekly settlements. On 
July 1, 1918, a daily settlement plan 
was put into effect. In the Bulletin 
for July, 1918, the Board said: 


The plan will eliminate a great deal 
of work at the Federal Reserve Banks, 
and through daily instead of weekly settle- 
ments will provide for the proper adjust- 
ment of the gold holdings to the credit of 
each Federal Reserve Bank in the Gold 
Settlement Fund in as nearly automatic a 
way as possible. At the present time, the 
Federal Reserve Banks, in addition to the 
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weekly settlement, have the privilege of 
demanding transfers at any time upon the 
net debit balance as shown in accounts 
with other Federal Reserve Banks. It 
must be-expected that if the present plan of 
weekly settlement were to be maintained, 
such transfers would become more numer- 


-ous in the future as the calls upon. the 


Federal Reserve Banks became heavier. 
The proposed plan (for daily settlement) 
would do away with the greater part of 
such transfers and will release for the 
strengthening of their reserves the funds 
now carried as the amounts due from other 
Federal Reserve Banks. Under the law, 
balances due from other Federal Reserve 
Banks could not be counted as a part of the 
reserve of any Federal Reserve Bank, but 
under the regulations of the Board, which 
then existed, such balances due from other 
Federal Reserve Banks were allowed as 
deductions from net deposits in making 
reserve calculations. 


GROWTH IN CLEARING TRANSACTIONS 


Combined clearings and transfers 
through the Fund during the year 1918 
aggregated $50,242,000,000. Thus, by 


gradual development, what seemed, 


and was indeed, a formidable under- 
taking was worked out. The internal 
accounting operations of the Federal 
Reserve Banks were readjusted and 
improved, but no change was made 
in the plan of settlement during 
the year 1919. Clearings’ and trans- 
fers through the Fund for the year 
1919 aggregated practically 74 billion 
dollars. The Board, in its annual 
report for the year 1919, made the 
following statement: 


When it is considered that these enor- 
mous transfers are made almost instan- 
taneously by means of the leased wire 
system without involving the physical 
movement of a dollar, it will be seen that 
the arrangement has been of incalculable 
value to the government, the banks and the 
public. ‘The total expense of operation, 
including the ‘cost of the leased wires and 
the salaries of accountants, was approxi- 
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mately $250,000. This represents the 
basic cost of effecting domestic exchanges 
between the several reserve districts. A 
charge of ten cents per one aundred dollars, 
if generally imposed, woulc have imposed 
an expense on the commeres of the country 
of $78,984,252. 


The leased wire system had been 
extended to all branch2s of Federal 
Reserve Banks, and ir many cases 
these branches participated in the 
Gold Settlement Fund. 

The last refinement in the evolution 
of the Gold Settlement Fund was made 
when all transactions between Federal 
Reserve Banks which cere settled 
through the Gold Fund were made 
effective on the day o1 which they 
occurred. This was made possible by 
the introduction of a plan or practice 
under which all transections to be 
settled through the Go.d Fund were 
wired to the Board from the banks and 
the branches, and the Board made the 
settlement upon its bocks as of that 
day at the earliest possitle hour on the 
following morning, anid wired the 
settlement figures to each Federal 
Reserve Bank. The Federal Reserve 
Banks kept their books open until 
such wires were received from the 
Federal Reserve Board, and then 
made the few entries necessary and 
closed their books as of the pre- 
vious day. This plan kas worked ad- 
mirably and has eliminated all the 
float which had to ke carried by 
those Reserve Banks wth credit bal- 
ances in the settlemert under the 
previous plan, by which the daily 
settlement payments were not re- 
ceived until the day following that 
on which the settlement figures were 
made up. The volume of clearing 
through the Gold Fund fcr the year 
1920 was $92,625,000,009. The aver- 
age weekly volume of clearings in- 
creased from $31,898,0(0 mn 1915 to 
$1,793,584,00Q in 1920. 
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“Behold, how great a matter a 
little fire kindleth?’ Thus, from 
cautious beginnings, feeling the way, 
but nevertheless with unexpected rapid- 


. ity of progress, the Federal Reserve 


System has developed the most ef- 
fective, the most comprehensive and 
the most economically administered 
exchange system in the world of bank- 
ing. When all the banks of the country 
are on a par clearing basis, the system 
can be made still more effective and 
useful. 

At the present time, a member bank 
may obtain from its own Federal Re- 
serve Bank, free of expense to itself, a 
telegraphic transfer of funds, in any 
amount, to any point in the country 
where a member “bank is located. 
These transactions are effected between 
Federal Reserve Banks and are settled 
through the Gold Fund. 

The Gold Fund has been of inesti- 
mable value to the Treasury, and has 
rendered easy of accomplishment the 
most stupendous financial operations 
ever undertaken. During the past 
two years, the government has col- 
lected taxes from every nook and 
corner of the country, amounting to 
about one billion dollars quarterly. 
Certificates of indebtedness have been 
issued, have matured and been paid, 
and the receipts and disbursements 
of the Treasury for a single day, on 
occasions, have amounted to approxi- 
mately a billion dollars each way. 
All of these funds passed through 
the Federal Reserve Banks; they were 
adjusted and redistributed through 
the Gold Fund without disturbance 
of the financial equilibrium and 
so smoothly as to occasion hardly 
a comment. It has become a routine 
matter. 

Lord Byron makes the Prisoner of 
Chillon say: ‘ 


“So much a long communion tends 
‘To make ws what we are.” 


ELIGIBILITY FOR Discount 


So we say that the public from long 
communion with these huge trans- 
actions now takes them as a matter of 
course, but without fully understand- 
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ing that it is the wonderful working 
of the Federal Reserve System which 
makes us commercially and finan- 
cially what we are. 


- Khgibility for Discount 
By Cuarues L. POWELL 
Counsel for Federal Reserve Bank of Chicagc 


HE kind and character of paper 
which the Federal Reserve Banks 
may discount for member banks is 
in broad general terms defined in Sec- 
tion 13 of the Federal Reserve Act. 
It is there provided that the Federal 
Reserve Banks, upon the endorsement 
of member banks, may discount for 
them: (1) notes, drafts and bills of ex- 
change issued or drawn for agricultural, 
industrial or commercial purposes, or 
the proceeds of which have been used 
or are to be used for such purposes; 
(2) acceptances of banks of the charac- 
ter and kind described in the Act. 
The Federal Reserve Board, by the 
same section of the Act, is given the 
right to determine or define the char- 
acter of paper made eligible for dis- 
count within the meaning of the 
Act; and, the Board in the exer- 
cise of this statutory right has, from 
time to time, promulgated a series -of 
regulations for the guidance of the 


Federal Reserve Banks and member. 


banks. These regulations, while not a 


part of the statute, having been made 


and promulgated by a lawfully consti- 
tuted body, have the force and effect of 
law.! As is said by the Supreme Court 
of the United States, in United States 
v. Clark, “the Legislature cannot dele- 
gate its powers to make a law, but it 


can make a law to delegate a power to 


1United States v. Grimaud, 220 U. S. 506; 
Dasterbignes Case, 122 Fed. 30; United States v. 
Clark, 143 U. S. 664. 


determine some fact or state of things, 
upon which the law makes, or intends 
to make, its own action depand.” Ac- 
cordingly, the regulations made by the 
Federal Reserve Board defining, apply- 
ing and limiting zhe character of paper 
eligible for rediscount must be read as 
part of the Act. 


GENERAL LIMITATIONS ON ELIGIBILITY 


The limitations on eligibility for dis- 
count, as provided by the Act and the 
regulations of the Board, are directed 
to (1) the maturity of the paper and 
(2) its source of crigin, or the purposes 
for which it is to be used. The lan- 
guage used by the Act in respect to the 
latter is modeled upon many prior pro- 
posals: for legislation and was mani- 
festly for the purpose of avoiding the 
use of bank funds in two general 
classes of transactions, that is to say, in 
speculative transactions and in trans- 
actions involving capital investments. 

The reason for these two provisions 
of the Act-—the one relating to the 
origin or purpose of the note or bill and . 
the other to its_short maturity—is 
found in the recognized necessity of 
keeping the assets of the bank liquid at 


~all times and thus readily available’ to 


meet the demands of commerce and 
trade. 

- It was expected, and the operation of 
the Act has proved it to be the case, that 
a large part of the banking resources of 
the nation would find its way into the 
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Reserve Banks. It was, and is, un- 
thinkable, from a scient=fic standpoint, 
that these resources shaulé be tied up 
in long-time investments, or in invest- 
ments permanent in thair nature. It 
is the very essence of the Federal Re- 
serve System that its funds must be in- 
vested in short-time securities, which, 
in theory at least, are elf-liquidating. 


Board DEFINITIONS DF ELIGIBLE 
PAPER 


Regulations of the Federal Reserve 
Board have been promulgated and put 
into effect, clarifying, emplifying and 
explaining the language of the Act, 
keeping in view at all tmes the broad 
general provision of the Act that in- 
vestments must be of shcrt maturity 
and must have arisen cut of commer- 
cial transactions, These regulations 
have been revised fror. time to time. 
The last revision was pus out under 
date of October 6, 194.2 This revi- 
sion was amended May 6, 1921. 

The Board’s regulations define with 
particularity promissory rotes, drafts, 
bills of exchange, trace acceptances, 
six months’ agricultural paper and 
bankers’ acceptances eligible for dis- 
count, but the definitions thus pro- 
mulgated by the Board are well within 
the usual definitions foind in the Ne- 
gotiable Instruments Acts of the vari- 


ous states, so far as suca azts deal with 


similar instrumentalities cf commerce. 

In addition to defimitions of such 
ordinary instruments, 2 trade accept- 
ance is defined as “a dreft or bill of 
exchange, drawn by the seller on the 
purchaser of goods sold, and accepted 
by such purchaser.” 

Six months’ agricultwra. paper is de- 


fined as “a note, draft, bill of exchange: 


or trade acceptance, zhe proceeds of 
- which have been used, or are to þe 
used, for agricultura purposes, 1n- 


2 Federal Reserve Bulletin, 3: 1179. 
3 Ibid., 7: 545. 
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cluding the breeding, raising, fattening 
or marketing of live stock, and which 
has a maturity at the time of discount 
of not more than six months, exclusive 
of days of grace.” 


COMMERCIAL AND AGRICULTURAL 
Purrvoses DEFINED 


Under the regulations, paper may 
be eliginle because issued or drawn for 
an agricultural or commercial purpose, 
or it may be eligible because the pro- 
ceeds have been, or are to be, used for 
an agricultural or commercial purpose. 
The purchase and sale of goods of any 
character is a commercial transaction 
from the standpoint of the seller, and 
the note of a buyer given to the seller 
in payment for articles purchased is a 
note waich has been “issued or drawn 
for a commercial purpose.”’. . 

The use of the proceeds of a note to 
purchase goods for re-sale is a com- 
mercia. purpose, even though the ar- 
ticles purchased will be permanent 
investments in the hands of the final 
purchaser; and, accordingly, the note of 
a dealer, discounted by him at a local 
bank, to provide funds to purchase 
articles for re-sale, may be eligible for 
discount as commercial paper, irre- 
spective of the character of the arti- 
cles purchased; but a note of a farmer 
discounted by him at his local bank-to 
provide funds with which to purchase 
articles for agricultural uses, is eligible 
or ineligible for discount according to 
the character of the articles. If the 


“articles are in the nature of permanent 


or fixed investments, then it is not 
eligible; but if, on the other hand, they 
are articles for agricultural uses and 
have to be replaced from time to time, 
the farmer’s note is eligible for dis- 
count as agricultural paper. 

The distinction between agricul- 
tural paper and commercial paper is 
Important in several respects: Agri- 
cultural paper having a maturity of 
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six months may be eligible, while 
commercial paper to be eligible can 
have a maturity of but three months; 
a farmer’s note given in payment for 
articles or commodities to be used by 
the farmer for agricultural purposes is 
agricultural paper; but the purchase 
and sale of agricultural products is a 
commercial and not an agricultural 
transaction, and a note given to a 
farmer for agricultural products grown 
by him, is eligible, if at all, as com- 
mercial paper.* 


Lone-Time FUNDS AND GOVERNMENT 
Bonpbs 


The Board’s regulations, following 
the provisions of the Act, provide for 
the discount by Federal Reserve 
Banks of such notes, drafts, bills of 
exchange,, trade acceptances, six 
months’ agricultural paper and bank- 
ers’ acceptances of short maturity and 
of commercial origin referred to there- 
in, but such regulations, following and 
expressing the spirit of the Act, pro- 
vide that a note, draft, or bill of ex- 
change, the proceeds of which have 
been used for permanent or fixed in- 
vestments, such as lands, buildings, 
machinery and other capital purposes, 
or which have been used, or are to be 
used, for investments of purely specu- 
lative character, or for the lending to 
some other borrower, shall not be eli- 
gible for discount. 

Both the provisions of the Act and 
the regulations of the Board make 
eligible for discount obligations issued 
or drawn for the purpose of carrying 
or trading in bonds and notes of the 
government of the United States, 
when such obligations are of proper 
maturity. Further, the Federal Re- 
serve Act was, in effect, amended by 
the War Finance Corporation Act, ep- 
proved April 5th, 1918, whereby cb- 
ligations of appropriate maturity, as 

4 Ibid., 6: 1302. 
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defined by the Federal Reserve Act, 
when secured >y bonds of the War 
Finance Corporation, are made eligible 
for discount. However, notes, drafts 
or bills issued or drawn for the purpose 
of carrying or trading in other stocks 
and bonds are not eligible for discount. 

Strict negotiability of instruments of 
commerce is one of the prime requisites 
of paper ,eligible for discount by a 
Federal Reserve Bank. This is for the 
reason that a member bank must en- 
dorse paper tendered for discount, not 
only for the purpose of placing the title 
thereof in the Federal Reserve Bank, 
but also for the purpose of assuming all 
the responsibilities of an endorser upon 
negotiable paper. To the end that such 
liability of member banks, as endorser, 
be preserved, the instrument tendered 
for rediscount must be strictly nego- 
tiable within the meaning of the law 
applicable to commercial paper in the 
particular jurisdiction. 

“The Federal Reserve Board has pro- 
mulgated rules for the determination 
of the eligibility of paper for discount, 
which rules have to do merely with the 
method to be pursued by the Federal 
Reserve Banks im ascertaining the ulti- 
mate facts as to whether or not the 
paper is eligible nder the provisions of 
the Act and the regulations of the 
Board; but such regulations are evi- 
denciary in effect and have to do, not 
with the eligibility of the paper, but 
merely with the method of procedure 
in ascertaining its eligibility. 


\ COMMERCIAL AND AGRICULTURAL 
PAPER ELIGIBLE ror Discount 


Notes secured by mortgage, if other- 
wise eligible, may be discounted.’ In- 
asmuch as notes payable “on or be- 
fore?” a given date are negotiable 
within the meaning of the Negotiable 
Instruments Act, in force in most of 

& Ihid., 2: 679. 
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zhe states, and under the Law Mer- 
shant, such notes are el gible for dis- 
vount. The assignmen: cf an open 
account is not negotiab’=, and is not 
aligible for rediscount.’ 

A bill of exchange crawn by the 
seller on the purchaser of advertising 
space and accepted by sack purchaser 
is a trade acceptance anc.jis eligible for 
discount. The note of a farmer held 
by a member bank, givea for the pur- 
pose of assisting the farmer to produce 
a crop er to fatten his ca-tle, is eligible 
for discount if of prozer maturity, 
whether or not secured >y mortgage.’ 


A note drawn for commercial purposes, 


otherwise eligible for red_scount, is not 
ineligible because it is secured by a 
mortgage: on real estate? The notes 
of a water works company, the pro- 
ceeds of which have been, or are to be 
used to provide funds fo” the pay roll, 
purchase of coal and the like, are eligi- 
ble for discount." The rote of a pack- 
ing company, the proceecs cf which are 
used for the purchase of live stock for 
slaughter is not “based on live stock” 
within the meaning of fection 13 and 
is not eligible for discount if it has a 
maturity in excess of 30 days.” A 
certificate of participaton in a note, 
which, itself, is eligible for discount, is 
not eligible.3 Water soH ty an irriga- 


tion company to farmers ard delivered - 


through the company’s citches may be 
classed as “goods sold” within the 
meaning of the Board’s regulations and 


a note representing th: greed pur-- 


chase price thereof is eligible for dis- 
count.4 Natural gas actually sold and 
delivered is “goods sold’ and a trade 
acceptance covering sucl is eligible for 
discount. 
The note of the own=r of property 
8 Federal Reserve Bulletin, & 394. 


7 Ibid., 2: 227. 1 hic., 3: 527. 
8 Ibid., 8: 115. 2 The., 3: 616. 
9 Ibid., 3: 378. 13 Thie., 3: 949. 

M4 Thic., 6: 949. 


> 10 Ibid., 3: 458. 
l 15 Thid., 4: 43s. 
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which is to be developed or built 
up, the proceeds of which note have 
been, or are to be used by him to pay 
for the work of developing or building, 
is not eligible for discount, but the note 
of an owner given in good faith to the 
contractor in actual payment of mate- 
rial and services furnished by him for 
the owner, may be considered tech- 
nically eligible for discount as paper, 
the proceeds of which have been or are 
to be used for commercial or industrial 
purposes. 

Collateral notes of Federal Farm 
Loan Banks, secured by farm loan 
bonds or the note of a Joint Stock 
Land Bank, secured by its own bonds, 
are not eligible for discount?” Federal 
Farm Loan Bank bonds are not eligible 
for discount, and are not, accordingly, 
eligible as collateral for member 
banks.'8 A note, secured by paper eli- 
gible for discount, is not itself eligible 
for discount unless. its proceeds have 
been used, or are to be used, for indus- 
trial, agricultural ör commercial pur- 
poses.” Under the present definitions 
of a trade acceptance, it seems that a 
draft drawn for an insurance premium 
would not be eligible for discount.”° 
The note of a farmer given for a tractor 
to be used on his farm may be dis- 
counted as agricultural paper. A 
note given by a farmer for the purchase 
price of a commodity can be classed as’ 
agricultural paper eligible for redis- 
count when having a maturity in excess 
of ninety days, if the maker is to use 
the commodity for agricultural pur- 
poses, regardless of whether the note is 
discounted by the maker or the en- 
dorser; but if not intended for such use, 
then the paper is eligible for discount 
as commercial paper, if having a matu- 
rity not in excess of ninety days.” 


Ae 
w Ibid., 6: 699. 


19 Thid., 4: 108. 

17 Tbid., 6: 609. 20 Ibid., 4: 309. 

18 Ibid., 4: 83. 2 Tbid., 4: 809. 
2 Fhid., 4: 312. 
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A member bank having acquired 
eligible paper in due course from a 
non-member bank may discount such 


paper with a Federal Reserve Bank.” © 


A note, the proceeds of which is. used 
for tillmg or draining farms, may be 
classed as agricultural paper and is 
eligible for discount.” A note of a non- 
member bank, secured by notes of the 
government of the United States, and 
given for the purpose of carrying or 
trading in such notes of the United 
States, is eligible for discount when 
presented by a member bank.” A 
member bank may obtain the discount 
of its paper secured by government 
bonds for a period as long as ninety 
days, by acting through another mem- 
ber bank, although a member bank, 
acting alone, may not tender its col- 
lateral note to the Federal Reserve 
Bank for a longer period than fifteen 
days.” Silos are permanent improve- 
ments, and notes given for their pur- 
chase are not eligible for discount.?’ 
Where a railroad company purchases 
supplies and accepts the draft of the 
seller and the seller discounts the draft 
with a member bank, such draft is 
eligible for discount.?8 The six months’ 
maturity privilege as applied to agri- 
cultural paper does not apply to the 
sales a manufacturer of implements 
makes to a-.dealer for re-sale to a 
farmér.2? The actual sale of goods, and 
not what is generally termed a con- 


ditional sale, must be the basis of a 


trade acceptance.*? 

A draft drawn to cover the purchase 
price of goods sold, plus the cost of 
installmg those goods, is eligible for 
discount." A note is not eligible for 
discount as commercial paper unless 
made and endorsed by a party to the 


23 Thid., 4: 520. 27 Thid., 4: 971. 
4 Thid., 4:743. 28 Thid., 4: 974. 
25 Thid., 4:743. 29 Thid., 4: 1118. , 
26 bid., 4: 863. 30 Tbid., 5: 964. 

8 bid., 4: 310. 


109 


commercial transaction, out of which 
it arises., This is but another way of 
saying that the proceeds must be used 
in the first instance for a commercial 
purpose by the borrower. It is merely 
emphasizing the thought that paper to 
be eligible, must be issued or drawn un- 
der such circumstances that, in the 
normal course of business, there will 
automatically come into existence a 
fund available to liquidate each piece 
of paper, that fund being the final 
proceeds of the transaction out of 
which the paper arose. 

A note of a grain dealer or other pur- 
chaser of grain, given to a grower for 
grain purchased for re-sale, is commer- 
cial paper and is to be discounted as 
such, even though the grower subse- 

\quently discounts the note and uses 


_the proceeds for an agricultural pur- 


pose. The same principle applies to a 
draft drawn by the grower, and ac- 
cepted by the purchaser, in whole or in 
part payment for grain purchased for 
re-sale. Here is brought into play the 
rule that the transaction out of which 
an instrument arises in the first in- 
stance determines its classification, irre- 
spective of any transaction in which 
the instrument may be subsequently 
negotiated. 

A note given for the purchase of a 
motor truck by a farmer is clearly held 
to be eligible for discount, as agricul- 
tural paper, but notes or trade accept- 
ances given in the purchase of. motor 
trucks of a corporation engaged in the 
business of furnishing motor trans- 
portation are not eligible for discount, 
as such trucks represent in a large ex- 
tent the corporation’s capital invest- 
ment.*4 

Paper, the proceeds of which are to 
be used to make loans to third parties, 
is finance paper rather than commercial 
or agricultural paper and is not eligible 


32 Ibid., 7: 1079. 33 Ibid., 7: 1199. 
34 Ibid., 7: 191, 
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for discount. Where a cold storage 
company uses the proceed: ot its notes 
to make advances to customers who 
have placed their goods in the com- 
pany’s warehouse to be sold by the 
company for the account of the cus- 
tomers, and the customers give the 
slorage company their notes for the 
amount of these advances, end as se- 
curity for such notes, pledge the ware- 
house receipts, and the storage com- 
pany pledges the custome-s’ notes and 
the warehouse receipts as <ol_ateral for 
their own notes, such” nctes are not 
eligible for discount.** Grewers’ drafts 
accepted by codperative mar-xeting as- 
sociations are eligible for discount with 
Federal Reserve Banks, as agricultural 
paper, and may have a macunity not in 
- excess of six months.” Te note of an 
irrigation company cannoz Le classed 
as agricultural paper, but a farmer’s 
note, given to an irrigation. company in 
payment for a supply of water, may be 
regarded as agricultural pcper.*® 

Notes of corporations or associations 
engaged in packing anc marketing 
fruits should not be classed as agricul- 
tural paper, but as commerc:al paper, 
and such notes are eligible when their 
maturities do not exceed ninety days. 
The business of such corporations or 
associations in the marketmg of fruits 
is a commercial business rather than 
an agricultural business.*® 


Tre Funcrion oF B-NrERS’ 
ACCEPTANCES 


As already noted, Federal Reserve 
Banks may discount, for their member 
benks, bankers’ acceptances. A bank- 
ers’ acceptance is defined by the regu- 
lazions of the Federal Reserve Board as 
“a draft or bill of exchange, whether 
peyable in the United States or abroad, 
ard whether payable in dol_ars or some 

æ Federal Reserve Bulletin, 6: 1776. 


8 Ibid., 7: 308. 8 Ibid, 7 964. 
27 Tbid., 7: 1199. . 3 Ibid, 721312. 
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other money, of which the acceptor is a 
bank or trust company, or a firm, per- 
son, company or corporation engaged 
generally in the business of granting 
bankers’ acceptance credits.” ` 

The practice of banks to make ac- 
ceptances is practically as old as the 
business of banking, but the practice 
never came into modern use in the 
United States until after the enact- 
ment of the Federal Reserve Act. 
Prior to that Act the average American 
bank merely collected the idle funds of 
the community and loaned them and 
its own funds to its customers. ‘The 
bank loaned capital and not credit. 
On the other hand, the chief merit and 
the distinguishing feature of European 
banking systems, especially in England, 
France and Germany, was found in the 
bank acceptances by which those banks 
loaned their credit. They standard- 
ized bills of exchange and added new 
power to them, so that by virtue of 
their credit quality these bills became, 
part of the circulating credit of the 
country. The European banks found 
the acceptance to be the cheapest form 
of credit instrument. It did not de- 
plete cash holdings of the accepting 
bank and no reserve was needed to 
safeguard the risk. ‘This acceptance 
power of European banks enabled 
them cheaply to finance export and 
import transactions and, doubtless, to 
a large extent explains why, prior to 
the Great War, all such financing was 
done by European banks to the utter 
exclusion of the American banks, 

This salutary method of financing 
transactions was grafted on our system 
by the Federal Reserve Act and follow- 
ing that Act most of the states have 
conferred the acceptance power upon 
their state banks by specific provision, 
so that the granting of acceptances 
by banks has come to be a part of 
the general banking business in this 
country. | 


ELIGIBILITY ror Discount 


Tue Discount AND PURCHASE OF 
BANKERS’? ACCEPTANCES 


The Federal Reserve Act and the 
regulations of the Federal Reserve 
Board made pursuant thereto, and the 
Acts of the various states, have safe- 
guarded the granting of acceptances by 
member banks, Indeed it may be said 
in broad general terms that bankers’ 
acceptances, which have had their ori- 
gin in accordance with the limitations 
of the Act and regulations, if not of 
more than three months’ maturity, ex- 
clusive of days of grace, are eligible for 
discount by Federal Reserve Banks. 

Federal Reserve Banks may dis- 
count any bill drawn by a bank or 
banker in a foreign country or depend- 
encies or insular possessions of the 
United States for the purpose of fur- 
nishing dollar exchange as provided in 
the Act and regulations of the Board, 
provided such draft has not more than 
three months’ maturity, exclusive of 
days of grace. 

Bankers’ acceptances, to be eligible 
for discount, may involve: (1) the ship- 
ment of goods between the United 
States and any foreign country, or be- 
tween the United States and any of its 
dependencies or insular possessions, or 
between foreign countries; (2) a ship- 
ment of goods within the United 
States; or (3) the storage of readily 
marketable staples. 


When the acceptance is based on a- 


shipment of goods between the United 
States and any foreign country, or 
between the United States and any of 
its dependencies or Insular possessions 
or between foreign countries, shipping 
documents covering goods in process 
of shipment need not be attached to 
the draft drawn for financing the 
transaction. Neither is it essential 
that each draft cover specific goods 
actually in existence at the time of the 
acceptance, but, in order that said 
drafts be eligible for discount, it is 


lll 


\ 
necessary either, (1) that shipping doc- 
uments or documentary export draft 


` be attached at the time the draft is 


presented for acceptance, or (2) if the 
goods have-not been shipped, that 
there be in existence a bona fide con- 
tract providing for the exportation or 
importation cf such goods and that 
the customer agree that the accepting 
bank will be furnished in due course 
with shipping documents or with ex- 
change arising out of the transaction. 
A contract between principal and agent 
will not be considered such bona fide 
contract. 

In the case of shipment of goods 
within the United States, the regula- 
tions provide that”shipping documents 
conveying security title should be at- _ 
tached to the draft at the time of its 
acceptance. 

A bankers’ acceptance based upon 
the storage of readily marketable 
staples must be secured at the time of 
_gcceptance by a warehouse, terminal or 
other similar receipt, conveying secu- 
rity title to such staples, and the ac- 
ceptor must remain secured throughout 
the life of the acceptance. 

The discretion of the Board with ref- 
erence to bankers’ acceptances and the 
investment therein of the Federal Re- 
serve Bank funds is probably broader 
than its discretion with reference to 
notes, drafts, trade acceptances, and 
other bills of exchange.” 

The rule of the Board with reference 
to ‘furnishing shipping documents in 
export orimport transactions is not met 
by the furnishing of freight receipts or 
non-negotiab.e copies of bills of lading.“ 

Shipping documents are legally in 
the ‘possession of an accepting bank 
when they are held by its correspond- 
ent or by some other independent 
party, as its agent, both in domestic 
and foreign transactions.” The period 

49 Thid., 7:70. 41 Ibid., 7: 191. 

= Ibid., '7: J91. 
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for which drafts may be accep-ed in the 
first instance should be aporcximately 
the same as that required io complete 
the shipment and finance -he transac- 
tion. involved. A draft Grawn by an 
American exporter, covering cotton 
ecnsigned to his European agent, may 
be eligible for discount, wen shipping 
dccuments covering goods . actually 
shipped are attached at tre time the 
draft is presented for acceptance, al- 
though the goods covered by the doc- 
uments have not been scld, but are 
m2rely shipped on consignmeat to the 
agent abroad.“ 

A Federal Reserve Banz may pur- 
chase a bankers’ acceptanze trom the 
drawer or even from th eccepting 
_ bank, but there is no obligat.on upon 
a Federal Reserve Bank to purchase 
paper offered it, even though the paper 
is technically eligible“ Where a 
farmer draws a draft on hi: local bank 
for three or four months, secured by 
bills of lading covering the -hipment of 
ca-tle to the farmer for feed_ng, and the 
local bank accepts the draft and the 
farmer then discounts it wth another 
baak, such draft is eligitle for dis- 
count if it has a maturity not im excess 
of three months.* ~ 

Bankers’ acceptances, grcwiag out of 
export or import transactiens, having 
a maturity. of not more than six 
mcnths may be purchased :n the open 
market by Federal Reserve Banks.‘ 
The “shipping documents’ tc be fur- 
nished banks accepting dra-ts growing 


oul of export or import t-ansactions - 


mean an order bill of lading, or a 
straight bill of lading, whicever is is- 
sued by the carrier in the perticular 
case. They do not include freight re- 
ceipts or mere copies of orignal bills of 
lading, but these documen:s may be 


held by a correspondent or ~gent. A- 


8 Federal Reserve Bulletin, 7: 30E. 

4 Thid., 7: 419. 4 Thid., 7-818. 

45 Tbid., 7: 699. 47 Thid., 7 545. 
48 Jbid., T: 191. 
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bankers’ acceptance drawn by a coöp- 
erative marketing association, secured 
by warehouse receipt covering non- 
perishable agricultural commodities 
stored in warehouses independent of 
the association, is eligible for discount. 
The acceptance of drafts, secured by 
bills of lading, for the primary purpose 
of providing the borrower with work- 
ing capital during the period required 
to manufacture and re-sell the goods 
covered by the bills of lading, is an 
abuse of a domestic acceptance privi- 
lege. Drafts drawn by the purchaser 
of goods and secured at the time. of 
acceptance by bills of lading covering 
the goods bought are not eligible un- 
less the proceeds are to be used to pay 
for the goods.*? 

A bankers’ acceptance secured by a 
warehouse receipt covering an auto- 
mobile or automobile tires is not se- 
cured by “readily marketable staples” 
and is not eligible for discount, but an 
acceptance secured by a bill of lading 
covering an automobile or automobile 
tires in the process of shipment, pro- 
viding the acceptance otherwise com- 
plies with the terms of the law or the 
regulations of the Board, is eligible for 
discount. A bankers’ acceptance is 
not eligible for discount if, at the time 
of its acceptance, the period required 
for a conclusion of the transaction out 
of which the original draft was drawn, 
shall have elapsed. A draft drawn 
abroad, payable in the United States in 
dollars, and secured by a warehouse 
receipt covering readily marketable 
staples stored in a warehouse in a for- 
eign country, is eligible for acceptance 
by a member bank and for discount by 
a Federal Reserve Bank, if of appro- 
priate maturity.’ 

The Federal Reserve Board has de- 
fined a “readily marketable staple” as 


49 Thid., 6: 1301. 51 Ibid., 6: 65. 
50 Thid., 3: 380; 6: 66. 52 Ibid., 5: 858. 
63 Tbid., 5:740. ` 
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an article of commerce, agriculture or 
industry, of such uses as to make it the 
subject of constant dealings in ready 
markets, with such frequent quota- 
tions of prices as to make the price 
easily and definitely ascertainable, and 
the staple itself easy to realize upon by 
sale at any time. 

Under the terms of Section 13 of the 
Act, any ‘draft or bill of exchange, 
which a member bank has the power 
to accept under the provisions of that 
section, is technically eligible for re- 
discount by a Federal Reserve Bank.® 


An accepting bank, secured in a do- ` 


mestic transaction by shipping docu- 
ments or warehouse receipts, at the time 
of acceptance may release the shipping 
documents or warehouse receipts prior 
to payment, providing the draft or 
drafts accepted for one person do not 
exceed 10 per cent of the capital and 
surplus of the accepting bank.® Mem- 


ber banks may legally accept drafts- 


drawn against them, secured by sugar 
placed in bond under transit entry and 
warehouse receipt issued by the col- 
lector in negotiable form.” National 
banks may not accept a draft which is 
secured by a chattel mortgage on cat- 
tle. Where a dealer is engaged in 
purchasing the same character of goods 
for export and domestic use, a member 
bank accepting his draft drawn to 
finance an export transaction should 
require proper assurance that the pro- 
céeds of such draft will be used for the 
purchase of goods for export and that 
the acceptance will be paid out of the 
proceeds of sales of goods exported.® 

A trust receipt in the hands of an 
accepting bank which permits the pur- 
chaser of the goods to procure control 
of the goods is not actual security, 
within the meaning of the ‘Act.®° One 
in the possession of a hill of lading cov- 

54 Thid., 5: 652. 5T Ibid., 4: 520. 

65 Thid., 5: 255. 58 Thid., 4: 437. 

56 Thid., 4: 634. 59 Thid., 4: 314, 

€ Jind., 3: 881. 
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ering a domestic shipment of goods 
may not procure an acceptance thereon 
by a member bank without regard to 
the use to which the proceeds of the 
draft are to be put. There must be 
more than a casual connection between 
the drawing of the draft and the trans- 
action involved. A warehouse re- 
ceipt, to be appropriate security for an 
acceptance, shauld be issued by a ware- 
house which is independent of the bor- 
rower.” Gold bars may be properly 
considered as “goods” and, accord- 
ingly, sixty day bills, when accepted 
by banks against such a shipment, 
would be eligible for discount. Ex- 
change drawn to finance a shipment of 
gold coin from the Uuited States to 
Europe or Canada, js eligible for pur- 
chase when otherwise in conformity 
with the Act and regulations.® 

A bankers’ acceptance secured by a 
bill of sale of stock on hand is not eligi- 
ble for discount.“ A bankers’ accept- 
ance secured by chattel mortgage on 
cattle is eligible for discount® but the 
Board has ruled that a national bank 
may not accept a draft so secured. 


Paper Must Bre Kerr Ligur 


The conservetion of the strength of 
the Federal Reserve System is depend- 
ent upon the strict adherence of the 
Federal Reserve Banks to the rules 
governing the eligibility of paper for 
discount, If those rules are adhered 
to, the portfolics of the Reserve Banks 
will be filled with liquid securities ma- 
turing from day to day, thus bringing 
into the banks a continuous flow of 
money to meet the demands of com- 
merce and trade. On the other hand, 
if those rules are departed from, the 
portfolios of tae banks will become 
clogged with “frozen credits,” and the 
purpose for which the Reserve Banks 
were organized will be defeated. 


61 Ibid., 3: 380. 84 Thid., 2: 684. 
62 Ibid., 3: 30. 6 Thid., 2: 65. 
68 Thid., 3: 29. ê Thid., 4: 309. 
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Tur ANNALS OF THE AMERICAN ACADEMY 


Amendments to the Federal Reene Act 
By WALTER S. LOGAN É 


2 Generel Counsel, Federal Reserve Board 


HE Federal Reserve Acz has been 
amended a number 3f times since 

it became a law on Decem be: 23, 1913, 
kut none of the amendmerts can be 
said to have affected any fundamental 


change in the structure or operation of 


the Federal Reserve System. Experi- 
ence has indicated how the purposes of 
the framers of the Act zould be ad- 
vanced by further legislatior, and how 
the-Federal Reserve System could best 
s2rve the banks and the business of the 
country; Congress in the light of this 
experience has modified meny of the 
provisions of the original act. But the 
principles upon which che Act was 
tased, the functions of tke Federal 
Reserve Banks and their relation to the 
member banks and to business and com- 
merce, remain essentially unchanged. 
It will not be attempted in this 
chapter to discuss every amendment, 
for many of them are not considered of 
sufficient general interes: to warrant 
mention in a work of this character; in 
many cases they relate sol2ly to the 
internal administration of tae Federal 
Reserve Banks.} 


Powers cr NATIONAL 


BANKS 


ACCEPTANCE 


The first important am en-lment was 
the Act of September 7, 1916. Probably 
the most far reaching ckanze effected 
by this amendment was w-th respect 
to the acceptance powets of national 
banks. The Act, as orig-nally passed, 
zuthorized member. banks to accept 
enly drafts and bills of exchange 
“growing out of transact: ons involving 


1¥or a complete list of arsenjdments prior 
to January 1, 1921, see the Annual Report of 
the Federal Reserve Board fo tke year 1920, 
pages 316-326. e 


the -importation or exportation of 
goods.” National banks were without 
authority to accept ‘drafts in domestic 
transactions until, by the Act of 
September 7, 1916, they were given 
authority to accept drafts or bills in 
transactions involvmg the domestic 
shipment of goods or the storage of. 
readily marketable staples, subject to 
certain prescribed conditions. 

These conditions were that the bank 
issuing acceptances in such domestic 
transactions must be secured at the 
time of acceptance by shipping docu- 
ments covering the goods in process of 
shipment, or by warehouse receipts or 
other similar documents covering the 
readily marketable staples in storage. 


-There never has been any similar 


requirement of law with respect to 
acceptances In foreign transactions and 
it is important to note this distinction, 
for it is the basis for a more liberal 
practice in connection with the issue 
of foreign acceptances than has been 
adopted with respect to domestic 
acceptances. 

Because of the requirement that 
documents representing the goods or 
staples must be in the possession of the 
accepting bank at the time of accept- 
ance, it is obviously impossible that 
domestic acceptances be issued except 
when the goods or staples are identified 
and in process of shipment or in 
storage. The issuance of acceptances 
to finance foreign transactions has, 
however, been authorized prior to the 
commencement of the actual export or 
import shipment, in cases where the 
customer for whom the acceptances 
are issued is under a definite contract 
to export or import goods in the future. 
This has been authorized upon the 
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theory that the export or import 
transaction commences with the execu- 
tion of the contract and that the sub- 
sequent acts in fulfilment of that 
contract are inherent parts of that 
transaction, and may, therefore, be 
financed by means of acceptances. 

The Act of September 7, 1916, 
further broadened the authority of 
national banks to issue bankers’ ac- 
ceptances by permitting them, under 
regulations of the Federal Reserve 
Board, to accept ninety day drafts or 
bills drawn by banks or bankers in 
foreign countries or dependencies or 
insular possessions of the United 
States for the purpose of furnishing 
dollar exchange as required by the 
usages of trade in those places. Under 
the authority of this amendment the 
Federal Reserve Board has granted 
permission to member banks applying 
therefor to accept ninety day dollar 
exchange drafts drawn by banks or 
bankers in South American countries 
and in dependencies and insular pos- 
sessions of the United States. 


OTHER Provisions oF THE AMEND- 
MENT OF SEPTEMBER 7, 1916 


Another important feature of the 
Act of September 7, 1916, was that it 
authorized Federal Reserve Banks to 
make advances for fifteen days to 
member banks on the promissory notes 
of the member banks when such notes 
are secured by paper which is eligible 
for rediscount or ptirchase or by bonds 
or notes of the United States. The 
provisions of the original Act did not 
permit Federal Reserve Banks to 
make advances or loans but permitted 
them only to rediscount eligible paper 
previously discounted by member 
banks. rs 

The Act of September 7, 1916, 
amended Section 25 of the Federal 
Reserve Act so as to authorize national 
banks with a capital and surplus of not 
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less than $1,000,000 to invest in the 
stock of foreign corporations. This 
amendment will be referred to in 
connection with the amendments of 
September 17, 1919, and December 24, 
1919, which deal with the same penera! 
subject matter. 


AMENDMENT OF JUNE 21, 1917 


The second important amendment 
to the Act was that of June 21, 1917. 
Up to this time few state banks had 
joined the Federal Reserve System, 
largely because, by becoming members 
under the provisions of Section 9 of the 
original Act, they were made subject 
to the provisions of the National Bank 
Act, which prohibit national banks 
from making loans to any one person 
in excess of 10 per cent of the bank’s 
capital and surplus, and were required 
to make reports of condition to the 
Comptroller of the Currency; also 
because Section 21 of the original Act 
required the Comptroller to examine 
state member banks at least twice a 
year. The argument was also made 
that under the terms of the original 
Act a state bank once having joined 
the Federal Reserve System had no 
right to withdraw. In order to make 
membership in the System more 
attractive to state banks and trust 
companies, Section 9 was rewritten. 
This section as it now reads exempts 
state bank and trust company members 
from supervision or examination by the 
Comptroller of the Currency and pro- 
vides that “subject to the provisions of 
this Act and to the regulations of the 
board made pursuant thereto, any 
bank becoming a member of the 
Federal Reserve System shall retain 
its full charter and statutory rights as 
a State bank or trust company, and 
may continue to exercise all corporate 
powers granted it by the state in 
which it was created.” It also contains 
a provision specifically authorizing 
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withdrawal from membership upon six 
months’ notice. l 

The Act of June 21. 1917, also 
amended the first paragraph of Section 
13 of the Act so as to authorize non- 
member banks, irrespective cf whether 
their capital is sufficient to make them 
e.igible for full membersiip, to. clear 
tarough the Federal Rese-ve Banks of 
their districts checks denosited with 
them, provided that they maintain 
‘balances with such Federa. Reserve 
Eanks sufficient to offset the items in 
transit held for their accoints. While 
this privilege has not been availed of 
by non-member banks to any material 


extent, apparently because non-mem- _ 


ber banks are able to obtain the full 
benefits of the Federal Raserve check 
c.earing facilities by serdirg checks 
daposited with them to cerrespondent 
member banks which ir turn clear 
such checks through tkeir Federal 
Reserve Banks, and while from a 
strictly legal standpoint the Act of 
Jine 21, 1917, in the form in which it 
was finally enacted, did mot have any 
important bearing upon tae check 
clearing and collection functions of 
Federal Reserve Banks, nevertheless 
a brief discussion of the subject of 
check clearing and collection seems 
appropriate at this poinz kecause it 
was discussed at length m both the 
Ssnate and the House of Representa- 
tives when Congress hed the pre- 
liminary drafts of the bli under 
consideration, and because the provi- 
sion added by this Act at tae end of the 
first paragraph of Section 13 is fre- 
qiently referred to in discussions 
relative to this general subject. 


LEGAL ASPECT oF THE FEDERAL 
RESERVE CLEARING SYSTEM 


In July, 1916, a country. wide Federal 
Reserve check clearing amd collection 
swstem was instituted, each member 
bank being required to remit at par for 
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all checks drawn uponit cleared through 
the Federal Reserve Banks. This was 


_an inter-district as well as an intra- 


district system, the exclusively intra- 
district clearing systems, which had 
previously been established but mem- 
bership in which had been optional 
with each member bank, having proved 
unsatisfactory. Simultaneously with 
the ~ establishment of the country 
wide clearing .system, the Federal 


Reserve Bank of Boston took over 


the country collection department of 
the Boston Clearing House and was 
able to collect checks on all banks in 
New England at par, that is, at the full 
face amount without the deduction of 
any exchange charge by the drawee 
banks. In the other districts it was 
not possible to collect at par checks 
drawn on all non-member banks be- 
cause many of them desired to continue 
their past practice of charging exchange 
when remitting for their checks. . From 
the first, however, it was contemplated 
that the Federal Reserve check clear- 
ing and collection system should be 
extended gradually until it furnished 
facilities for collecting at par checks on 
all banks in the ‘country, thus elimi- 
nating the enormous tax with which 
business and commerce has been 
burdened by reason of the practice’ of 
making exchange charges. 

_ In their origin there was some justi- 
fication for exchange charges because 
such a charge then represented an 
actual expense which the remitting 


‘bank incurred in having currency 


transported from where the bank was 
located to the place of business of the 
holder of the check who had received 
it in payment of a debt. At the 
present time, however, there is no 
necessity for the actual transportation 
of currericy between Federal Reserve 
districts, since the Federal Reserve 
System, through its leased wires con- 
necting ‘all Federal Reserve Banks and 
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branches and through its Gold Settle- 
ment Fund at Washington, offers 
facilities for the instantaneous transfer 
of available funds by merė book entry. 
The Federal Reserve System pays the 
entire cost of maintaining these leased 
wires and the Gold Settlement Fund, 
and the Federal Reserve Banks pay the 
cost of transporting currency from 
member and non-member banks in 
their districts if such member or 
non-member banks desire to make 
remittances for their checks in this 
manner. Consequently, the justifica- 
tion for exchange charges has ceased to 
exist and to the extent that such 
charges are still made they constitute 
a tax paid by business and commerce’ 
for which no compensating service is 
received, 

Following the policy of extending 
the Federal Reserve check clearing and 
collection system the Federal Reserve 
Banks undertook to induce non-mem- 
ber banks to remit to them at par, and 
when able to make satisfactory ar- 
rangements, -they also undertook to 
collect checks drawn on non-member 
banks which did not remit at par by 
having such checks presented -at the 
counters of the drawee banks. 

This practice caused some opposition 
on the part of the non-member banks 
which still desired to charge exchange 
and as a result of this opposition a 
provision was inserted in the bill 
pending in Congress in the spring of 
1917 to the effect that nothing in the 
Federal Reserve Act should be con- 
strued as prohibitmg a member or 
non-member bank from making reason- 
able exchange charges. The Senate 
passed the bill with this provision in it, 
but the sentiment in favor of par 
collection finally prevailed and in the 
bill as agreed to in conference between 
the committees of the Senate and the 
House, and in the Act as finally ap- 
proved, this particular provision was 
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‘in effect nullifed by the addition at the 


end of the paragraph in question, the 
first paragraph of Section 13, of the 
following clause: “but no such charges 
shall be made against the Federal 
Reserve Banks.” - l 

The policy of extending the Federal 
Reserve checx clearing and collection 
system has been continued until now 
Federal Reserve Banks are able to 
eollect checks drawn on about 28,000 
out of a total of approximately 30,000 
banks in the United States. The 
claim is mace by some non-member 
banks which still persist in their desire 
to charge exchange when remitting 
for checks, that the final clause of 
Section 13 of the Federal Reserve Act 
should be. construed as prohibiting 
Federal Reserve Banks from under- 
taking to make counter presentation 
of checks drawn on non-member banks 


. which have not agreed to remit at par 


to the Federal Reserve Banks and this 
issue is involved in suits which have . 


‘been instituted by such non-member 


banks against several of the Federal 
Reserve Banks. 


AMENIMENT OF RESERVE 
REQUIREMENTS 


Another important amendment ac- 
complished by the Act of June 21, 1917, 
was the amendment to.Section 19 of 
the Act changing the character and 
amount of zhe required reserves of 
member banks. 

Section 19 of the Federal Reserve 
Act as amended by the Act approved 
August 15, 1914, before the Federal 
Reserve Syszem was put into actual 
operation in November, 1914, provided 
that member banks in central reserve 
cities should maintain reserves equal to 
18 per cent of their demand deposits 
and 5 per cent of their time deposits, 
and that member banks in reserve cities 
should maintain reserves equal to 15 
per cent of their demand deposits 
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and 5 per cent of their tine deposits, 
and that other member b.nks should 
maintain reserves equal to 12 per cent 
of their demand deposits ard £ per cent 
of their time deposits. Each class of 
member banks was required to keep 
only a part of its reserves -n the form 
of balances with Federal Reserve 
Benks, another part being kept in the 
vaults of the member banzs, and the 
member banks being giver the option 
to carry the remainder eitaer in their 
own vaults or as balances. Tis being 
the state of the law, a large proportion 
of the gold supply of tse country 
remained in the vaults əf member 
barks, where it constituted a part of 
the banks’ lawful reserves. 

The purchases in this couatry by the 
belligerent nations resulted in rapid 
accretions to this nation’s gold supply 
and made it seem desirable to have a 
mcre effective means of ccntrolling a 
possible over-extension of Daas based 
. upon these new accretions. On the 
otter hand, the possibilizy of the 
rapid outflow of this gold at some time 
in the future made it nezessary to 
prcvide for the most effectiv= use of the 
gold supply, so that withdrawals 
might be arranged without zoremg any 
violent contraction of loans ard with- 
out causing any undue distarbance to 
legitimate business. For the accom- 
plishment of these ends the mobiliza- 
tion and concentration of golc in the 
Feceral Reserve Banks seemed_ the 
most effective means. 

The first legislative move in this 
direction was the addition ly the Act 
of september 7, 1916, of subsection 
11(m) of the Federal Reserve Act 
providing that the Federal Reserve 
Boerd may permit member banks to 
carry in their Federal Rese-ve Banks 
any portion of their reserves thezetofore 
required by Section 19 of tke Federal 
Reserve Act to be carriec in their 
vaults. When this country became 
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directly involved in the War the 
question of the mobilization of the 
gold reserves of the country . became 
still more important and was the 
primary cause of the enactment of the 
Act of June 21, 1917. By this Act 
member banks were required to main- 
tain the entire amount of their re- 
serves in the form’ of balances with 
Federal Reserve Banks, the total 
reserves required against demand de- 
posits being reduced to 18, 10 and 7 
per cent for member banks in central 
reserve cities, reserve cities, and coun- 
try districts, respectively, and the 
total reserves required against time 
deposits being reduced to 3 per cent 
for all member banks. 


Trust Powers or NATIONAL BANKS 


After June, 1917, the Federal Re- 
serve Act was not amended until 
September 26, 1918. This Act effected 
changes in a number of sections but 
the only one of general Importance was 
the revision of Section 11 (k) relative to 
trust powers by national banks. 

Under this section in its original 
form the Federal Reserve Board was 
authorized merely to grant to national 
banks “when not in contravention of 
state or local law, the right to act as 
trustee, executor, administrator, or 
registrar of stocks and bonds.” Na- 
tional banks opening up trust depart- 
ments, m accordance with authority 
granted to them pursuant to this sec- 
tion, were limited to the exercise of the 
four powers specifically enumerated, 
although competing state banks and 
trust companies might be permitted to 
exercise other fiduciary powers. Fur- 
thermore, the laws of some states spe- 
cifically, or by necessary implication, 
prohibited the exercise of any fiduciary 
powers by national banks, so that it 
was “in contravention” of state law 
for national banks to exercise such 
powers, although competing state 
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banks might do so under the laws of the 
state. It became more and more appar- 
ent that national banks were laboring 
under a serious handicap in their com- 
petition with state institutions in the 
exercise of trust powers, and the amend- 
ment of September 26,1918, was designed 
to put national banks upon equal terms 
with competing state institutions. 

' To this end the section was amended 
so as to include among the powers 
which the Federal Reserve Board 
could grant, the power to act as guard- 
ian of estates, assignee, receiver, 
committee of estates of lunatics, or in 
any other fiduciary capacity in which 
competing state banks are permitted 
to act. A provision was also inserted 
to the effect that whenever the laws of 
a state permit the exercise of fiduciary 
powers by competing state ccrpora- 
tions, it shall not be deemed to be in 
contravention of state law for national 
banks to exercise such powers. Various 
other provisions were inserted to insure 
competition upon equal terms between 
national banks and competing state 
corporations, including that contained 
in the final paragraph of the section as 
amended to the effect that no permit 
shall be issued to any national bank 
having a capital and surplus less than 
the capital and surplus required by 
state law of state institutions exercising 
fiduciary powers. 

The constitutionality of the original 
Section 11 (k) was upheld by the 
Supreme Court of the United States in 
the case of First National Bank v. 
Union Trust Company, 244 U. S. 416, 
in which it was held that Congress had 
power to grant to national banks 
authority to act in fiduciary capacities. 
The construction of Section 11 (k) as 
amended has been involved in a number 
of more recent suits. These suits have 
established that it is beyond the power 
of any state legislature to discriminate 
against national banks by prohibiting 
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such banks from exercising fiduciary 
powers and that it makes no difference 
whether such discrimination is at- 
tempted by an affirmative prohibition 
against the exercise of fiduciary power 
by national banks or by withholding 
from the courts the powers to appoint 
national banks in fiduciary capacities. 


Discount LIMITATION ON SINGLE 
BORROWER 


The Act of March 3, 1919, amending 
the Federal Reserve Act, was of im- 
portance to member banks because 
it substituted for the then existing 
Section 11 (m), which had become 
obsolete, a new Section 11 (m), author- 
izing the Federal Reserve Board to 
permit Federal Reserve Banks to 
discount for member banks the paper 
of a single borrower up to 20 per cent 
of the memker bank’s capital and sur- 
plus, provided that the paper is 
secured by United States bonds or notes 
issued since April 24, 1917, orby United 
States cert:ficates of indebtedness. 
Under the terms of Sections 9 and 13 the 
amount of paper of any one borrower 
which a Federal Reserve Bank may 
discount for any one member bank is 
limited generally to 10 per cent of the 
member bank’s capital and surplus. 

Section 11 (m) was intended as a 
temporary measure to assist in the 
absorption by the investing public of 
the securities issued by the government 
during the War, and according to its 
terms the section ceased to be effective 
after December 31, 1920. This process 
of absorption was not deemed to have 
been completed by that date, however, 
and section 11 (m) was re-enacted with 
a slight modification by an Act of Con- 
gress approved February 27, 1921, to 
be effective until October 31, 1921. 


Forrien BANKING AMENDMENTS 


Acts wer2 approved September 17, 
1919, December 24 1919, and June 
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14, 1921, all relating to the same general 
subject matter, namely, the nvestment 
by national banks in stock əf eorpora- 
tions engaged in foreign banking and 
other international financial operations, 
and the organization and ozeration of 
such corporations under F=deral law 
and subject to Federal sapervision. 
After the close of the War it became 
apparent that the adequate financing 
of foreign trade would reqaire credit 
facilities of a kind which could not 
properly be furnished by barks doing a 
strictly commercial banking business, 
and that such special facilities could be 
furnished in a large way ordy by cor- 
porations with authority tc purchase 
foreign securities and paper represent- 
ing longterm credits, and witL athority 
to issue and sell to the prbl.c their 
own debentures secured by stch securi- 
ties and long-term paper. 

The Act of September 7, 1916, had 
amended Section 25 of tl= Federal 
Reserve Act so as to autaorize the 
larger national banks, that is banks 
with capital and surplus of nct less than 
$1,000,000, to invest in the stock of 
“banks or corporations . . . prin- 
cipally engaged in interneticnal or 
foreign banking.” There seemed to be 
some doubt, however, whethər this 
authority to invest in stock œ banks or 
corporations engaged in barking gave 
the right to invest in steck of these 
debenture-issuing or investment cor- 
porations. Furthermore, © seemed 
desirable for the encourag@ment of 


such corporations to authorze invest- 


ments in their stock by al - national 
banks, both large and smal. Conse- 
quently, the Act of September 17, 
1919, was passed authorizing national 
banks until January 1, B21, and 
without regard to the amourt of their 
capital and surplus, to invest in the 
stock of corporations “prine:pally en- 
gaged in such phases of international 
or foreign financid] operatiors as may 
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be necessary to facilitate the export of 
goods, wares or merchandise from the 
United States or any of its dependencies 
or insular possessions to any foreign 
country.” 

section 25, as thus amended, in 
terms authorizes national banks, upon 
the conditions and subject to the 
limitations therein stated, to invest in 
the stock of banks or corporations, of 
the specified kinds, which are “char- 
tered or incorporated under the laws 


‘of the United States or any State 


thereof”; but, as a matter of fact, no 
provision was made for the incorpora- 
tion under Federal law of such banks 
and corporations until the enactment 
of the so-called Edge Act, .approved 
December 24, 1919. 

This Act added to the -Federal Re- 
serve Act a section, designated Section 
25 (a), which authorizes the organiza- 
tion of corporations “for the purpose 
of engaging in International or foreign 
banking or other international or 
foreign financial operations,” thus 
permitting the Federal incorporation 
of both types of corporations referred 
to in Section 25, that is, banks doing a 
commercial banking business, and 
corporations issuing debentures and 
doing an investment business. ‘The 
Act also describes the powers of such 
banks and corporations and gives to 
the Federal Reserve Board full power 
to examine, supervise and regulate 
their operations. ‘ 

„Section 25 (a) as originally enacted 
required that corporations organized 
under it should have a capital of not 
less than $2,000,000, one-quarter of 
which must be paid in before the 
corporation is authorized to commence 
business, and the balance in ten per 
cent installments at the rate of one 
every two months. This requirement 
was. modified by the Act approved 
June 14, 1921, which provides, in 
effeét, that a corporation with an 
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authorized capital in excess of $2,000,- 
000 may apply for the consent of the 
Federal Reserve Board that such 
excess be paid in on call of the board 
of directors, provided, that in all 
events. 25, per cent of the total au- 
thorized capital must be paid im 
before the corporation commences 
business. 


Tae Sroine SCALE AMENDMENT 


Finally, the Act of April 13, 1920, 
should be mentioned. Subsection (d) 
of Section 14 of the Federal Reserve 
Act authorized every Federal Re- 
serve Bank to establish, subject to 


review and determination by the. 


- f 


‘count for each class of paper. 
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Federal Reserve Board, rates of dis- 
The 
Act of April 13, 1920, added to this 
section language specifically providing 
that such rates “may be graduated or 
progressed on the basis of the amount 
of the advances and discount accom- 
modations extended by ‘the Federal 
Reserve Bank to the borrowing bank.” 
The purpose of this amendment was, 
of course, to give to the Federal Re- 
serve Banks and the Federal Reserve 
Board clear authority to require mem- 
ber banks habitually borrowing in 
excess of thei? legitimate requirements 
to pay higher discount rates for their 
excess borrowings. 


s" 


Penano for War and the Liberty-Loans 


By J. HERBERT Case 
Dey Governor, Federal Reserve Bank of New York 


T the entrance of the United 
States into the World War in 
1917 the readjustment of our credit and 
financial system to meet the unusual 
demands of the Public Treasury de- 
volved in a large measure upon the 
Federal Reserve Banks. The financial 
activities of the government were soon 
to be extended upon a scale never 
before equalled by any country and the 
financial resources of the country were 
to be assembled and directed toward 
one purpose, winning the War. To 


accomplish this purpose would require 


highly developed sales organizations 
which would extend to every county 
and village in the country, and elab- 
orate machinery for distributing the 
securities and collecting and disbursing 


the funds according to the Treasury’s ` 


needs. More fundamental, however, 
was the necessity that our banking 
system should be able to meet the 
enlarged demands for credit incident 


to war financing, without unduly cur- 
tailing the credit needs of commerce 
and industry. 


PREPARATION FOR War BY RESERVE 
BANKS . - 


The announcement’ of the entrance 
of the United States into the War, 
however, did not find the Federal 
Reserve Banks wholly unprepared to 
meet the new responsibilities. Pre- 
cautions had been taken early m the 


year to maintain the Federal Reserve 


Banks in a strong condition with re- 
gard for the cisturbed conditions of the 
world and th2 changing economic con- 
ditions in this country. This country, 
heretofore a debtor country, had be- 
come a creditor nation; gold was 
flowing in, and foreign securities were 
being marketed here in increased 
amounts so as better to permit bellig- 
erent countries to pay for heavy pur- 
chases of goods, purchases so heavy, in 
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faet, that there had alread- developed 


a feverish business activity. A change 


in affairs was foreseen and Leavy credit 
demands anticipated in the eventuality 
of either our participation in the War 
or the conclusion of peace, and the 
opportunity was taken to fortify and 
strengthen the position of zhe Federal 
Reserve Banks. 

Unnecessary expansion of credits 
was checked and a redaction was 
effected in the holding of such bonds 
ani warrants as had prev.ously been 
acquired primarily for the sake of 
income. The beginning of April, 1917, 
found the Federal Reserve Banks in a 
very strong position; the roldings of 
municipal warrants had been reduced 
to small proportions, the tctal earning 
assets of the Federal Reserv2 Banks 
hai gradually been reduced from 
$221,896,000 to $167,994,0C0 since the 
beginning of the year and lhe reserve 
ratio of the twelve Federal Reserve 
Banks was about 85 per cent. More- 
over, the report of the Corptroller of 
the Currency and of staze banking 
auchorities showed the banks of the 
country to be in a strong condition. 


IMPOUNDING GOLD 


_n order that they might be prepared 
for any emergency, the Federal Reserve 
Banks, realizing their responsibilities 
as the guardians of the ccuncry’s re- 
serves, had adopted the policy of 
gredually building up their geld hold- 
ings in order that they might be used 
as a basis of credit expansian. There 
was a demand from the barks and the 
public for the new clean rotes being 
issued by the Federal Resecve Banks, 
and the opportunity was teken to ex- 
change these notes for gold and gold 
certificates. In issuing Federal Reserve 
notes, however, it was necessary to 
deposit as collateral with the Federal 
Reserve agent eligible commercial 
paper equal toe 100 per cent of the 
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notes issued; but in the early days of 
the System the available volume of 
eligible paper was limited. ‘Therefore, 
in order to make the exchange, it was 
necessary to adopt a circuitous method 
which may be described as follows: The 
Federal Reserve Bank of New York, 
for example, would pledge $100,000 of 
commercial paper, obtaining im ex- 
change Federal Reserve notes, and 
would then, as the Act authorized it to 
do, deposit gold to retire its liability 
for the notes and withdraw the paper. 
This operation would be repeated over 
and over again until enough Federal 
Reserve notes had been obtained to 
meet the demands for new currency. 
Moreover, the gold held as security 
for notes could not be used except as a 
100 per cent fund to provide for their 
redemption and was held by the Fed- 
eral Reserve agent specifically for that 
purpose. 

For the purpose of further strength- 
ening the System, the Federal Reserve 
Board in January, 1917, recommended 
a number of amendments to the Fed- 
eral Reserve Act, and they were again 
transmitted.to Congress during April 
and were adopted on June 21, 1917, 
substantially as recommended by the 
Board. One object sought by these 
amendments was to enable the Federal 
Reserve Banks more effectively to con- 
trol the country’s gold supply, and 
therefore the process of issuing notes 
was simplified by permitting their 
Issuance either against gold or eligible 
paper, or both, as collateral. The Act 
as amended not only permitted gold to 
be pledged directly for notes, but al- 
lowed this gold to serve as the reserve 
required against the notes. The effec- 
tiveness of the gold reserves held by 
the Federal Reserve Banks was greatly 
increased and the adaptability of the 
System to the changing requirements 
of the public enhanced. After the 
passage of this amendment and our 
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entrance into the War, as a part of the 
redoubled efforts to impound the 
country’s gold where it would serve 
its most useful purposes, both member 
and non-member banks were repeatedly 
urged to transfer their gold as it ac- 
cumulated to the Federal Reserve 
Banks, and the appeal met with a 
hearty response. ` 

The provisions concerning member 
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accounts with them for the clearing 
and collecting of their checks. 

The success of the movement to 
accumulate gold is shown in Table I 
which gives for three years the country’s 
monetary stock of gold, the gold hold- 
ings of the Federal Reserve Banks and 
the gold in general circulation, i.e., 
outside the Treasury and the holdings 
of the Federal Reserve Banks: 


TABLE I 


Toray Monetary Stock or Gorp, Gorp Honpines or Feprran Reserve Banxs, GOLD IN 
\ CIRCULATION, 1917, 1918, 1919 - 


- | Total monetary . © | Gold holdings of : 
Date stock of gold in Barras ste Federal Reserve E a: i 
the country . 8. Treasury Banks ireulation 
January 1, 1917..... «-| $2,864,842,000 $233,945,000 $738'7,787,000 $1,893,110,000 
January 1, 1918....... 3,040,439,000 212,231,000 1,558,116,000 1,270,092,000 
January 1, 1919....... $,080,510,000 327,239,000° 1,916,656,000 836,615,000 
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banks reserves were likewise changed, 
first by reducing their required reserves 
to 13, 10 and 7 per cent for central 
reserve city, reserve city and country 
banks, respectively, and second, by 
requiring that their entire reserves 
should be carried as cash balances with 
the Federal Reserve Banks. These 
changes both augmented the gold 


holdings and increased their efficiency ‘ 


with a commensurate increase in the 
discount power of the Federal Reserve 
Banks. Member banks could no longer 
count as a part of their legal reserves, 
cash in their own vaults, and the priv- 
ilege of country banks to keep a part 
of their reserves with reserve city 
banks was discontinued several months 
prior to the date originally fixed for 
such discontinuance. These changes 
increased the cash holdings of the 
Federal Reserve Banks by about 
$250,000,000. ` At the same time non- 
member banks were encouraged to 
. deposit their cash reserves with the 
Federal Reserve Banks and to carry 


MOVEMENT FOR A GREATER MEMBER- 
SHIP 


As originally provided in the Act, all 
national banks are necessarily members 
of the Federal Reserve System but prior 
to the entrance of the United States 
into the War, the membership of the 
Federal Reserve Banks included less 
than fifty state banks and trust com- 
panies, and the combined resources of 
member banks were approximately 
one-half of the total banking resources 
of the country. Obviously this was a 
weak point in the System. In meeting 
a great credit strain or unusual financial 
problems, it was believed that the 
Federal Reserve Banks would be called 
upon to support indirectly the non- 
member banks through credits granted 
to member banks, which, in turn, would 
aid the state institutions. 

In view of the country’s needs and 
the part played by the Federal Reserve 
Banks in carrying on the War, it was 
soon generally recognized that a moral 
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ard patriotic obligation tested upon 
state bankers to support the system. 
Immediately following the declaration 
of war there was a decided movement 
among the stronger state institutions 


taward obtaining membersaip, a move- . 


ment accompanied by some pressure 
on the part of the larger member banks 
waich were desirous of being relieved 
from the duty of financing these non- 
mz2mber institutions in cese of emer- 
gency. The Federal Reserve Board 
hed adopted a liberal policy in its 
regulations both as to terms of admis- 


sion of state banks and as to thelr: 


rights to withdraw at their discretion, 
but there existed among taes institu- 
tions a feeling of uncertainty and a lack 
of assurance that these rulings would 
be permanent without legislative sanc- 
tion. The action of Congress, there- 


fore, in passing thé amendment ap-. 


proved June 21, 1917, giving to state 
institutions the assurance taat they 
might become members of the System 
ard carry on their activities substan- 
tially as before and, in addition, giving 
them the definite right to withdraw 
from the System on six moatkhs’ notice, 
accelerated the movemen: to obtain 
m=mbership. 

The climax to this movment for a 
greater membership was a lester from 
the President on October 13, 1917, to 
state banks and trust companies, in 
which he urged a compleze mobiliza- 
tion of the banking reserves of the 
United States in.order to meet the 
great financial requiremeats imposed 
upon the country by the War. In this 
arpeal the President said’in part: “I 
believe that codperation or. tke part of 
banks is a patriotic duty et this time, 
ard that membership in the Federal 
Reserve System is a distinct and signif- 
icant evidence of patriotism.” Under 
these various incentives ard influences 
many of the stronger state institutions 

filed applications and were admitted 
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to membership. The progress of the 
movement towards greater unification 
of the banking system is shown by the 
fact that at the end of 1917 the mem- 
bership of state banks and trust com- 
panies had increased to 250 and the 
Board in its Annual Report for that 
year estimated that the member banks 
represented approximately 75 per cent 
of the commercial banking assets of the 
country. 


Toe .Liserty ‘Loans 


While the President and Congress 
were wrestling with the problem of 
reorganizing our banking system, it 
had become generally recognized that 
the method of handling the govern- 
ment’s finances through the Independ- 
ent Treasury System was antiquated 
and the framers of the Federal Reserve 
Act happily inserted a clause authoriz- 
ing the Secretary of the Treasury to 
require the Federal Reserve Banks to 
act as fiscal agents. At the beginning 
of 1916 the Reserve Banks began to act 
ds fiscal agents of the government, but 
prior to our entrance into the War, their 
services had been limited to receiving 
deposits of receipts from customs and 


‘internal revenue and paying checks and 


warrants drawn by and on the Treas- 
urer of the, United States. But when 
the Treasury was confronted with the 
problem of raising and disbursing the 
huge sums necessary to carry on the 
War, the Reserve Banks became the 
chief agencies through which it oper- 
ated; they became the administrative 
centers of the various Liberty Loan 
committees in addition to performing 
the minor fiscal agency functions. 
Floating the Liberty Loans was the 
paramount financial: undertaking of 
the War; it was a task, the accomplish- 
ment of which necessitated arousing 
public opinion to a realization of the 
needs of thé government and enlistmg 
the support of every American. 
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SELLING Linperty BONDS 


Perhaps I can best explain the 
methods used in selling government 


bonds by a brief description of the 


organization and work of the Liberty 
Loan committees in the Second Dis- 
trict, with which I am most familiar. 
During the First and Second Liberty 
Loans, the responsibility for selling 
bonds in the second district rested 
largely upon volunteers from the vari- 


ous bond houses, banks and corpora- ` 


tions which generously and patrioti- 
cally contributed the services of their 
staffs. It was soon seen, however, that 
one loan was hardly completed before 
preparations for another one were be- 
ing made, and it was realized that with 


each successive loan, as the novelty’ 


wore off, a more intensive campaign 
and, more unified organization would be 
requisite in order to induce the public 
to do the necessary amount of saving 
and investing. Consequently a fixed 
establishment of paid employes was 
built up. 

The saad Liberty Loan Committee 
was the center and: directing farce 
around which the whole organization 
revolved. As finally perfected, it con- 
sisted of fifteen members, many of 
whom were heads of some of the largest 
banks and banking houses in New York. 
The chairman of the Committee was 
the Governor of the Federal Reserve 
Bank of New York. The Committee 
met frequently during the progress of 
the loans and determined the policies 
to be followed and the nature of the 
appeals to be made to the public. 

One of the members of the Liberty 
Loan Committee was chairman of the 


distribution organization which had - 


direct charge of sales and which was 
made up of bankers or partners in 
«bond houses. 
of the distribution committee was 
headed by the director of distribution, 
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who was the executive in charge of the 
Immense and very active poncrsene 
organization. 

This district, with the exception of 
three boroughs of New York City, was 
divided into eight subdistricts and a 
member of the distribution organiza- 
tion was chairman of each subdistrict. 
These subdistrict chairmen formed the 
connection between their local Liberty 
Loan committees and the central 
organization. They acted as advisers 
to the local chairmen and transmitted 
to them the plans and material pre- 
pared at headquarters. The number 
of committees and subcommittees ran 
into the thousands. In every com- 
munity an extensive volunteer organi- 
zation was formed which carried the 
campaign direct to the individual in 
every branch of human activity. 

To the army of Liberty Loan workers, 
men and women through whose energy 
and patriotism the millions of subscrip- 
tions were actually obtained, is due a 
large part of the credit for the complete 
success of the greatest financial opera- 
tion of all time. _ 

A publicity organization was estab- 
lished as a necessary part of the selling 
campaign. Its mission was to carry to 


~ every citizen in the district the message 


of the Liberty Loans and of America. 
This message was carried in a great 
variety of ways in the effort to dissemi- 
nate the ideals for which America 
entered the War and to point out the 
financial needs of the government for 
winning the War. In the newspapers 
and magazines, on the billboards, houses, 
lamp-posts,- vehicles, flagstaffs, and in 
the store and householder’s window, 
the appeal appeared, showing the 
obligation of every American to partic- 
ipate in the work of winning the War. 
Frequent Liberty Loan meetings were 
held and many hundred menand women 
delivered the message in public ad- 
dresses. ° 
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PARTIAL PAYMENTS 


One of the most difficult problems 
from the standpoint of the physical 
handling of subscriptions in New York 
City grew out of the enormcus number 
of applications for $50 ard $100 bonds 
from persons who of necessity could 
purchase only on the paztiel payment 
olan. 

The fact that there were but a rela- 
iively small number of barks located 
in the metropolitan area to handle the 
growing volume of these transactions 
threatened serious congzst:on in the 
banks. This situation, however, was 
successfully met by the formation of 
the Liberty Loan Association of Banks 
and Trust Companies of New York, 
which handled, through £ ccupon book 
system, approximately 2,400,000 sepa- 
rate partial payment accounts in con- 
nection with the Third. Fourth and 
Yietory Liberty Loans. Under this 
plan, subscribers were allowed to make 
payments at any of abot 1,400 pay- 
ment stations designatei throughout 
the metropolitan district as a conven- 
yence to subscribers and as a measure 
af relief to the banks. 

The Liberty Loan Assoziazion, under 
the direction of the Federal Reserve 
Bank of New York, with a staff of ap- 
proximately 450 clerks op2rated the 
system through which over 90,000,000 
mdividual payments were received and 
ever 2,000,000 separate bonds were 
delivered. As many as 17,500 people 
called at the office of the Liberty Loan 
Association at 19 West 44th Street, 
New York City, during a sinzle day. 

The importance of this undertaking 
ts not to be measured merely by the 
number of bonds distribrted. Count- 
jess individuals could not have pur- 
chased these securities en any other 
than the instalment plan, and much 
eredit is due the bankinz iastitutions 
and the hundreds of other codperating 
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agencies that made possible this great 
undertaking. 


HANDLING THE LOANS 


Up to the time of the First Liberty 
Loan, the Federal Reserve Banks had 
been operating with a comparatively 
small force of clerks, sufficient only to 
take care of the comparatively moderate 
volume of business which the banks had 
yet been called upon to do. It was 
not until after the First Liberty Loan 
campaign was actually under way that 
the officials in charge of the Federal Re- 
serve Banks began to realize that their 
forces were totally inadequate to the 
magnitude of the task for the govern- 
ment which lay beforethem. The lead- 
ing banks andinvestment houses were 
then appealed to for help and responded 
mosteffectively, willingly lending clerks, 
stenographers and even heads of depart- 
ments and officers, Inthe Second Dis- 
trict the force so loaned consisted of 
about 350 men who stayed with the 
Federal Reserve Bank until they were 
gradually replaced by a permanent staff 
just prior to the Second Liberty Loan. 

It became necessary to develop 
special accounting systems, and control 
records in order properly and success- 
fully to handle the issue, exchange and 
redemption of billions of dollars in 
government securities. Three separate 
departments were created to perform 
this work. One was organized to 
handle all operations in connection 
with the issue of bonds; another, to 
manage the sale dnd issue oi certificates 
of indebtedness; and a third, to handle 
the collateral pledged by banks to 
secure government deposits. Some- 
thing of the magnitude of the task 
performed by the government bond 
departments of the twelve Federal Re- 
serve Banks may be seen from Table IT 
which gives for the five Liberty Loans 
the record of subscriptions, allotments, 
exchanges and conversions. 
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TABLE II - 


SUBSCRIPTIONS, ALLOTMENTS, EXCHANGES AND CONVERSIONS FOR THE Five LIBERTY Loans 





Number of 
Number of | temporary Number of 
: -.. | bonds ex- : 
Number of Amount Amount preces 18 conversions 
Loan : ; d changed for 
subscribers | subscribed allotted sued on ų | (Aug. 31, 
allotments | Petmanen 1921) 
: bonds. (Aug. 
i 31, 1921) 
First.. ...... 4,000,000} 3,035,226,850| 1,989,455,550| 7,513,627) 1,322,834] 3,717,955 
Second, . 9,400,000| 4,617,532,300) 3,807,865,000) 14,938,073) 5,610,948] 12,317,448 
Third....... 18,308,325} 4,176,516,850| 4,175,650,050! 24,406,982] 14,459,383 Pate 
Fourth...... 29,777,680} 6,993,073,250| 6,964,581,250| 33,024,445) 17,405,606 gees 
Victory..... 11,803,895] 5,249,908,300) 4,497,818,750| 17,498,172 io 636,960 
Total..... 66,289,900; 24,072,257,550; 21,435,370,550| 97,381,299} 38,798,771] 16,672,363 
Other services of magnitude per- market. On October 31, 1921 there 


formed by the bond departments of the 
Federal Reserve Banks were exchanges 
of bonds of one denomination for bonds 
of another denomination, payment of 
coupons from all issues of Liberty 
Bonds and assistance rendered the 
Treasury Department in the register- 
ing of government bonds by receiving 
coupon bonds for registration and 
registered bonds for exchange into 
coupon bonds. 

The current needs of the Treasury 
between the periods of bond issues and 
tax receipts were met by frequent 
issues of certificates of indebtedness of 
short maturities, ° which were also 
handled by the Federal Reserve Bank. 
These short credits proved to be a 
popular investment for our banking 
institutions and were periodically con- 
verted into long-time credits through 
the Liberty Loan bond drive and thus 
were distributed among individual 
investors. The issuance of certificates 
not only supplied a means of securing 
current funds but afforded-a protection 
to the money market by distributing 
the receipts from loans and taxes over 
periods of time, thus avoiding periodic 
heavy withdrawals of funds from the 


had been eighty-eight issues of certif- 
icates of indebtedness, both loan and 
tax, aggregating $32,881,000,000 of 
which $30,235,000,000 had matured 
and had been redeemed. 


Payment BY Book CREDIT 


In order further to minimize possi- 
ble disturbances in the money market 
the Federal Reserve Banks at the 
request of the Secretary of the Treas- 
ury extended to banks the privilege 
of paying for their subscriptions to 
Liberty Bonds and certificates of in- 
debtedness by kook credit, which sim- 
ply means creating a deposit in favor 
of the government to the amount of 
the subscriptions. These deposits were 
withdrawn gracually from the banks 
on a pro rata basis as needed by the 
government. The Federal Reserve 
banks as fiscal agents were required not 
only to keep records of these deposits 
and withdrawals, but also to receive 
and hold collateral against them; at 
times these dzposits amounted to 
about a billion dollars and the Federal 
Reserve Banks were required to handle 
many billions of dollars of collateral in 
connection therewith. œ 
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SUBCOMMITTER ON MONEY 


The desirability of havng an orderly 
money market was generelly recognized 
and on September 5, jus: prior to the 
offering of the Second Liberty Loan, a 
subcommittee of the Liberty Loan 
ommittee of the Seconc District was 
appointed for the purpo-e of securing 
che most complete codperation with the 
Zovernment in its finarcicl program 
‘oy all the financial intere.ts of the city. 
This committee was compcsed of. the 
‘Ohaigman of the Libert> Loan Com- 
mittee, as chairman, and -he presidents 
of eight of the largest financial institu- 
slons. 

The policy of this subzoramittee on 
money was to prevent tae absorption 
of an excess amount of 2redit by the 
security market which might interfere 
with the orderly mark2tiag of the 
government’s loans, and at the same 
“ime to assure that sudicient funds 


would be available to miintain a rea-. 


sonably healthy security market in 
order to facilitate the successful placing 
of Treasury issues. It was considered 
of great importance that reasonable 
and necessary control be exercised 
over the employment of credit in order 
zo insure no interference with the finan- 
nial operations of the government in 
conducting the war. 

This committee enjoy=d the fullest 
206peration of the goverrors and mem- 
ders of the New York Stock Exchange 
who unselfishly placed ir tke hands of 
-zhe subcommittee confidential informa- 
zion which would enable -he committee 
+o take such steps as were calculated 
to maintain an orderly money market. 


MEETING THE DEMAND- ror CREDIT 
The success of the Liberty Loans 


depended in large meastre on the in- 


dividual banks throughott tae country. 
But the extent of their eodperation in 
turn depended upon the financial sup- 
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port which they felt they could secure 
from the Federal Reserve Banks. It 
soon became evident that the savings 
of the people in spite of the various 
thrift campaigns would not prove 
sufficient to meet the tremendous de- 
mands of the government and that a 
substantial portion of its borrowings 
would have to be.met through bank 
credit. The banks supplied this credit 
both by subscribing to the loans them- 
selves and by extending credit freely 
to their customers who borrowed in 
order to buy government obligations. 

In fact, in order to insure the 
success of the government’s financial ` 
measures, banks, life insurance com- 
panies, general business corporations 
and individuals were urged to subscribe 
heavily to the Liberty Loans without 
regard to their immediate ability to pay 
for them. Preferential discount rates 
were established by the Federal Reserve 
Banks in favor of paper secured by _ 
United States Government obligations 
and easy terms of payment promised 
by the individual bank to induce a 
sufficient flow of funds from the banks 
and the people to the government. 
With the codperation of and by the 
support they gave to the individual. 
banks of the country, the Federal 
Reserve Banks expanded the credit 
structure sufficiently to meet the needs 
of the great emergency. 

The “borrow and buy” method of 
securing funds leads to inflation, to be 
sure, with all its consequent ills, but 
any method of financing a war, except 
solely out of the savings of the people, 
would have the same result. War 
financing always involves credit ex- 
pansion unless private savings increase 
commensurate with government re- 
quirements. Try as we may, we can- 
not get away from this fact. We may 
safely say that the difference between 
the government’s requirements for 
funds,. as expressed in the securities 


t 


THE ÅSSUMPTION oF TREASURY FUNCTIONS 


sold, and the volume paid for out of 
= savings, represents a good part of the 
recent credit expansion. But it could 
hardly be expected that private savings 
would keep pace with the phenomenal 
demands of the government during the 
World War. Certainly no opportunity 
‘was neglected to impress upon the 
public the fact that they should save 
to the limit. While the Federal Re- 
serve Banks were conducting a cam- 
paign urging increased borrowing as 
one means of selling Liberty Bonds, 
an equally intensive campaign urging 
upon the people the necessity for thrift 
and rigid economy was being conducted 
by the same banks under the direction 
of the Liberty Loan and War Savings 
committees, as well as by various other 
government agencies. The Food Ad- 
ministration, for instance, was active 
in this regard. 

Furthermore, a campaign was carried 
on under the direction of the Capital 
Issues Committee for the purpose of 
conserving capital, labor, materials and 
transportation facilities for their most 
effective use in the prosecution of the 
War. There was a local capital issues 
, committee in each district which re- 
- ported to the central committee on all 
applications for permission to issue 
securities for the purpose of financing 
public or private corporate expenditure. 
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The Capital Issues Committee of the 
Second District, although in existence 
less than a year, considered formal 
applications for issues amounting to 
$2,069,000,000, besides numberless 
cases where no formal applications 
were filed notwithstanding the fact 
that when the Committee was first 
appointed, the submitting of applica- 
tions covering private issues was 
largely voluntary. 

The record of the Federal Reserve 
Banks during the War, in my judgment, 
is one of splendid achievements. They 
not only organized and directed the 
sales campaigns and handled the de- 
tails of every loan, but also by the 
support given +o the individual banks 
of the country made possible their 
hearty co6perazion and guaranteed the 
success of every loan. It is a cause for 
deep gratification that the banks and 
the people through efficient methods 
and organization were able to supply 
the government with such unprece- 
dented sums to meet its needs in 
carrying on the War. That five great 
loans, aggregating more than $21,000,- 
000,000, were rapidly and successfully 
distributed with hardly a ripple in 
the financial markets, is of itself a great 
testimonial to the new banking system 
which has now been thoroughly tried 
and. has successfully met the test. 


The Assumption of Treasury Functions by the Federal 
Reserve Banks 


By Murray 5. WILDMAN 
Stanford University 


HE Independent Treasury as it 
functioned for three quarters of a 
century was an institution unique in 
the field of public finance. It grew 
out of the general demoralization of the 
‘banks which followed the panic of 1837 
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and the downfall of the Second Bank of 
the United States. When the Act of 
1841 was passed, followed by the more 
adequate Act of 1846, the need for such 
legislation was real and urgent. On 
the theory that the establishment and 
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regulation of banks was = duty of the 
. States, the care of Federa. funds called 
for a Federal agency. When in 1863 
that theory was abandoned, the justifi- 
cation for the subtreasiries passed 
away with it; but in twenfy rears these 
‘ iastitutions had become rooted in our 
political system. 


An OUTGROWN AND OBJECTIONABLE 
SYSTEM 


As long as a government agency is 
merely useless it may be left alone. 
The subtreasury buildings are sub- 
szantial and impressive fe stures of our 
c.ties; they housed several hundred 
officials and clerks, some œ whom were 
devoted aids of the acmmistration 
which they served, and it was not 
enough to show that the maintenance 
o? this establishment invo-ved a waste 
o money. Before the Independent 
‘Treasury could be abolisted it must 
be shown as responsible for positive 
harm. 

The important ground of objection 

to the subtreasuries was fheir evil in- 
=- fluence in the money market. The 
harm that they did was r-al and sub- 
stantial, although it was okscure. The 
great hoard of coin and bullion and 
legal tender notes, whicl: was kept 
behind massive steel bars and ap- 
proached through dismal passages be- 
tween granite walls, while t impressed 
tke tourist, would have Eroight dis- 
may to the borrower of furs if he had 
been fully alive to his interest. It was 
not merely the impoundmg of cash 
that called for condemnacion of the 
system but the recurrence cf large pay- 
ments as well. The alternate collec- 
tion and disbursement of the revenues 
brought alternate contracton and ex- 
pansion of the bank reserves and con- 
sequent changes in disceurt rates, 
which, in turn, disturbed the markets 
for staple products and secaricies. 

The establishment of the national 
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banking system during the Civil War 
should have been followed promptly 
by the abandonment of the Independ- 
ent Treasury, but at that particular 
period the banking business was not 
popular. The needed reform must 
wait for another time of great financial 
stress, and for a reorganization of the 
banking system on the principle of a 
single national cash reserve under 
Federal control. 


THe New Pouicy 


The legislative acts which make 
definite provision for the new policy 
aretwo. Section 15 of the Federal Re- 
serve Act of December 23, 1913, pro- 
vided that “the moneys held in the - 
general fund of the Treasury : 
may be deposited in Federal Reserve 
Banks, which banks shall act 
as fiscal agents of the United States 

and disbursements may be _ 
made by checks: drawn against such 
deposits.” 

The other measure is found in the 
General Appropriation Act.of May 
29, 1920, which repealed the Act of 
1846 in so far as it provided for sub- 
treasuries, and required the Secretary 
of the Treasury to transfer the duties 
of the Assistant Treasurers of the 
United States to the Treasurer, the 
mints and assay offices and to the Fed- 
eral Reserve Banks. 

This Act of 1920 was belated. As 
intimated above, the officers and the 
employes of the subtreasuries owed 
their appointments to political in- 
fluences. The original intention of the 
framers of the Federal Reserve Act was 
to have the subtreasuries taken over 
by the Reserve Banks. But, as the 
bill developed out of the economic and 
into the political stage in Congress, dis- 
cussion arose and political force was 
asserted. “The moneys held in the 
general fund of the Treasury shall be 
deposited”’ in Section 13 became “may 
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be deposited” and the Secretary of the 
Treasury held the power of decisicn. ` 

After the Reserve Banks were opened 
and had been officially designated as 
fiscal agents of the government, the 
Treasury made comparatively little 
use of them. Other bank depositaries 
were retained and treasury funds were 
placed for “crop-moving purposes” as 
in the past. 

There was naturally adverse criti- 
cism. From official sources came pleas 
and explanations that the subtreasuries 
were convenient to the public, if not 
indispensable to the government, and 
the cities where they were located had 
their fears aroused that they were to 
be deprived of something of value to 
them. Thecriticism persisted, however. 
In the end the matter was referred, in 
March, 1917, to the Bureau of Efficiency 
for investigation and report to Congress. 

The investigation was thorough and 
the report, made January 26, 1918, 
was most competent. The report 
concluded as follows: 

The Bureau of Efficiency recommends 
the ultimate abolition of the whole sub- 
treasury system. It believes not only that 
the government will save money by this 
change, but also that the public will in the 
end be better served. It will be appre- 
ciated that in making this recommendation 
the Bureau of Efficiency seeks only to 
serve the public interest. If, however, 
the subtreasuries are to be continued, the 
Bureau of Efficiency suggests the following 
as a Minimum program: 

The elimination of the three subtreasur- 
ies—Baltimore, Philadelphia and Cincin- 
nati—which are of no essential value to the 
system; 

The abolition of the post of assistant 
treasurer everywhere and the transfer of 
responsibility to the cashiers; 

A reduction in the amount of con-ex- 
change business undertaken at the sub- 
treasuries and by the cash room of the 
Treasury in Washington through the charg- 
ing of a fee for receiving or paying out cur- 
rent coin; Oo 
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The concentration of all the redemptions 
of paper currency in Washington; 

Scarcely less than this can be done for 
the good of the Treasury and the people. 


The effect of the legislation of 1920 
was to make mandatory what had hith- 
erto been permissive only. But the 
change of policy which these acts re- ` 
veal had been slowly evolved out of a | 
long and unhappy experience in the 
management of both public and private 
funds. The realization of the proper 
relation between Treasury and banks 
has been growing through a period of 
many years of nominal independence. 
It was made clearer by every financial 
crisis through which the country passed 
that real independence was impossible. 
Points of conzact between Treasury 
and banks wer2 established for greater 
convenience and economy in the hand- 
ling of funds, end a relation of mutual 
dependence was tacitly recognized. 


RELATION OF TREASURER TO BANKS 
1865-1913 


In order to save labor to both offi- 
cials and the public, the subtreasury 
at New York was made a member of 
the clearing house on the resumption 
of specie payments, January 1, 1879. 
In the latter months of the Civil War 
and for several years thereafter the ex- 
tensive collection of internal revenue as 
well as the necessities of postmasters 
led to the designation of certain na- 
tional banks as United States deposita- 
ries. When a few years later depleted 
bank reserves coincided with surplus 
revenues in the Treasury, aggravating 
the stringency of the money market, 
the government adopted the policy of 
designating other national banks as 
special depositaries of public funds. 
Large sums were paid into these banks 
for the single purpose of putting idle 
cash to commercial use. 

From the paint of view of economical 
yse of funds, bank depositors may be 
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divided into two groups: tiose who use 
banks for the safe-keeping of money, 
aad those who use banks as agencies 
for the collection and payment of bills. 
The first class is typified b the savings 
dspositor; the second, by zhe commer- 
cial depositor. The custcmery opera- 
trons of the savings bank involve the 
receipt and payment of cash while the 
customary operations of -he commer- 
c.al bank involve the recept and pay- 
ment of credit instruments. In the 
letter case, cash is required only for a 
reserve, and this reserve <3 cnly occa- 
sionally brought into use. Zhe result 
is that payments in and ouz o? the com- 
mercial bank may vastly exceed the 
amount of cash employed. 
aivantage in the use of tais bank lies 
in the fact that a given amount of cash, 
when used as a reserve against deposits 
o> notes, will accomplish much more 
than when used in paymeat directly. 
In its use of national or state banks 
a3 public depositaries tLe Treasury 
naver assumed the role of s commercial 
d=positor in the sense hers described. 
Funds were placed in the c.istody of 
the banks and in due zourse were 
ozdered to be remitted to tae Treasury. 
Crdinary disbursements w=re made by 
warrants drawn on the T asurer and 
not by checks drawn om the banks. 
‘These so-called deposits w-re m reality 
Icans to the banks in so faz as the spe- 
cial depositaries were concrred. The 
banks held the funds foz a definite 
period, paid interest on th=m and gave 
security for them. The term “de- 
posit” was a misnomer anc the practice 
of placing funds with the special de- 
positaries could not be cazried out 
without calling forth th- charge of 
fevoritism. The attitude -f the public 
toward the banks selected to act as 
regular depositaries was somewhat 
different. These were chcser to serve 
the convenience of the government, 
but even here special collateral security 


The public ` 
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was exacted and the relation of bank 
and depositor was not a normal one. 
There were no true active checking 
accounts maintained by the Treasury. 


SITUATION 1913-1916 


When the Federal Reserve Act was 
passed in 1913 there were 850 regular 
depositaries and 685 special deposita- 
ries, together holding $76,000,000, and 
all of the subtreasuries except the one 
at Philadelphia were members of the 
clearing houses of the cities in which | 
they were located. To that extent the . 
independence of the Treasury had been 
abandoned. From the establishment 
of the Federal Reserve Banks there 
was a rapid evolution of a new policy 
on the part of the Treasury. “The 
twelve Reserve Banks were designated 
public depositaries some time after 
they were ready for business. In the- 
twelve cities in which these banks were 
established all other government de- 
posits were discontinued, except that 
in some cases Federal court funds and 
postmasters’ funds remained where 
they had been previously kept. 

But the use of the Federal Reserve 


` Bank as a depositary involved an im- 


portant change in the attitude of the 
Treasury in that these banks: gave no 
collateral security for the funds held. 
Moreover, the funds were used by the 
Treasury as checking accounts; indeed, 
in some cases the Treasury received 
temporary advances of funds against 
an approaching issue of loan certifi- 
cates, and so, for the first time since 
1846, the Treasury became a bank de- 
positor and borrower in the common 
acceptation of these terms. But this 
change of attitude in 1914 was cautious 
and incomplete. The major part of 
the public revenue and expenditure 
continued as before to pass through 
the subtreasuries. At the close of the 
fiscal year, June 30, 1916, the distribu- 
tion of the general fund was as follows: 
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In Treasury offices...... $180,534,179 .97 
In Federal Reserve Banks 113,480,576 .00 
In national bank deposi- 

TATION! 6 kainate 
In Philippine Treasury.. 


62,833,774 .43 
3,968,122. 73 


The foregoing statement takes no ac- 
count of the great trust funds held and 
administered by the treasury. 


EFFECT OF THE War 


The event which established the 
necessity of the new policy was our 
own entry into the World War and the 
great financial operations which en- 
sued. Soon after war was declared it 
came to be the general understanding 
that our chief contribution to the joint 
enterprise would be in the field of fi- 
nance and supply. To this end meas- 
ures were adopted for the handling of 
funds of unprecedented magnitude 
with the least possible friction. Im- 
mediately on the passage of legislation 
providing for the first Liberty Loan, 
steps were taken to correlate the banks 
of the country with the Treasury for 
most effective team work. By the 
middle of November, 1917, the number 
of national banks designated as public 
depositaries was raised from 518 to 
1,903. State banks and- trust compa- 
nies were pressed into service and 1,343 
of these were named as public deposita- 
ries. In the Treasury circular of May 
29 it was provided not only that banks 
so designated should hold on deposit to 
the credit of the government the funds 
received by them in the sale of bonds, 
but also that, when the funds should be 
required from the banks, the transfer 
should be made by a draft against the 
balance carried by the depositary bank 
in the Federal Reserve Bank in favor of 
the account of the Treasury in the same 
Federal Reserve Bank. That is to 
say, payments on governemnt account 
should be made by use of the bank’s 
credit and with no reduction of its 
stock of cash. 
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Not only were these rules applicable 
to receipts from the several Liberty 
Loans but also to receipts from income 
taxes and excess profits taxes, as well as 
from the sale of certificates of indebted- 
ness which succeeded one another in 
rapid succession throughout the War 
and the following year. It was the 
custom of the Treasury to leave the 
credit as long as might be in the local 
depositary banks where it would serve 
the business ccmmunity to the greatest 
possible degree, and require transfer to 
government account in the Reserve 
Bank only as it was actually needed, 
thence to be disbursed by government 
check. ‘These transfers of credit were 
made ratably throughout the country 
—a certain percentage of the deposit 
on a specified date. The result of this 
policy was to make the depositary 
banks collecticn agencies of the govern- 
ment, while the Reserve Bank of each 
district became a disbursing agency to 
a degree unknown in the past. The 
effect of these operations on the dis- 
tribution of the general fund at the 
end of the fiscal year 1917 is shown 
below: 


In Treasury offices...... $107 662,952 .07 
In Federal Reserve Banks 300,671,632.42 
In special depositaries... 783,922,959. 51 
In regular depesitaries... 49,681,738 .91 
In Philippine Treasury.. 2,081,409 .76 


In order to appreciate the effect of 
the new policy upon the business of the 
Federal Reserve Banks it is only neces- 
sary to remember that the ordinary 
disbursements of the Treasury rose 
from a total cf 682 millions in 1913 to 
15,365 millions in 1919. ‘The premises 
of the Reserve Banks became scenes of 
the greatest activity. New and larger 
quarters had to be taken, branch banks 
were established, and. the employed 
personnel grew from 920 at the end of 
1916 to 9,459 at the end of 1919. In 
the same thr2e years the number of 
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ssate banks admitted to membership 
grew from 37 to 1,481, end the gold 
reserve from 738 millions to 2,063 
millions. 


CHANGES UNDER ACT or 1920 


From this showing it may properly 
be inferred that the expanzion involved 
in the transfer of the duties of assistant 
treasurers under the mancatory act of 
1320 had already taken lace before 
the act was passed. By zhe terms of 
the law a period of thirteer. months was 
a_lowed for making the cnaange. The 
Secretary of the Treasury wes permit- 
ted to assign the duties cf the assist- 
ant treasurers to the treasurer, the 
mints and assay offices an: to the 
Federal Reserve Banks, in sich man- 
nər'as might in his opinien best pro- 
mote the public interest. It was pro- 
v_ded further that the Sec-etary of the 
Treasury might assign to th2 Federal 
Reserve Banks such rooms, vaults and 
equipment as might be neeled, and the 
employes of the various sub:reasuries 
should have preference im application 
fcr positions in other departments of the 
government. However, mosz of them 
were taken over by the Re. erve Banks. 

In order that the transfe o? business 
might go forward with the least disturb- 
ance of routine the chang: was made 
by degrees. The subtreasurz at Bos- 
tcn was closed on Octob-r 25, 1920, 
that at Chicago, November 3; New 
York, December 6; Sar Francisco, 
December 20; New Orleans, January 
5, 1921; St. Louis, January 8; Balti- 
more, January 14; Philadelphia, Feb- 
rary 8, and Cincinnati, february 10. 

In the case of six of these cities the 
work was taken over by zhe Reserve 
Banks located there, but in New Or- 
leans, Baltimore and Circinnati the 
fenctions of the subtressury were 
transferred to branches of Reserve 
Banks located in those zit.es. But 
functions of the Indepeniert Treas- 
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ury were not confined to banks and 
branches in the nine cities in which 
subtreasuries were to be found. By 
Treasury circulars issued August 30 
and October 19, all the Federal Reserve 
Banks and their branches were defi- 
nitely constituted fiscal agencies of the 
United States Treasury. The effect of 
this was to extend the facilities for- 
merly available in only nine cities to 
thirty-five cities at the outset and to as 
many more as might be favored with a 
branch bank in the future. 

One important duty of the subtreas- 
uries had been to account for the 
special trust funds such as the gold 
coin held.against United States notes, 
gold com and bullion held against gold 
certificates, and the silver dollars held 
against silver certificates. The care 
of these funds was transferred to the 
Treasurer of the United States at 
Washington, to be assisted as may be 
desirable by the mints and assay 
offices. 


Treasury Durtizs oF RESERVE 
BANKS 


The new duties now devolving upon 
the Reserve Banks are: 

The receipt of gold coin and silver 
dollars for exchange; the receipt of 
United States notes, Treasury notes, 
gold and silver certificates, subsidiary 
and minor coin for redemption; the ex- 
change of various forms and issues of 


. money for others; the cancellation or 


cleaning of currency unfit for circula- 
tion; the receipt from depositary banks 
of internal revenue, customs, postal 
and other funds; the receipt of depos- 
its from other than depositary banks 
for money payable to the government 
from many sources; the payment of 
United States interest coupons; the 
payment of checks and warrants drawn 
against the Treasurer, and the receipt 
of government funds for transfer to 
other points, 
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Score or Brancues or FeperaL Reserve Banks 


From what has been said it will be 
clear that the actual abandonment of 
the Independent Treasury did not 
greatly augment the work of the Re- 
serve Banks. For example, on the 
date of transfer the bank at New York 
already -held $11,298,000 of govern- 
ment deposits, while the subtreasury in 
that city, whose normal business was 
far greater than that of any other, held 
only $1,448,000. ‘This sum was all in 
coin. . The building was turned oyer to 
- the use of the bank under a lease but 
the title remains in the government. 
In Minneapolis, where there was no 
subtreasury, the assumption of the 
new duties was not so easily effected. 
The vaults of the bank were not 
adequate to meet the new demands 
and outside vault space was rented. 
Moreover, the clerical staff was con- 
siderably enlarged. In San Francisco 
the entire staff employed in the sub- 
treasury was taken over by the bank. 
The building was occupied under a lease 
and is used as a place of storage of coin, 
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currency and bonds, and for the housing 
of such employes as are required for the 
custody and exchange of these bonds. 


SIGNIFICANCE OF THE New Poticy 


The importance of the change there- 
fore consists not in the magnitude of 
the new enterprise which the Reserve 
Banks have -mdertaken but in the 
significance of it. For all this coin and 
currency, Insotar as it belongs to the 
general fund, now becomes a part of 
the banking reserve of the country. 
Large disbursements of government 
funds will never again stimulate specu- 
lation on the stock exchanges nor will 
the collection of a great surplus of 
revenue cause a chill in the markets 
of staple products. By adjustments 
through the Gold Settlement Fund 
maintained by the Federal Reserve 
Board at Washington the Reserve 
Banks will be able to make the largest 
payments, ccllections and transfers 
without affecting the magnitude of the 
reserves at ary point. 


The Establishment and Scope of Brenches of Federal 
Reserve Banks 
By E. R. FANCHER 


Governor, Federal Reserve Bank of Cleveland 


HE establishment and operation 

of the Federal Reserve Banks and 
branches is the direct result of in- 
tensive research and study on the 
part of economists, financiers and 
statesmen regarding the inadequacy 
of the banking system of the United 
States as developed under the national 
banking system, established in 1863, 
remodeled by enactment of Congress 
in 1864, and patched up from time to 
time by more than sixty legislative 
amendments. The national banking 
system as it formerly existed, was sup- 
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plemented by the state banks and 
trust companies created by state laws, 
all functioning independently or sepa- 
rately. The entire system passed 
through various so-called panics up to 
1907, at which time the attention of 
the whole country was brought sharply 
to the inherent weaknesses of our 
banking and credit system, while the 
crisis of that year compelled definite 
action along remedial lines. The sys- 
tem had proved inadequate to cope 
with modern commercial needs. It 
failed to supply commerce and in- 
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dustry with adequate~credit facilities 
in normal times, and in times of finan- 
cial stress it broke down completely, 
spreading disaster and ruir throughout 
the land. 

The Aldrich-Vreeland Currency Act, 
approved by the President May 30, 
1908, in providing for emergency 
currency based upon cer-ain classes 
of securities other than zovernment 
bends, authorized the unitmng of ten or 
more national banks in any one city or 
community into a “ National Currency 
Association.” It may be steted that 
that law was the beginring of the 
regional idea, and of its la-er develop- 
ment into the thought o: additional 
services and conveniencestc areas, com- 
munities or centers, which 2as brought 
about establishment of branches of 
Federal Reserve Banks. ‘The National 
Monetary Commission was also au- 
thorized by the Aldrich-Vreekand Act. 


BRANCHES OF Fimst ANa SECOND 
BANKS oF THE UNITEL STATES 


Alexander Hamilton’s o~igmal plan 
for the First Bank of -he United 
States, organized in Philadelphia in 
December, 1791, did net contem- 
plate the establishment o* branches; 
but early in 1792 branches were opened 
in New York, Boston, Batimore and 
Ckarlestown, and later, adcitional ones 
were opened at Norfolk, Savannah, 
Washington and New Orleens, making 
in all, eight branches. 

In stating the advantages derived 
from the bank by the government, 
Secretary of the Treasury Gallatin 
laid stress upon the safe-keeping and 
transmission of the public funds, the 
economical collection of tLe revenue, 
and the aid furnished to the govern- 
ment in the matter of bans. The 
punctuality of payments introduced by 
the banking system, and tae facilities 
afforded by the bank tc importers 
indebted for ‘revenue bcnds, were 
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among the causes which had enabled 
the government to collect with such 
facility and with so few losses, the 
great revenue derived from imports. 
The numerous state banks might afford 
considerable assistance to the govern- 
ment in its fiscal operations, but they 
eould not effect the transmission of 
public funds with the same facility or 
to the same extent as the Bank of the 
United States through its several 
branches. 

The Second United States Bank, 
chartered in 1816, commenced opera- 
tions in January, 1817, and by October, 
1817, nineteen branches in fourteen 
states had been designated, and, 
subsequently, eight other branches or 
agencies were established. 

The establishment of branches was 
the most characteristic and the most 
essential feature of the plan of the 
First and Second Banks of the United 
States. Without them they would 
have been virtually useless to the 
government, unable to exercise an 
efficient control over the state banks, 
and incapable of furnishing accom- 
modations in discounts and exchange 
throughout a country unprovided with 
a note circulation of uniform value, 
or with any extended currency. 

The general control of the branches 
was almost wholly in the power of the 
central directorate through its author- 
ity to appoint the local directors and to 
create by-laws for the branches, the 
election of the president being the one 
important privilege left to the un- 
controlled will of the branch direc- 
torates. It was, of course, essential 
to the safety of the bank, to the 
security of its operations and to the 
unity of its policy, that the control of 
the central board over the branch 
officials and directors should be real 
and effective. 

Both the First and Second Banks of 
the United States became involved in 
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political strife without any intention of 
their own and in spite of their earnest 
efforts to avoid such entanglements. 

These two central banks were very 
largely government instrumentalities; 
out of them grew the - independent 
treasury system established m 1846, 
and from that time until the Civil War 
the government made its collections 
and disbursements entirely in specie 
and kept its funds in the Treasury and 
its branches, called subtreasuries. Im- 
portant changes were made m this 
system during and after the war, 
bringing the Treasury into close rela- 
tions again with the banking and 
‘credit system of the country. 


_. Tar INDEPENDENT TREASURY 
AND Its BRANCHES 


The national banking system, es- 
tablished in 1863, grew out of the 
financial difficulties of the Crvil War. 
After the adoption of the independent 
treasury system in 1846, the govern- 
ment had no relation with the banks 
of the country, keeping its funds with 
the various subtreasuries established 
in several leading cities. When the 
war broke out the government was 
compelled to turn to the banks for 
help. Instead of meeting the war 
expenses by taxation, it resorted to 
loans, which could be obtained quickly 
only from the banks. 

The policy of separating the fiscal 
activities of the government from banks 
and banking—which was adopted with 
the establishment of the independ- 
ent treasury system—was discontinued 
when the national banking system 
came into existence, and thereafter the 
subtreasuries became largely deposi- 
taries of surplus coin, distributers 
of currency and coin, and redemption 
agencies. — ae 

Under the Aldrich-Vreeland Act 
there were formed no less than eighteen 
national currency associations, and in 
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the bill suggested by the National 
Monetary Commission, as a result of 
its investigations, provision was in- 
cluded for a central reserve association, 
for at least fifteen branches of the 
parent association and for further dis- 
tricts when necessity might arise. Al 
through the studies of the National 
Monetary Commission and in the 
various important writings of financiers 
and economists, the necessity for 
adequate accommodations in industrial 
communities cr centers, the interest of 
which might demand direct personal 
contact with properly accredited rep- 
resentatives of the parent mstitution, 
was recognized. 


POPULAR OPPOSITION TO CENTRAL 
BANES 


Throughout the history of the 
country, it is apparent that the people 
have been opposed to placing in one 
single institution the financial power 
which a central bank might exercise. 
This was manifest in the failures of 
both the First Bank of the United 
States and tke Second United States 
Bank to secure charter renewal; and 
the antagonism which was most ap- 
parent during the administrations of 
President Jackson continued and as- 
serted itself in the preparation of the 
legislation that finally resulted in the 
enactment of the Federal Reserve Act, 
approved by the President, December 


23, 1918. 


Division of the United States into 
regions, as begun in the formation of 
the Currency Association, prevailed in 
the Act; and the establishment of not 
exceeding twelve independent Federal 
Reserve Banks with power in each of 
the banks to establish and operate 


-branches was provided. 


The original law, Section 3 of the 
Act, was as follows: 


Each Federal Reserve Bank skall es- 
tablish branch banks within the Federal 
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Reserve district in which it 3 located and 
may do so in the district oz amy Federal 
Reserve Bank which may kave been 
suspended. Such branches zhal be oper- 
ated by a board of directors umder rules 
amd regulations approved b> the Federal 
Reserve Board. Directors ofbrench banks 
skall possess the same qu-lifications as 
dwectors of the Federal Reserve Banks. 
Four of said directors shall ke selected by 
tte Reserve Bank and three ky the Federal 
Reserve Board, and they shall hold office 
during the pleasure, respeciavely, of the 
perent bank and the Fec2ral Reserve 
Board. he Reserve Bank saal. designate 
ore of the directors as manager. , 


The Organization Committee, pro- 
vided in the Act, gave consideration 
tc these provisions and reported at 
length regarding the devzlooment of 
branches. The final recommendations 
of the Committee, in pert, were as 
fallows: 


It is recommended that in. the event of 
the establishment of such kranches they 
be assigned a proportionate zayitalization 
besed upon the capitalizatior and surplus 
of the member banks includ-d within the 
territory assigned to the b-anzh. This, 
hcwever, should be only a tenzative matter, 
ard such assignment of rescurces should 
be merely to bridge over the 2er.od during 
which it is found from experieace about 
what amount of paper will om the average 
be presented-by the banks ir. each branch 
district. When sufficient experience has 
been had to determine this poiat the re- 
sources to be employed shoud be distrib- 
utzd among the branches in sro>portion to 
the quantity of paper presented on the 
average by the member bank in each such 
branch district. 

Jt is recommended furtker that the 
parent bank of the district saal. in every 
case retain for itself a substential portion 
of the district as a territory from which 
paper shall be directly presented for re- 
discount. This would mean simply that 
the branch districts would be established 
whenever there was a special reed for them 
in a particular part of a dstrict which 
presented a clear cut, indeperdemt trading 
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area, whose territory was an economic 
unit and whose member banks naturally 
stood in close relationship to one another. 
The suggestion also amounts to a rejection 
of any plan for subdividing a district com- 
pletely into branch areas while the District 
Reserve Bank itself exercised no distinct 
banking functions except those of over- 
sight. It is believed that this latter plan 
would not be desirable, but that in every 
district there should be a strong independ- 
ent Reserve Bank organization perform- 
ing actual banking functions and directly 
rediscounting the paper of a considerable 
number of the member banks included 
within such district. 


In responding to criticism of the 
Organization Committee in fixing Fed- 
eral Reserve districts and designating 
Federal Reserve cities, the Honorable 
Carter Glass, then Chairman of the 
House Committee on Banking and 
Currency, stated early in 1914: 


With my knowledge of facts and study of 
the situation, covering a period of sixteen 
months, I would not, had I the power, 
make more than a single change in the 
districts as defined by the Organization 
Committee, and that change I do not care 
to point out, as no good could be expected 
from any suggestion that now might be 
made. Referring again to the relative 
importance of the branch banks and the 
regional Reserve Banks, in the practical 
operation of the system, no business center 
will lose its identity nor have its business 
relations seriously interrupted. The bank- 
ing operations and the commercial trans- 
actions of any given territory will be practi- 
cally maintained as they exist today,- for 
the reason that such territory will transact 
its business with the branch bank, if more 
convenient than with the regional reserve 
bank, so that there is no earthly reason 
why any large financial or commercial 
community should be in the least degree 
uneasy over the prospect of losing any 
business which it now commands, 


EARLY DISADVANTAGES 


In the original Federal Reserve Act, 
the mobilization in the Federal Reserve 
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Banks of reserves of member banks 
extended over a period of thirty-six 
months. In carrying these provisions 
of the law—as long as they existed— 
into effect, it became apparent that 
the cities in which Federal Reserve 
Banks were located had an advantage 
over cities_of former equal standing, 
especially in regard to accounts of 
country banks, and the advantage of 
correspondent banks in Federal Re- 
serve cities was further accentuated 
when the early steps in the par collec- 
tion of checks‘were taken. At first, 
banks in the other cities endeavored 
to offset the advantage by- main- 
tenance of excess reserves in the 
Federal Reserve Banks and agreement 
for immediate charging against such 
reserves of their checks by the Federal 
Reserve Banks. This proved both 
burdensome and unsatisfactory. 

In its Second Annual Report to 
Congress,” for the year 1915, the 
Federal Reserve Board states: 


The question of branches of Federal 
Reserve Banks has received careful at- 
tention during the past year. There has 
been intimation from several quarters that 
the establishment of a branch at a given 
point would be acceptable to the banks of 
that place. Only in one instance—that of 
New Orleans—did the Board receive a def- 
inite request from a Federal Reserve Bank 
to establish a branch. Believing that New 
Orleans and the adjacent territory could 
make advantageous use of this additional 
banking machinery, the Board authorized 
the establishment of a branch of the 
Federal Reserve Bank of Atlanta to be 
located in New Orleans, and this branch 
was opened for business on September 10, 
1915. Operations at the New Orleans 
branch have proceeded satisfactorily, and 
the institution has been of considerable use 
to the local banks. The branch is already 
more than self-supporting. 

Investigation and experience have seemed 
to show that, at least for some years to 
come, the organization of branches with 
completely equipped offices, vaults, and 
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the like, and with a full staff of ‘salaried 
officials, will be too heavy an expense for 
most of the reserve banks, yet, that valu- 
able service could be performed by local 
offices of the several banks m not a few 
places. The Hoard has, therefore, had - 
under consideration the question whether 
establishing local agencies might not meet 
the requiremen:s of the case better than 
the more fully organized branch office. 
Competent legal opinion is to the effect 
that the creation of such local offices is 
permissible under the terms of the law, and 
the Board believes that it may prove 
practicable to meet banking necessities in 
many sections of the country by this 
means. 


The entranze of the United States 
into the Great War in April, 1917, 
forced upon tke Federal Reserve Banks 
greatly increesed responsibilities and 
duties. ‘By reason of the govern- 
ment’s financial requirements and the 
assistance rendered to member banks 
to enable them to meet obligations and 
give the wonderful support accorded by 
the banks to the nation’s demands, the 
Federal Reserve Banks were enabled 
to show substantial earnings, and, on 
account of the favorable position thus 
attained, the early establishment of 
branches was possible. 

The section of the Act relating to 
branches was amended in.June, 1917, 
and in its Fourth Annual Report, the 
Federal Reserve Board made the fol- 
lowing statements: 


As originally enacted, this section pro- 
vided that each Federal Reserve Bank 
“shall establish branch banks” to be “ oper- 
ated by a board of directors under rules 
and regulations approved by the Federal 
Reserve Board,” and’ provided also that 
there be seven directors having the same 
qualifications as directors of Federal Re- 
serve Banks. The section as now amended 
provides that the Federal Reserve Board 
may permit or require any Federal Re- 


_ Serve Bank to establish branches within its 


district, and that such branches, subject to 
such rules and regulations as the Federal 
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Reserve Board may preserbe, shall be 
operated under the supervisien of a board 
of directors to consist of nct more than 
seven or less than three direc-ors, of whom 
a majority of one shall be appointed by the 
Federal Reserve Bank of the dstrict and 
the remaining directors by the Federal 
Reserve Board. 


During the vear branches Lave been’ 


eszablished at Omaha by the Federal Re- 
se-ve Bank of Kansas City, at Louisville, 
by the Federal Reserve Bank of St. Louis, 
and at Portland, Seattle and Spokane, by 
the Federal Reserve Bank of San Francisco, 
and are now in operation. Tie Board has, 
in addition, authorized the establishment 
of branches at Pittsburgh and ~inzinnati by 
the Federal Reserve Bank of Sleveland, at 
Detroit, by the Federal Reserve Bank of 
Chicago, at Baltimore, by the Federal Re- 
serve Bank of Richmond, and s&t Denver 
by the Federal Reserve Bank cf Kansas 
Cizy. It is expected that all of these 
branches will begin business at an early 
date. 

The policy of the Board in zhe establish- 
ment of these new branches has been to 
recognize the unity and paramount re- 
sponsibility of the Federal Rzserve Bank, 
wkile extending full facilities to che banks 
in the territory served by the branch. By 
av>iding duplications in bookXeeping, and 
by a consolidated control of aczounts at 


the Federal Reserve Bank, if is expected . 


thet branches can be operated et a com- 
paratively small expense. 


In the organization of the branches 
in the various Federal Keserve dis- 
tricts, the parent banks have retained 
decinite portions of their districts in 
which they exercise distirct banking 
functions for member banks, end have 
de.egated to the branches like func- 


- tions for member banks ir territories 


or areas assigned to suck branches. 


BRANCHES ÅRE SUBSIDIARY 


There are now in operat on twenty- 
four branches of the twe.ve Federal 
Reserve Banks. These brancaes have 
all been located in the sevecal districts 
in harmony with the underlying direc- 
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tion of the Act that they shall exist 
“with due regard to the convenience 
and customary course of business.” 
The actual operation of all the branches 
in the final results is subsidiary to the 


-parent banks and forms part of their 


functions. The figures of the branches 
are embraced in the reports and state- 
ments of their parent. Matters of 
policy and questions of operation are 
determined by the head offices in the 
respective districts. 

By reason of remoteness from the 
head office, some of the branches 
maintain separate books and perform 
practically all of the functions of the 
parent bank in relations with member 
banks in their assigned zones or terri- 
tories. In others, a method prevails 
by which all figures and accounts are 
maintained in the head office through 
private telegraphic connections with 
the branches and under a satisfac- 
tory system of communication and 
accounting. 


Functions oF Brancu BANKS 


The powers and functions exercised 
by the branches of the Federal Reserve 
Banks embrace: 

(1) Receiving deposits of member 
banks and the government; 

(2) Paying out currency and com 
to banks; 

(3) Receiving from member banks 
applications for loans and discounts 
and tenders of bills eligible for pur- 
chase by Federal Reserve Banks, and 
examining all paper presented for 
technical defects, generally passing 
immediate credit for proceeds subject 
to final review by the head office; 

(4) Operating city and country col- 
lection departments for handling of 
bonds, coupons, notes, trade accept- 
ances, sight, time, and documentary 
drafts, insurance and railroad vouchers, 
and certificates of deposits; 

(5) Operating a transit department 
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for handling checks and bank drafts 
and other cash items payable on de- 
mand; 

(6) Clearing of checks and drafts 
and other clearable items payable 
through clearing houses in cities 
wherein branches are located; 

(7) Making wire transfers to and 
from other Federal Reserve and branch 
cities for member banks in branch 
territory; 

(8) Converting, exchanging and in- 
terchanging all issues of Liberty Loan 
bonds, Victory Liberty Loan notes and 
certificates of indebtedness; 

(9) Redemption of United States 
securities, coupons, War Savings Cer- 
tificates and stamps. 

In the establishment of branches of 
the Federal Reserve Banks, efforts 
were made to give to those communi- 


ties wherein the branches are located: 
the fullest measure of Reserve Bank. 


service demanded by banking and 
business conditions within limits of 
reasonable expenditure and avoiding 
unnecessary duplication of work. In 
each branch there is maintained an 
adequate currency supply to meet the 
needs of the community. The sub- 
treasuries were discontinued, prior to 
July 1, 1921, under an amendment by 
Congress to the organic law, and the 
functions and duties of those offices 
have been undertaken also by the 
Federal Reserve Banks and branches. 


BRANCHES Aip COLLECTIONS 


The branches have been notably 
effective in the collection operations 
as developed in the Federal Reserve 
System. Checks and drafts anc other 
collection items upon banks in piven 
branch or parent bank territory are 
sent directly to. the branch or bank 
serving that territory by all other 
Federal Reserve Banks and branches, 


and arrangements have been perfected 


permitting the larger member banks 
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in the centers to send direct to the 
proper Federal Reserve Bank or 
branch all such items payable in its 
respectively allotted areas. 

It is apparent that, in every practi- 
cable way, the banks in cities and areas 
wherein branches of Federal Reserve 
Banks are located are accorded all the 
facilities and services of the System in 
like manner as those m designated 
Federal Reserve cities. Capital stock 
adjustments and dividend payments 
naturally appertain to the head offices, 
and these functions are necessarily re- 
served, but otherwise the branches 
render available in their cities and 
assigned areas all Federal Reserve 
banking powers. 

A notable instance of the use to 
which these facilities have extended is 
that, in one of the leading branches 
during the calendar year, 1920, over 
$510,000,00G in currency was de- 
posited, and approximately $490,000,- 
000 paid out and about 14,000,000 
checks, aggregating nearly $9,000,- 
000,000, were handled by this one 
branch. 


Brancu Banks Growrne RAPIDLY 


In many of the locations the facili- 
ties demanded and accorded have 
already assimed such magnitude and 
importance as to require the services 
of large clerical staffs occupying con- 
siderable office space, and in not a few 
instances, elready, the branches have 
been compelled to acquire separate 
buildings or to plan independent 
quarters in ‘order to secure proper 
safeguards and efficient handling of the 
volume of work passing through their 
hands. Same of the Federal Reserve 
Banks now have under consideration 
necessary office location of branches; 
some branches now already established 
are being placed in their own buildings, 
the property of the parent banks. It 
is manifest that considerable expendi- 
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ture by the Federal Reserve Banks 
fo? office buildings and veults for 
branches is necessary in osde> to con- 
duct the work properly. 

It is not improbable that in the 
future development and orcgress of 
the Federal Reserve Systen, there will 
arse the nécessity for the location of 


— 
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other branches to meet the demands 
or requirements of business com- 
munities or industrial centers. These 
situations will be met and provided for 
and any additional functions which 
may be properly assumed by the 
Federal Reserve Banks will likewise 
be allotted to the branches. 


Curves of Expansion and Contraction, 1919-1921 


By A. C. MILLER 
Federa: Reserve Board, Washington, D. C. 


HE economic vicissitud2s through 

which the country has passed dur- 
ing the past year have brought to 
everyone a vivid and memorable ex- 
per.ence of the actualities of expansion 
and contraction and have made the 
study of the conditions which 2ventu- 
ate in these violent alternat-ons of the 
curzes of business and credit, a matter 
of profound practical import ance. 

War, and its immediate afsermath of 
busmess inflations, made the credit 
expansion. After-war reacjustment, 
with its inevitable liquidation, has 
mace the credit contraction. So much 
is already clear from the outsid2 point 
of view and is now admittec by most 
fair-minded people. But wkat is fur- 
ther revealed and how does tae matter 
look when the operations of -he bank- 
ing system are viewed from tke nearby, 
or Federal Reserve, point of view? 
For zhis whole recent experieace raises 
some questions of great moment with 
regard to, the functioning of -he coun- 
try’s new credit mechanism. 

It is not the purpose of ths discus- 
sion to go into the economies of the 
expansion and contraction af 1919- 
1921. It is not at all concernec with 
questions of economic causat:on. No 
attempt will be made to d=termine 
whether expansion or contrection of 


credit caused expansion or contraction 
of business and the rise and fall of 
prices, or whether the movement of 
credit was determined by the move- 
ments of business and prices. The 
correlation of the business and finan- 
cial factors involved in the economic 
developments of the past three years 
presents too complex a problem to be 
undertaken within the limits of this 
paper. For the assistance of any who 
are ambitious to penetrate the eco- 
nomic mysteries of recent expansion 
and contraction, there is, nevertheless, 
appended to this article a collection of 
data covering most of the determi- 
nable factors involved in the problem. 
In order to make the fluctuations in 
the different items comparable, they 
are expressed in the form of index 
numbers based on the 1919 average. 
A second table shows the absolute 
figures upon which the index numbers 
of banking are based. 


MEASUREMENT OF EXPANSION ‘AND 
oreo a CONTRACTION 


The object of the present discussion 
is to ascertain what light recent ex- 
perience throws on the question as to 


-~ whether the Reserve System possesses 


a sensitive and accurate indicator of 
changes in the credit and business 
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BANK CREDIT, GOLD RESERVES AND VOLUME OF BUSINESS 


situation—or, let us say, of expansion 
and contraction. 

The above chart brings out the 
essential developments for this pur- 
pose. The two curves of credit on the 
chart show, respectively, changes in the 
bill holdings of the Federal Reserve 
Banks and changes in the loans and 
investments of the reporting member 
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LOANS AND INYESTMENTS OF REPORTING MEMBER BANKS 


=m m m m 71 HOLDINGS OF F. R. BANHS 


s—s mmt mae GOLD AESERYES OF F. R. BANKS 
ssacessesoves VOLUME OF BUSINESS { BANK DEBITS ) 


The 
changes in the gold holdings of the 
Federal Reserve Banks, and the fourth, 


banks.}! third curve shows 


1 Consisting cf some 800 of the largest banks of 
the country which report weekly to the Federal 
Reserve Board. These banks represent about 
40 per cent of the banking resources of the 
country, and changes in their condition may be 
taken as typical of changes in the banking situa- 
tion in general 
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changes in the voume of the country’s 
b asiness,? 

The volume of busines in general 
depends on four factors, cr, :n mathe- 
matical language, is a function of four 
variables: (1) physical vo-ume of pro- 
duction; (2) price level; (€) aztivity of 
trade (rapidity of turnover). and (4) 
sreculative and other traasactions in 
securities, exchange, etc. A change in 
ary one of these factors affects the total 
vclume of business, and tais, in turn, 
affects the total volume cf credit re- 


quired. In any exhaustive analysis of 


the business or economic 3itwation to 
ascertain what factors are effecting the 
demand for credit facilities, or, let us 
say, the expansion or cortraction of 
credit, careful attention must always, 
of course, be given to varlacions In any 
of the elements affecting th2 volume of 
business. 


CHANGES IN THE Business SITUATION, 
1919-1920 


Beginning about midyear, 1919, and 
extending to the end of the year, there 
was a pronounced expansion of busi- 
ness accompanied by great speculative 
activity involving commodgies as well 
as securities. Increased activity of 
business (rapidity of turrover) and 
rise of prices were the importan- factors 
in this development. The index of the 
physical volume of production (for 
manufactures) shows no roteworthy 
change during this interval 

Economic reaction set ia early in 
1920, and continued throughout the 

2 às measured by debits to indiviiiua. accounts 
in banks in about 150 leading cearig-house 
centers. In order to eliminate short-time 
fluctuations due to the difference in the number 
of business days in a month, to mid-month and 
end of the month payments, and to Treasury 
operations in connection with the quarterly in- 
stallment of income taxes, the volume ož business 
curve on the chart has been smootled >y means 
of a moving average which shows fo- each month 
the average volume of business fo the month 
and the two preceding months. 
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year. Business recession was much 


- In evidence and gained in momentum 


after mid-summer, 1920. In the first 
quarter of 1921 the reaction reached 
the stage of acute liquidation. There- 
after business pursued a_ steadier 
course. This period of reaction and 
liquidation was marked by dimin- 
ished physical volume of production 
(for manufactures) after mid-summer, 
1920, and by the drop of wholesale 
prices. The index for manufactures 
declined from 102.3 in July to 77.9 
in December, 1920, and to 68.5 in 
July, 1921. The price index declined 
from 123.6 in July to 89.2 in December, 
1920, and 69.8 in July, 1921. These 
changes in the business situation, 1919- 
1921]—that is, the rise and the fall in 
the volume of business transactions—~ 
are clearly reflected in the curve of 
business. Its trends are unmistakable. 

How well are these changes in the 
business situation—in brief, the ex- 
pansion and contraction of the volume 
of business—reflected in the curves of 
credit, arst, that of the member banks, 
and second, that of the Federal Re- 
serve Banks? l 


MEMBER Bank Crepit CURVE oF 
EXPANSION AND CONTRACTION 


The member bank credit curve re- 
flects pretty faithfully the business ex- 
pansion which went on in the second 
half of the year 1919, and again, the 
liquidation which was in process in the - 
early part of the year 1921. It will be 
noticed that the liquidation of the loan 
account of the reporting member banks 
in the first six months of the year 1921 
approximately cancels the expansion 
of the loan account of these banks in 
the second six months of the year 1919. 
Through the year 1920, however, it will | 
be noticed that the curve of credit of 
the member banks shows a different 
trend from the curve of business. The 
business recession which was in process 


CuRVES OF EXPANSION AND CONTRACTION 


in 1920 is not at all reflected in the 
member bank curve of credit. There 
was no contraction of credit until the 
last quarter of the year. On the con- 
trary, the banks were expanding their 
accommodation throughout the year 

and until after the crop-moving season 
= was over. Agriculture was in distress, 
while business was in the midst of the 
crisis of readjustment and needed as- 
sistance in effecting the transition from 
the period of expansion through the 
period of liquidation. ‘That assistance 
was being extended by the banks, as 
both of the curves of credit clearly 
indicate, and thus was liquidation of 
. business moderated and kept orderly 
by comparison with what it would have 
been, had it not been for the steadying 
and easing influence of our new credit 
machinery. 


Tur Reserve BANK CURVE OF CREDIT 


Turning to the Reserve Bank curve 
of credit, it appears that the curve of 
credit of the Federal Reserve Banks 
parallels the curve of business more 
closely than does the curve of credit of 
the member banks, both in the period 


of rapid expansion in 1919 and in the. 


period of acute liquidation in 1921. 
It will be noticed on the chart that the 
Reserve Bank curve of credit in the 
period under review twice cuts through 
the member bank curve of credit— 
once in October, 1919, on the upward 
swing of business, and again in April, 
1921, on the downward swing of busi- 
ness. By comparison with the mem- 
ber bank curve, the ascent of the Re- 
serve Bank curve was more pronounced 
on the rise, as was also its descent on 
the fall. On the other hand, through- 
out nearly the whole of 1920, when the 
business curve was showing a decided 
downward trend (until the last quarter, 
when a slight rise is shown due to sea- 
sonal influences) the Reserve Bank 
curve of credit showed an opposite, or 
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upward, trend. Both curves of credit 
in the critical year 1920, therefore, 
followed a different trend from the 
curve of business, but it is noteworthy 
that the difference is much more pro- 
nounced in the Reserve Banks’ curve 
than in the member banks’ curve. 


Tur Gorp INFLUX AND RESERVE 
BANK CREDIT CURVE 


There still remains to be considered 
the curve of gold reserves. The sharp 
and prolonged drop in the Reserve 
Bank curve of credit through the year 
1921 and the liquidation which it re- 
flects cannot be understood without 
reference to tke great influx of gold into 
the country and into the Federal 
Reserve Banks, which has been in 
process during the past twelve months. 
Reference to the chart brings out the 
opposite movements in these two sig- 
nificant and related curves. Reference 
to the index numbers shows that the . 
index of the Federal Reserve System’s 
gold holdings rose from 94 in October, 
1920, to 130 in October, 1921, while the 
index of bill holdings declined from 
137 in October, 1920, to 63 in October, 
1921. Over 45 per cent of the liquida- 
tion of the loan account of the Federal 
Reserve System, it appears, may be at- 
tributed to the increase of its gold hold- 
ings. ‘The influence to be attributed to 
the gold factor in Federal Reserve 
Bank liquidazion is still greater in the 
case of the Federal Reserve Bank of 
New York, which has been the chief 
recipient of the gold flowing from 
Europe to our shores. The index of 
bill holdings for that bank fell from 126 
in October, 1920, to 37 in October, 
1921. Its gold imdex for the same 
period shows a rise from 74 to 156. 
The gold factor is thus seen to account 
for over 73 per cent of the liquidation 
experienced by the loan account of the 
Federal Reserve Bank of New York. 

The great stream of gold which has 
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poured into the United States from 
Europe during the past year has comé 
in liquidation of foreign ndebtedness 
to us, and has been turned over by 
member banks to the Fedral Reserve 
Banks in liquidation of taeiz own in- 
d2btedness. ‘The pronourmed and con- 
tmuous downward trend of the Re- 
serve Bank loan curve dumne the past 
year is therefore seen to be due largely 
te foreign liquidation. The course of 
business shows considerab-e steadiness 
after the first quarter of 1221, and the 
member bank curve of crecit, after the 


second quarter; but the Reserve Bank - 


curve of credit continues its downward 
ecurse in 1921 without alsatement in 
quick and close response to the con- 
tinuously upward course of the curve of 
gcld reserves. As an indizator of the 


- degree and rapidity of domestic liqui- 


detion, the Reserve Banx zurve’ of 
cr2dit is misleading, owing tc the dis- 
turbing influence of the gcid factor. 


Tue RESERVE Bank Curvz oF CREDIT 
THE More SENSITIVE Ir DICTATOR 
OF CREDIT CHAN 3E 


Comparing the two curves of credit 
with one another, it is clea> that while 
both curves are influenced ky zhe same 
changes in the business situation, their 
response is not the same. A glance at 
the chart brings out the fect that the 
Reserve Bank curve moves very much 
more readily and markedly than the 
member bank curve. Tke member 
baak curve appears flat by zomparison 
wizh the Reserve Bank curv2, end gives 
a less lively impression of the. business 
and credit developments aad changes 
which were in process.. What is the 
explanation of the difference. and which 


of the two curves is the bet-er index of 


expansion and contraction? 

The relative flatness of tae member 
baak credit curve during th- y2ar 1920 
as compared with the Reserve Bank 
curve is due to severa] circumstances, 
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some transitory in character. It will 
be recalled that the loan and invest- 
ment account of the banks of the coun- 
try was greatly swollen during the War 
by heavy investments in Liberty bonds 
and Certificates of Indebtedness, and 
by accomodation granted subscribers 
to government war loan issues. After 
the War, the process was reversed. 
There has been constant liquidation of 
bank holdings of government securities 
and of loans collateraled by such securi- 
ties. Reporting member banks’ hold- 
ings of government securities dropped 
from 3,083 millions in May, 1919, to 
1,938 millions in January, 1920, and 
1,318 millions in January, 1921. Fig- 
ures of holdings of paper secured by 
government securities are not available 
until December, 1919, when they 
amounted to 1,337 millions. From 
this point they declined to 899 millions 
in December, 1920, and 577 millions in 
October, 1921. The liquidation in the 
loan and investment account of the 
member banks from these sources has 
therefore been very considerable. But 
it does not appear to be reflected in the 
movement of the member bank curve 
of credit in 1920. That curve was 


ascending in spite of liquidation from 


these sources. But had it not been for 
this liquidation, it is altogether reason- 
able to assume that it would have 
ascended still more. The credit thus 
released by liquidation of war loan secu- 
rities and paper was apparently being 
used to expand the commercial and 
speculative loan accounts of the banks.? 


3 Something similar occurred in the early 


„autumn of 1919, when it will be noticed the 


member bank curve was rising, while the Re- 
serve curve was declining, the banking expansion 
then in process being able to proceed without 
increased borrowings from Federal Reserve 
Banks. This is explained by the fact that the 
floating debt of the government was reduced at 
this time by almost 500 millions of dollars, the 
banks using the funds thus made available to 
them for the expansion of their commercial loans. 


Curves OF EXPANSION AND CONTRACTION 


When we come to the period of 
liquidation in the autumn of 1920 and 
the following winter, there appeared an 
influence of an opposite character to 
that just described—namely, the so- 
called “frozen credit.” By “frozen 
credit” is meant credit that has con- 


tinued its existence beyond the time. 


when the transactions which gave rise 
to the credit should normally have 
liquidated themselves. It is mads up 
of credits which have not been liqui- 
dated because the transactions under- 
lying the credits have not been able to 
run their course and liquidate them- 
selves. It is well known that large 
volumes of goods produced last year 
have been carried by the producers for 
lack of satisfactory markets. Prices 
were falling, markets were collapsing, 
and there was congestion of goods at 
points of primary production and dis- 
tribution. The owners of these goods 
had to be “carried.” There is no 
means of approximating the amount of 
these frozen credits, but there is reason 
to believe that they constitute a very 
substantial fraction of the total loans 
and discounts carried by the commer- 
cial banks of the country. 

The member bank loan curve shows 
resistance to the forces of liquidation. 
It was this retarded or “orderly” liqui- 
dation which kept the curve from de- 
scending as swiftly as it otherwise 
would have if it had been influenced 
merely by the volume of current busi- 
ness transactions. Moreover, the li- 
quidating power of a dollar paid in by 
a member bank to its Reserve Bank in 
a period of liquidation appears, on the 
basis of the past two years, to be very 
much less than the credit-supporting 
power of a dollar loaned by a Federal 
Reserve Bank to a member bank in a 
period of active expansion.* And fur- 

1 During the period of expansion between 1919 


and 1920 (dates for which information is avail- 
able being June 27, 1919, June 25, 1920, and June 
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thermore, the Federal Reserve Bank 
loan curve, as has already been pointed 
out, represents in a peculiar degree the 
liquidating effect on the Federal Re- 
serve loan account of the huge influx of 
gold which has been continuous during 
the past twelve months. Besides these 
transitory influznces which have helped 
to give the member bank loan curve a 
relatively flat character, there is the 
additional important and regular in- 
fluence exercised by the far greater 
volume of member bank loans com- 
pared with Reserve Bank loans. Ow- 
ing to the fact that the base figure is 
much larger for member banks than for 
Reserve Banks, the same change in 
absolute amounts will result in a much 
larger percentage change and, con- 
sequently, in a much steeper movement 
in a Reserve Bank curve than in a mem- 
ber bank curve. But this arithmetical 
fact does not fully explain the discrep- 
ancy.” There is a further reason of an 
economic character to be’ noted in a 
study of the curves of expansion and 
contraction. 

The great bulk of the loans of the 
member banks at any time represents 
loans incident to the ordinary volume 
and requirem2nts of business, and 


29, 1921) the increase in the loans of the member 
banks was 6.7 times as great as the increase in 
the discounts of the Federal Reserve Banks, 
while during the following year the decrease in 
the loans was only 2.3 times as large as the 
decrease in Federal Reserve Bank discounts. 
For the reporting :nember banks, for which data 
on more significant dates are available (July 
25, 1919, before the speculative expansion began, 
October 15, 1920, when the peak was reached, 
and November 2, 1921, the latest date for which 
data are available) their investment and loan 
account increased 3.2 times as fast during the 
period of expansion as their borrowings from the 
Federal Reserve Banks, while during the period 
of liquidation the reduction in the investment 
and loan account of the reporting member banks 
is 1.6 times as large as the corresponding reduc- 
tion in their borrowings from Federal Reserve 
Banks. 


148 


exercises, even in times of marked 
changes in the business situation, a 
sseadying influence on -he member 
bank credit curve. The situation of 
tae Reserve Banks is different. Their 
Jean account does not reflect the normal 
volume of credit in use. Uncer normal 
conditions, their operations are not 
large. It isnot the absoluze amount of 
ezedit in use, but the ebt and flow of 
ezedit, which affects the oan account 
o the- Federal Reserve Benk. The 
Federal Reserve Bank has-litzle part in 
the ordinary credit bus™mess of the 
country. It does not deel with busi- 
n2ss borrowers directly. "he relations 
o- the business man are wth his mem- 
ber bank, the member bank in turn 
dealing with the Reserve Bank as oc- 
casion may necessitate. Tbe Federal 
Reserve loan is not the first line of 
ezedit, but the second lire of credit. 
The expansion and cortraction of 
the Reserve Bank loan account are 
twice removed from the expansion and 
eontraction of the volume of busi- 
n2ss as reflected in commerzial bank 
loans. 


The Federal Reserve is called into - 


activity when the supply of ordinary 
credit facilities is inadequate. It sup- 
p-ements the resources of ts members. 
Jt is, so to speak, the increments and 
d2crements in the countre’s credit re- 
q urements that are reflected in the up- 
ward and downward movement of the 
Federal Reserve loan accouat. It is 
when business is speeding up beyond 
their normal credit capacty that the 
commercial banks must rescrt to the 
Federal Reserve Banks fer accommo- 
dation. When business is seceding and 
liquidating in a period 3f economic 
reaction, slackening of credit require- 
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ments will result in a marked reduction 
of borrowings from Federal Reserve . 
Banks. The Reserve Bank curve con- 
sequently reflects movement, change 
-——the more or less of credit required— 
and not the actual total volume of 
credit in use by business. On a rela- 
tive basis the Reserve Bank curve has 
a tendency to magnify what is in proc- 
ess in times either of rapid expansion or 
of acute liquidation; in other words; 
to give an exaggerated or heightened 
impression of these movements. 


A GUIDE to Crepir Poricy 


Therein consists its importance as 
an administrative guide. While it 
may be faulty as a gauge of the degree 
of credit expansion or contraction, its 
very sensitiveness gives it a peculiar 
value as a quick indicator of what. 
changes in the business and credit 
situation are in process or even im- 
pending. For while the Reserve Bank 
curve, during the period under review, 
has been over sensitive and gives an 
exaggerated impression of credit de- 
velopments, the member bank curve, 
for reasons already discussed and 
primarily because, at any moment, it is 
more influenced by what has taken 
place than by what is taking place, 
tends to give an inadequate impression 
of changes which are in process, at least 
so far as they affect the credit situation. 
In times of rapid expansion or contrac- 
tion, it is not the total volume of out- 
standing bank loans whichis significant, 
but additions to that volume, or reduc- 
tions in it. From this point of view, 
the Reserve Bank curve is a truer in- 
dex of business and credit development 
than the member bank curve, and a 
better guide to credit policy. 


CURVES OF EXPANSION AND CONTRACTION 
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INDEX NUMBERS OF BANKING AND BUSINESS DEVELOPMENTS: 1919-1921 
_ (Monthly averages for 1919 = 100) 


Att FEDERAL 
RESERVE BANKS 


Bill holdings 
Gold reserves 
F. R. note 
circulation 


Volume of business ® 


dex ® 


price in 


Wholesale 
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1919 
January..} 89 99 97 
February. 93} 100 95 


April 96] 102 98 
May 97; 162 97 
June 93] 103) ' 96 
July..... 100! 99| 97 


September] 95 98} 101 
October../ 109} 101} 105 
November] 118} 100; 108 
December]! 119 98| 118 


1920 
January. .| 122 96, 111 
February.| 128 93; 114 
March. ..| 128 91; 117 


April 128 92) 118 
May 131 92! 119 
June 128 92; 119 
July..... 128 93; 121 


August ..| 131| 93) 122 
September] 133 93; 126 
October. .} 137 94, 128 
November! 136 95; 128 
December| 182 96| 128 


1921 
January. .| 120 99} 121 
February.| 115] 100) 117 
March. ..} 109 103} 115 


April 100) 107} 110 
May 91| 112) 107 
June 88| 115| 103 
July... 78 118 100 


August ..| 7o) 122|- 96 
September! 66] 127 95 


October..| 63) 180). 941° 
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a Including rediscounts with Federal Reserve banks. 
» As measured by debits to individual accounts, three-months’ moving averages. 
`e U, S. Bureau of Labor Statistics. 

4 Harvard Committee on Economic Research. 
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BANKING DATA: 1919-1921 
(Monthly averages: amounts in millions of dollars) 
ALL FEDERAL F. R. Bank or REPORTING 
RESERVE Brnxs New York . MEMBER BANKS Ratio of F. 
R. accommo- 
s | 3 |g & 2 |a r La | dation to to- 
S S ES 9 x Èg 33 f 3° tal loans and 
"3 $ os "3 3 ,8| os &23|§ investments 
= us A MS) eBl[3 8 San (per cent) 
3 |3|. |a| Sy Bl se seis s| 7 
Si S jls] A| S IRB AS asl sR 
1919 l 
January ....... 1,992) 2,100) 2,8384 57 611 676) 14,178] 10,048) 1,306 9 
February ...... 2,084] 2,119) 2,465 804 593 665) 14,257| 9,908) 1,400 10 
March......... 2,147) 2,188] 2,506 780 677 70S} 14,578] 10,115] 1,449 10 
yt) ee ee 2,138] 2,156| 2,547 751 740 738) 14,5591 10,135} 1,443 10 
MSY se veces aes 2,168! 2,177; 2,632 795 721 743! 14,886| 10,4399} 1,497 19 
PUNE 5 eka 2,089; 2,177; 2,500 721 765 736] 14,969} 10,393) 1,361 9 
JY Soxsae cues 2,241; 2112] 2,527 852 632 749| 14,813) 10,604) 1,454 10 
August ........ 2,174; 2,079] 2,548 789 602 748) 15,204) 10,800] 1,395 9 
September ..... 2,136| 2,086] 2,627 718 605 753| 15,577; 10,984) 1,383 9 
October........ 2,436] 2,136) 2,742 883 587 7&6) 15,961| 11,140) 1,660 10 
November ..... 2,633) 2,116] 2,821 923 607 761| 16,143] 11,8380) 1,765 11 
December. ..... 2,661} 2,089} 2,959 921 587 796| 16,337} 11,244 1,739 Il 
1920 
January ....... 2,720) 2,087) 2,832 963 557 775, 16,670) 11,576; 1,803 Il 
February ...... 2,867] 1,979} 2,952) 1,018 585 810] 16,630] 11,482; 2,019 12 
March......... 2,856] 1,936] 3,041 997 498 834| 16,813] 11,600] 2,053 12 
April... 0.2... 2,853] 1,950) 3,0°5 949 552 838, 16,935] 11,546] 2,069 12 
May.......... 2,934) 1,943] 3,092 981 555 848} 16,941} 11,506} 2,085 12 
JUNE. cc. ee eee 2,857| 1,964) 3,116 968 538 857! 16,926) 11,499! 1,98] 12 
OU a ieee 3 ...| 2,875, 1,975! 3,1-5 985 518 860] 16,876] 11,466; 2,005 12 
August ........ 2,983 1,974) 3,172; 1,006 483 854) 16,862) 11,299} 2,072 12 
September ..... 2,973) 1,975) 3,2°7 956 430 862) 17,012] 11,286] 2,117 12 
October........ 3,071) 1,998] 3,338] 1,014 477 872| 17,147] 11,266| 2,222 13 
November ..... 3,033| 2,011| 3,829) 1,013 474, 876| 16,827| 11,027) 2,200 13 
December. ..... 2,952| 2,043) 3,3¢4) 1,005 459 871] 16,692] 10,828] 2,132 13 
1921 
January ....... 2,692; 2,092; 3,129 938 415 805! 16,402) 10,816; 1,947 12 
February ...... 2.570; 2,127) 3,024 §22 413 793} 16,181, 10,583; 1,878 12 
March......... 2,444] 2,192] 2,9&6 826 500 791| 16,021) 10,404, 1,792 11 
April .......05. 2,241| 2,283] 2,871 676 650 %64| 15,733] 10,201; 1,601 10 
Mays ocaeetde 2,039] 2,370] 2,7% 608 682 723| 15,466] 10,194) 1,421 9 
June annann 1,865] 2,439] 2,6&2 479 $22 690| 15,3191 10,182) 1,267 8 
Jile ranae ras 1,735) 2,503) 2,594 432 846 6587; 15,020| 10,037| 1,167 8 
August ........| 1,566] 2,598] 2,506 396 862 638| 14.876) 9,921 996 7 
September ..... 1471} 2,694) 2,4855 $15 966 638) 14,857) 9,953 906 6 
October........ 1,415] 2,755} 2,452 298; 1,001 634) 14,897) 10,107 854 6 





e Including rediscounts with Fedzral Reserve banks. 
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Expansion and Contraction Under the Federal 
i Reserve System 


By Ernest MINOR PATTERSON 
University of Pennsylvania 


UCH confusion of thought on 
thesubject of expansion and con- 
traction is due to our failure to dis- 
tinguish clearly between three different 


problems. An economic system, which — 


operates on a money and credit basis, 
and which maintains business relations 
with the systems of other countries, 
cannot well escape these difficulties. 
Each of the three facts involved is 


at times referred to as “depreciation.” ° 


TuE Turee KINDS OF 
“ DEPRECIATION” 


One of them is the relation of a given 
financial system, such as that of the 
United States, to that of other countries 
as reflected in foreign exchange quo- 
tations. The British pound is worth 
at mint par $4.8665, the German 
mark, 23.8 cents, the French franc, 
19.3 cents and so on. When, as at 
present, these moneys are bought and 
sold in our markets at about $3.80, 
one-third of a cent and 7.25 cents, 
respectively, it is customary to say 
that the moneys of those countries are 
depreciated. During the late War 
the moneys of the belligerent countries 
were thus depreciated in the United 
States, while at the same time our 
money was depreciated in certain 
neutral countries. 

The causes of such a condition we 
need not here explain, but one point 
needs emphasis. In every case where 
such depreciation occurs there is 
merely an increase in the value of the 
first money In terms of the second 
and a decrease in the value of the sec- 
ond in terms of the first. In terms 
of the American dollar the pound 
sterling is now lower than usual, and 


in terms of the pound sterling our dol- 


- lar is higher zhan usual. For a pe- 


riod of time several years ago the 
American dollar was lower than usual 
in terms of the money of Sweden, and 
Sweden’s money was higher than usual 
in terms of cur dollar. Foreign ex- 
change quotat-ons are for the most part 
merely a barometer or index, an- effect 
and not a cause, but what they state is 
a change in ths relative position of the 
moneys of two countries. The ap- 
preciation of cne involves the deprecia- 
tion of the other, and vice versa. 

A second: kind of depreciation is 
found when one form of money, say 
the standard money gold, changes in 
its relationship to some other form 
of money in the same country. Such 
a change occurred in the United States 
during the Civil War, when the “green- 
backs” or United States notes were 
issued in very large quantities and were 
acceptable at less than their face value 
in exchange for gold. At one time a 
dollar of gold would purchase as much 
as $1.85 in greenbacks. The green- 
backs had cepreciated in terms of 
gold, and gold had appreciated in 
terms of greenbacks. Again it is a 
question of the relationship between 
the two. 

A third type of depreciation is to 
be observed when the general price 
level changes. If prices in general 
rise to a higher level than that of the 
past it may be said that the value of 
commodities in the country has ap- 
preciated in zerms of money and that 
the value of the money has depreciated 
in terms of the commodities. Simi- 
larly, if the general price level falls, 
there is an appreciation of the value 
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of the money in terms of commodities 
and a depreciation of the value of the 
commodities in terms of nosey. 

These three forms of depreciation 
are well understood by most persons 
who are at all acquaintec with finan- 
cial questions. NevertheEss, they are 
closely interrelated, and when a par- 
ticular problem is up for consider- 
ation these interrelationships may be 
overlooked and confusion of thought 
result. 


“EXPANSION” AND “INFLATION ” 
One other definition is recessary. 


“Expansion” is a word that is used ` 


very loosely. Sometimes, though not 
always, it is employed as a synonym 
for “inflation.” With these two words, 
or rather in contrast to them, are “con- 
traction” and “deflation.” 

Any and every increase in the vol- 
ume of circulatmg medium in the 
United States is not inflation. As 
population grows and &s business 
activity increases a larger amount of 
circulating medium is needed if the 
price level is not to decine. If its 
amount should remain th same the 
price level would fall anc we would 
suffer all of the accompamying hard- 
ships. As the volume of trade: in- 
creases it is better to have an. increase 
in the volume of circulatimg medium. 
If this occurs and at the sam2 rate as 
the growth in trade there aze no harm- 
ful effects, and it would nos be correct 
to say there had been irflation. A 
mere increase in the volume cf money 
or credit is not inflation, ior the in- 
crease must be viewed in its relation 
- to the demand for it. Similarly, a 
decrease is not to be referred to as de- 
flation if-it merely correszords to a 
decline in the volume of busiress, t.e., 
to a reduction in demand. ‘The price 
level is not affected and ro hardship 
results. 

Changes in the volume of mcney and 
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credit that only adjust their supply 
to the demand for them are better re- 
ferred to as a contraction and an ex- 
pansion that merely evidence the 
elasticity of a monetary and banking 
system. For years the Canadian bank 
note issues have increased in the fall of 
each year to meet the demand for crop- 
moving, and have later contracted when 
that demand ceased. Such changes 
ought. not to be referred to as inflation 
and deflation, but as a most desirable ° 
expansion and contraction. 

It is true that expansion of ‘this 


- kind might become dangerous, but 


it is not probable. The volume of 
note issues or of deposit liabilities in 
relation to reserves might become 
too large as compared with the re- 
serve held for redemption purposes. 
Public knowledge of this situation 


might result in a run on the banks 


and the failure of some of them, even 
though the expansion had occurred 
merely to meet the needs of a rapidly 
growing trade. However, this kind of 
expansion is not apt to take place. 
There are both seasonal and cyclical 
fluctuations in the demand for money 
and credit, but in actual experience 
they are not likely to result in a con- 
dition of the sort just described. 
While an expansion does take place, 
ordinary trade demands are not apt 
to lower seriously the percentage of 
reserves held. 

There are two periods of activity 
for analysis in this article. One ex- 
tends from the formation of the Fed- 
eral Reserve System in the autumn of 
1914 to the spring of 1920. The sec- 
ond continues from that time to the 
present. 

That in the first of these two pe- 
riods there occurred an increase in the 
volume of circulating medium does 
not need to be argued here. Nor need 
we stop to demonstrate in detail that 
this increase was more rapid than the 


* 
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growth in the volume of trade. Pro- 
fessor Kemmerer, in his volume High 
Prices and Deflation, has shown that 
from 1913 to 1918 there was an in- 
crease of 18 per cent in the country’s 
physical volume of business, while in 
1919 it actually declined from the 1918 
level being only 9.6 per cent greater 
than in 1913. 
During this same period of time 
there was an imcrease in wholesale 
prices as reflected in the United States 
Bureau of Labor index number of 112 
per cent over the 1913 level. Also, 


the exchange market showed a de-* 


preciation of the pound sterling, the 
mark, the franc, the lira and other 
foreign currencies in terms of our dollar. 
We have already pointed out that there 
are three kinds of depreciation, and the 
period in question may be examined 
with a view to determining whether 
the Federal Reserve System and its 
management were responsible for such 
_ depreciation as occurred. ` 

First, let us notice the increase in 
the volume of the circulating medium. 
From November 1, 1913, to November 
1, 1918, the amount of money in the 
United States increased from $3,755,- 
994,000 to $7,590,173,000. Of this 
increase $1,173,883,000 was in gold 
(and gold certificates), and $2,660,296,- 
000 in ‘other forms of money. The 
increase in our stock of gold had a def- 
inite connection with affairs abroad, 
and will be considered a little later. 
But there was an increase in the issue 
of Federal Reserve notes, from nothing 
to $2,'705,737,000, and in the Federal 


Reserve Bank notes from nothing to’ 


$71,647,260. Also during approxi- 
mately the same period the deposit 
liabilities of the national banks in- 
creased from $6,051,689,000 to $11,- 
013,330,000. There was without doubt 
an expansion in our circulating medium 
more rapid than in the demand for it. 
1 See pages 8-13. 
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What was the occasion for this and 
where does responsibility rest? 


IncreaseD Deposit LIABUATIES 


There were three leading reasons. 
One is found in the very nature of 
the Federal Reserve System. Our na- 
tional banking organization as it ex- 
isted prior to 1914 was said to lack 
elasticity. Expansion to meet any 
seasonal or cyclical growth in trade 
needs was difficult to secure, as was 
also contraction when the need had 
passed. Explanation of this difficulty 
need not be presented here, as the 
reasons for it are fully understood by 
most students of the subject, and have 
been set forth many times. 

Under the old law, country banks 
were required to maintain a reserve of 
15 per cent o= their deposit liabilities, 
of which two-fifths; or 6 per cent, had 
to be in actual cash in their own vaults; 
reserve city banks, 25 per cent, of 
which one-half had to be in cash; and 
central reserve city banks, 25 per 
cent in cash. The net effect was 
that there could be on the average 
about $8 of deposit liabilities on each 
$1 of reserves held by the national 
banks of tbe country, or an av- 
erage cash reserve of 12} per cent. 
This varied slightly from time to 
time, and there have been slight dif- 
ferences ‘in the estimates of students 
of the question, but the figures are 
sufficiently accurate for our present 
purpose. 

Under the Federal Reserve Act, 
particularly as amended, all this was 
changed. By a concentration of cash 
in the vaults of the twelve, Reserve 
Banks each dollar could be utilized 
much more effectively. Accompany- 
ing this there was a reduction in the 
reserve requirements of the member 
banks, and the net result was that $1 
of reserve furnished the basis for per- 
haps $11.50 of deposit liabilities, or an 
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average cash reserve of about 9 per 
cent.2. Although there may be differ- 
ences of opinion as to this particular 
figure, there can be no dispute over 
the fact of a very pronounced change 
in the direction indicated. ` 
Whether a.change of tais kind, 
which permitted and ever encouraged 
an expansion in deposit liebilties, was 
wise cannot here be argued, but will 
be assumed. The United S-ates had 
been paying too dear @ >rice for its 
banking system. Greate elasticity 
was important. It could. not be se- 
cured except by a centralisation of 
reserves, and centralization o reserves 
means that each dollar is more effective 
than before. Under suzh circum- 
stances an average cash reserve for 


ore 


the country of more than say 10 per | 


cent or 11 per cent would >e very dif- 
ficult and probably impossible to main- 
tain. Such a change as this-wculd have 
resulted under any plan of banking 
reform and under any management. 
Our circulating medium would have ex- 
panded more rapidly than the growth 
in trade demand and, cele-is paribus, 
would have caused a rise in the general 
price level. 


INCREASED Gorp RESEEVE 


This assumes no alterator. in the 
volume of the gold reserve. A re- 
duction in gold supply wouH have off- 
set this tendency to expansion, while 
any increase would enhance it. On 
this point we need merely fer to the 
facts, which are that from August 1, 
1914, to January 1, 1919, there was an 
importation (net) of gold into the 
United States amountmg to $1,071,- 
669,000, which made possib-e accord- 
ing to the above ratio of 14 io 1) an 


2 “ Mechanism of Expansion Under tke Federal 
Reserve System”; Monthly Revieo 3f Credit 
and Business Conditions in the Seond Federal 
Reserve District, September 1, 1921, ». E2. 


TEE AuNats OF THE AMERICAN ACADEMY 


addition of about $12,324,193,000 to 
the deposit liabilities of our banks. 

It thus appears that a plan of bank-_ 
ing reform was deliberately adopted 
by the country, after a discussion ex- 
tending over a number of years, which 
was one that was sure to increase the 
deposit liabilities of our banks. More- 
over, any other reform, such as the so- 
called Aldrich Plan, would have had a 
similar effect. 

But can the Federal Reserve System - 
or its management be held responsible 
for the importation of gold that fur- 
nished an additional basis for this ex- 
pansion? There is certainly no reason 
for such a view. The intense demand 
for our commodities and the rapid 
growth in our export balance threw on 
the European belligerents the burden 
of righting in some manner their un- 
favorable position. Commodities and 
securities, particularly the latter, were 
hurried over to us, and especially in 
the earlier part of the struggle large 
amounts of gold were sent also. The 
movement was a part of the general ` 
situation, and would have occurred had 
we still been operating under the old 
National Bank Law. 

In fact, the existence of the Federal 
Reserve organization facilitated rather 
than impeded credit transactions, and 
thus made it easier to check the gold 
movement. If the older system had 
still been in operation much more gold 
might conceivably have been imported 
into the United States during that 


. period. 


STRAIN OF Frnancinc War PUR- 
CHASES 


But the analysis is not complete. 
Admitting that the new reserve re- 
quirements and the importation of gold 
encouraged a considerable expansion, 
it may be argued that the expansion 
that really occurred was extreme, 
going so far that the percentage of 
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reserve actually held by the system 
was for a long time very close to the 
legal limit. With the 
Reserve Bank this was particularly 
noticeable. While the situation was 
a very strained one for the System as a 
whole, the condition of the New York 
Bank was at times especially weak, 
and was even disguised, though rather 
poorly, by a change in the form of its 
weekly reports. Had this been pre- 
sented in the same form as used by the 
other eleven banks and by the System 
as a whole, there would have been 


shown a smaller percentage of reserve . 


than that prescribed by the law. The 
form of report adopted by the New 
York Bank may have been as good or 
even superior to the other form, but 
the difference referred to illustrates the 
strain on that bank. At one time, too, 
the situation was materially helped by 
the timely deposit by the Federal 
government of a considerable amount 
of silver with the New York Bank. 
Also, the twelve banks of the System 
gave each other extensive relief by 
rediscounting heavily for each other, 


a form of assistance that was of general ~ 


aid, but was particularly valuable to 
the New York Bank after November, 
1919. l 
There was clearly a considerable 
amount of strain on the System. As 
has just been pointed out, the altered 


reserve requirements would have made | 


possible a very considerable expansion 
in deposits, and heavy importations 
of gold increased this tendency, but 
neither of these facts explains the 
strain just referred to. 

In the period from 1914 to April, 
1917, there was a very heavy demand 
upon American banks to assist in war 
financing. The United States was 
not yet in the conflict, but the vast 
movements of goods, chiefly to allied 
countries, called for a large amount of 
financing, and American hanks, in- 


4 


New York | 
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cluding the Federal Reserve Banks, 
assumed the burden. 

The Federal Reserve System was 
designed primarily to aid commercial 
banking, that is, to assist in those 
banking transactions that facilitate 
the movement of goods from producer 
to consumer. To this general state- 
ment a few qualifications should be 
added by way of reference to such pro- 
visions as those regarding savings de- 
posits and trust powers, but in general 
the statement is correct. When war 
supplies movec. from the United States 


. to Europe our banks gave their assist- 


ance. The volume was large but ex- 
pansion was pcssible under the Federal 
Reserve System and with the in- 
creased gold supplies prevented any 
serious strain on the System prior to 
our entrance mto the War and for a 
considerable time thereafter. ` Our par- 
ticipation in the conflict and the con- 
sequent demand for war financing by 


our own government definitely altered 


the situation. 


EFFECT OF TREASURY POLICIES 


Just what policies should have been 
followed by the Treasury Department 
in meeting the war emergency is some- 
thing on which we probably cannot 
agree. ‘The facts, however, are clear. 
The problem was one of securing max- 
imum produczion and. of diverting to 
war uses a very large fraction of that 
total product. Two main devices 
were employed to divert output to 
the government—taxation and bond 
issues (including certificates of* in- 
debtedness). Both of these were in- 
tended to secure the desired funds by 
encouraging saving. ‘Taxation took 
funds from a taxpayer, usually much 
against, his will, while he was expected 
to buy bonds voluntarily. 

But the war needs amounted to 
some $18,000,000,000 per annum, and 
at one period payments were as high 
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as $2,000,000,000 per morth, or at 
the rate of $24,000,000,€0 per year. 
Prior to the War our amnual savings 
are estimated to have been at the rate 
of no more than $6,00),000,000 or 
$7,000,000,000 per year To treble 
or more than treble the amcunt avail- 
able was probably too great a task for 
taxation and bond issus combined. 
At any rate, policies were adopted 
that resulted in an inflaticn of the cur- 
rency and hence forced loans from the 
general public. 


Reserve Bank Faciiirizs ror WAR 
FINANCING 


If one is to appreciate the position 
of the Federal Reserve Banks in war 
financing, several facts ncust be kept 
in mind. One is the altsred reserve 
requirements of member bznks already 
referred to. Some of the reductions 
were made after we enter2d the War, 
particularly by the provis on that the 
reserves specified were to be kept, not 
in the member bank’s owa vault, but 
as a deposit account with zhe Reserve 
Bank of its district. Alorg with this 


must be remembered the o-her amend- - 


ment to the law that allowed gold in 
the hands of the Federal R-sezve agent 
held by him against issue: o Federal 
Reserve notes to be counted és part of 
the required reserve of ais Federal 
Reserve Bank. Also, there must be 
mentioned the policy early adopted by 
the Reserve System of ccncentrating 
the gold- and gold certificates of the 
country in the vaults of the Reserve 
Banks, Federal Reserve rotas being 
issued in their place. 

There -were two other important 
provisions of the law. One of: them 
states that the Reserve Bznks are to 
be fiscal agents of the government. 
This places them in a position in which 
they ‘are compelled to ccéperate in 
methods of financing decided upon by 
the Treasury Department, 
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The other provision is one that ap- 
pears to the casual reader as of slight 
significance, but it furnished the basis 
for many of the important operations 
of war financing. In Section 13 of the 
Federal Reserve Act the powers of 
the Reserve Banks are enumerated. 
Among the prohibitions there set forth 
is one against loans on “notes, drafts 
or bills covering merely investments, 
or issued or drawn for the purpose of 
carrying or trading in stocks, bonds, 
or other investment securities, except 
bonds and notes of the Government of 
the United States. 

The exception in the last words of 
this quotation was not particularly | 
significant at the time of the passage 
of the Act—in fact it was rather cam- 
monplace. Yet it became very im- 
portant during the War. ‘The Reserve 
Banks could and did lend on govern- 
ment bonds and notes as security. 

To the large amount of latitude thus 
allowed additions were made from 
time to time through rulings made by 
the Federal Reserve Board. Thus it ° 
does not seem entirely clear to the lay- 
man whether the law permits a Re- 
serve Bank to discount the direct ob- 
ligation of a member bank. The writer | 
was of the opinion that it did not, and 
that only the rediscounting of custo- 
mers’ paper was acceptable. That 
he was ‘wrong is shown by the fact 
that this direct discounting was per- 
mitted on a very large scale. Member 
banks discounted their own notes ac- 
companied by Liberty Bonds as col- 
lateral security. ee 

Closely associated with this policy 
were the decisions that notes of this sort 
might run for as short a time as fifteen 


‘days, that they might be renewed some- 


what freely as they matured, and that 
there should be charged for such loans 
a discount rate no higher than the 
interest rate paid by the government 
on the bond offered as collateral. 
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The provisions of the law as cited 
opened the way, and the decisions 
just mentioned let down the bars com- 
pletely. What followed may be vis- 
ualized if one’s imagination permits 
him to assume two printing presses 
in the Treasury Department. On one 
of them were printed government 
bonds for sale to the public through 
the Reserve Banks, whieh were the 


.fiscal agents of the government. The . 


Reserve Banks delivered the bonds to 
member banks for actual sale. A 
customer who was besought to buy a 
bond protested that he had not .the 
funds, but was informed that he need 
pay only a small amount at a time, his 
bank agreeing to advance a loan, retain- 
ing the bond as collateral security and 
charging only the same rate of interest 
as paid by the government on the bond. 
This seemed generous and so aided 
the sale of bonds that the banks were 
in need of help to carry their part of 
the load. They were reassured by 
being told that they could give their 
own fifteen-day notes to their respec- 
tive Reserve Banks, provided they 
would present with them as collateral 
these same Liberty Bonds that had 
been purchased by their customers, 
but which were not to be delivered 
until fully paid for. They were also 
assured of the same low interest rate 
and of an easy renewal of the notes as 
they fell due. 
' Imagine still further that this offer 
brought such general response from 
the banks that the Reserve Banks 
were overwhelmed and their officers 
hurriedly and urgently besought the 
Secretary of the Treasury for relief, 
because of their lack of funds. His 
answer, however, was reassuring. He 
merely pointed to the other printing 
press on which were being printed 
great quantities of Federal Reserve 
notes, which were furnished to the 
Federal Reserve Banks as needed. 
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Thus the Treasury on one press 
printed paper money (Federal Reserve 
notes) which it delivered to the twelve 
Federal Reserve Banks. They in turn 
gave them to their members in return 
for the notes of these banks secured by 
Liberty Bonds. The member banks — 
were then able to pay the government 
for the bonds struck off on the other 
printing press. 

The description may be fanciful, 
but only slightly so. In the good old 
days, say in the Civil War, the process 
was much more simple and direct. The 
government printed the United States 
notes—the greenbacks—and put them 
directly into circulation. The mod- 
ern method is more complex and has 
its advantages, but in many of its 
features it is the same. 


RESPONSIBILITY FOR INFLATION 


As a result of the analysis we have 
been making, it seems clear that the 
Federal Reserve Board and the officials 
of the Federal Reserve Banks cannot 
be charged with responsibility for any 
“inflation” that occurred down to the 
summer or fall of 1919. It was due to 
(1) altered reserve requirements; (2) 
an influx of geld, and (8) the- policies 
of war financing for which the Treasury 
Department was chiefly responsible. 

Of the three kinds of depreciation 
mentioned at the beginning of this 
article two were evident. The Amer- 
ican dollar had greatly appreciated in 
terms of the leading European curren- 
cles, so much so that various stabilizing 
devices were employed. Foreign cur- 
rencies had depreciated in terms of 
our dollar. For this condition neither 
the government nor the Federal Re- 
serve System was responsible. If we 
had been still operating under the old 
National Bank Act with all of its 
rigidity, the foreign exchange situa- 
tion would have been no better and 
might have been worse. After a few 
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months of wild fluctuacions foreign 
governments gained contcol of the ex- 
changes by using “peggag”’ -devices, 
an arrangement that word have been 
much harder to make if ovr banking 
system. as a whole had tzea less well 
organized. After we entzrei the War 
responsibility for this control was 
largely taken over by our government, 
which of course used the Federal Re- 
serve System as its fiscal egent. From 
the proceeds of Liberty Bond sales, 
advances were made to fo-eign govern- 
ments, our Treasury Desartment re- 
ceiving and holding their nozes for the 
amounts involved. 

There was also a deprecation of our 
own money, the dollar, in terms of 
commodities. Prices rose rapidly, but 
as we have noted ‘this wes due in the 
main to (1) the greater sossibility of 
expansion that would kave existed 
under any reorganization of our bank- 
ing system; (2) the heavy importa- 


tions of gold and (8) the fiszal policy — 


of the Government. 

The second form of depreciation did 
not occur; at least, there were no out- 
ward evidences of it. Jur various 
forms of paper money at = lime were 
depreciated in terms cf gold. In 
case an open gold market had existed, 
the situation might have ben different, 
and a premium on gold might have 
appeared, though probabl= not. 


Post-Argmistice TsErps 


But what can be said ci conditions 
from the close of the War late in 1918 
until the spring of 1920r During 
this period prices contined to rise, 
while the volume of Federal Reserve 
notes and of deposit liabiities rapidly 
expanded. Gold imports had ceased 
and in 1919the movement was reversed, 
considerable amounts of zold leaving 
the country. The exchances of many 
of the countries that had zeen neutral 

during the War (and even those of 
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many of the minor belligerents) were 
against us, and, as restraints on the 
exportation of gold were gradually 
removed, the gold started out. The 
War was over, but prices still rose, 
while note issues and deposit liabilities 
kept increasing in spite of the fact that 
the gold reserve was being withdrawn. 
The percentage of reserves held by the 
Federal Reserve Banks declined until 
it was perilously close to the legal min- 
imum. 

In this period, what kinds of ap- 
preciation and depreciation occurred? 
At the end of 1918 a number of the 
exchanges were against us, but by 
the fall of 1920 all of the leading ex- 
changes were in our favor, with the 
exception of Hongkong, Shanghai and 
Yokohama, and they were rapidly 
falling, especially the first two. Ex- 
changes that had already been in 
our favor were becoming more so. 
The American dollar was appreciating 
in terms of nearly every other money 
in the world, or, to reverse it, those 
moneys were depreciating 1 in terms of 
our dollar. 

Commodities were clearly appreciat- 
ing in terms of our own money, the 
evidence being the rise of the price 
level until well into 1920. Our money 
was depreciating in value in terms of 
commodities. ‘There was also a tend- 
ency. toward a depreciation of paper 
money (including bank deposits) in 
terms of gold. Reserves were declin- 
ing and liabilities expanding with a 
resultant decline in the percentage of 
reserve held. Considerable uncertainty 
and doubt appeared, but there was 
no actual premium on gold*recorded. 
There was merely a tendency that 
operated as a distinct warning and 
that called for corrective action. 

The movement was therefore a 
mixed one. Our dollar was appre- 
ciating in terms of foreign money, but 
was depreciating in terms of com- 
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modities, while our paper money and 
our bank deposits were being placed 
in a more and more precarious posi- 
tion with reference to our standard 
money—gold. The exportation of 
gold was helping to appreciate our dol- 
‘lar in terms of foreign currencies, but 
was imperilling the gold standard at 
home by weakening our gold reserves 
while bank liabilities were mounting. 


Convrtions HinpERING RESERVE 
: OFFICIALS 


In fairness to the Federal Reserve 
officials, several facts should~be pointed 
out. First of all war financing was by 
no means over. The Victory notes 
were issued in June, 1919, followed 
from time to time by large blocks of 
certificates of indebtedness.. The ac- 
tual fighting of the War was over, but 
the fiscal operations were not. As 
fiscal agents for the government the 
Reserve Banks could not immediately 
free themselves from the responsibilities 
that have already been described. 

Next it should be remembered that 
what occurred in the United States 
was in part paralleled in other coun- 
tries. Prices were rising in England, 
France, Italy, Sweden and elsewhere, 
much more rapidly than in the United 
States. It is true that many of these 
countries were more seriously affected 
by the War than we were, but it is 
not unfair to urge that many of the 
same influences that were operating 
abroad were also affecting us. Com- 
plete dissociation from so world-wide 
a movement could not reasonably 
have been expected. The upward 
movement which had lifted prices 
prior to the signing of the Armistice 
was not exhausted, and the rise con- 
tinued. Just as military activities 
were in evidence for a long time, so 
the economic forces set loose between 
1914 and 1918 could not suddenly 
be reversed, 
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But this cude analogy between 
military and economic facts is apt to 
be very misleading. A more satis- 
factory explanation is to be found in 
the fact that the Federal Reserve 
System was (and for that matter still 
is) in the first phase of its development. 
Some of its most important features 
are not yet fully understood even by 
many bank officials. Several years 
after the organization of the Reserve 
Banks a prominent banker who was 
serving as director of one of the 
twelve institut:ons was said to be un- 
able to grasp some of the fundamentals 
of the law, and even today a thorough 
comprehension of some of its leading 
features is by 20 means common. 

One of the misconceptions that has 
persisted is the idea that the System 
is to be merely a source of relief in 
times of difficulty. That assistance 
through rediscounting is needed in 
times of seasonal and cyclical strain 
is easily understood, but that the Re- 
serve Banks should at all times exercise 
a supervision over the banking system 
and often impose its control is not 
fully realized. Even when the pos- 
sibility of this contral is understood 
the result is often intense resentment 
at what seems to be unwarranted in- 
terference. 

Such control is, however, the usual 
thing abroad, and the Federal Reserve 
Act has in it numerous provisions 
which give a similar power to our 
system. But legislative authorization 
is not in itself adequate. The Federal 
Reserve Board and the officials of the 
twelve Reserve Banks cannot move 
too far ahead of public opinion, es- 
pecially banking opinion, nor can they 
go too violently in opposition to it. 
Perhaps the most important single 
device by which the Reserve Banks 
can control the money market is the 
rediscount rate, but the mere state- 
ment of that fact does not mean that 
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they can freely employ ths device. 
An important measure oi public sup- 
port is necessary in case such a power 
is actually to be used. 


Wary tar Discount Rate Was Nor 
RAISED 


It has been argued that at the close 
of active hostilities the Reserve Banks 
should have exercised ths 2òwer by 
rapidly raising their rediscount rates 
until they were above the mates charged 
by member banks to ther customers, 
There would then have keen no gain 
to the member banks in rediscounting; 
they would have curtailel accommo- 
dations to their customezs and infla- 
tion would have quickly beer checked. 
The Bank of England taus controls 
the money market of England. Why 
could not our Reserve Banks do the 
same? What reply can be made to 
this argument? 

Two observations maz be made. 
First of all, the British method has 
been employed for many y=ars, and the 
banking community of Eagland is ac- 
customed to it, accepting EÈ as a matter 
of course. Our Reserve System was 
authorized in 1913 and not organized 
until 1914, several montas after the 
Great War had started. 

Next, it is to be rememkered that 
from 1914 to 1918, ari especially 
during 1917 and 1918, the fiscal policy 
of our government made -t impossible 
to initiate such a policy of control. A 
rediscount rate higher thaa tae market 
rate, or, at least, one higner than the 
rate of interest on Likerty Bonds, 
would have made impossible the meth- 
ods of financing that were-employed. 

From 1914 to April, 191°, the Federal 
Reserve Bank of New York did suc- 
ceed in keeping its dscount rate 
above that for commercial paper, 
thus adhering to the polic> of the lead- 
ing foreign banks. With the entrance 
of the United States inco the War, 
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conditions changed. During 1917 and 
1918 the minimum discount rate of 
the Bank of England was (as is regularly 
true in England) considerably higher 
than the market rate on ninety-day 
bills jn London, but during this period 
the discount rate of the New York 
Federal Reserve Bank for commercial , 
paper was regularly lower than the 
prevailing market rate in New York 
for the same kind of paper. If control 
of the market had been the only pur- 
pose to be kept in mind during this 
period, it would have been wise to 
have raised the discount rates of the 
Reserve Banks more rapidly than 
market rates rose, and thus have es- 
tablished control. 

Armistice Day found the Reserve 
Banks still not in control of the sit- 
uation, and able to influence it only to 
a minor degree by a scrutiny of par- 
ticular paper presented for discount 
or by oversight of the rediscounting 
done by particular member banks, A 
Victory Loan had to be floated, and 
other post-war financing was necessary. 
Moreover, member banks had dis- 
counted large amounts of their own 
obligations at the Reserve Banks with 
Liberty bonds as security. On No- 
vember 15, 1918, the total volume of 
bills discounted with the Reserve Banks 
secured by government war obligations 
was $1,358,416,000, ‘and on February 
27, 1920, it was $1,572,980,000. 

Difficulties were accordingly very: 
numerous. To place restraints upon 
the expansion from 1918 to 1920 would 
have been difficult, and, even if practi- 
cable and desirable, would have 
called for a very high degree of wisdom 
and courage. It is the opinion of the 
writer that our government was very 
unwise in its decision to float its war 
issues of bonds and certificates of in- 
debtedness at such low rates of interest. 
When so large an amount of saving 
was needed much higher rates would 
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have been better. The low rates 
actually offered kept the general ‘se- 
curity market quiet for a considerable 
time, but such a policy inevitably 
meant a rise in prices that injured the 
general public, including holders of 
securities, far more than would the offer 
of higher rates on the new government 
issues. Nevertheless, the policy was 
adopted, rates were kept down and 
the Reserve Banks were and still are 
the fiscal agents of the government. 
So long as they are fiscal agents the 
way in which they perform their other 
functions must be affected by this 
relationship. 


Tse Necessity ror Hiesrer Dis- 
count RATES 


By the spring of 1920 conditions 
had somewhat altered. The larger 
part of war and post-war financing 
had been completed, and’ the re- 
sponsibilities of the Reserve Banks to 
the government were somewhat les- 
sened. A large volume of rediscounts 
was still in the possession of the Re- 
serve Banks, but more freedom of 
movement than before was possible. 
Accordingly, their policy was altered. 

It was clearly time. 


earlier action, but certainly longer de- 
lay would: have been unwise. Prices 
were still rising discounts with the 
Reserve Banks were increasing and 
their deposits, and their issues of 

Federal Reserve notes were mounting 
with leaps and bounds. The per- 
centage of reserves held -was near the 
legal minimum. All banking experi- 
ence indicated that danger was ahead. 
Speculation was rampant, and was 
sure to be followed by a reaction whose 
seriousness would be proportionate to 
the delay in its appearance. 

There were several special reasons 
for concern. Our own spring demand 
for money was at hand, to be followed 

12 


A very strong 
case could have been developed for. 
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the next fall by the usual fall demands 
for crop-moving purposes. Also the 
situation in Europe was most dis- 
quieting. Monetary systems there 
were developing alarming tendencies. 
Prices were rising, bank liabilities ex- 
panding and “eserves declining far 
more than in the United States. If 
a general: collzpse had occurred we 
would have been unable to meet it 
without a general breakdown of our 
entire business and financial structure. 
We were already strained almost to 
the breaking paint. 

Under such circumstances it was 
not possible to rely on the Judgment 
of American business men to impose 
checks of theiz own. A few began 
to contract their operations, but the 
larger number went on piling up their 
own liabilities at the banks and ex- 


tending credits.abroad and at home 


with little or no appreciation of the 
unsound condition. Early in 1920 
the rates were raised. It was none 
too soon. First in Japan and later in 
other countries the reaction came and 
prices began to crumble. 

In the face of this collapse credits 
were extended by member banks to 
customers, often unwisely, but on the 
whole with a view to easing business 
through the trying period of the crisis 
and the subsequent depression. In 
turn the Reserve Banks gave assis- 
tance to member banks at the new 
and higher raies, but with a very 
considerable freedom. After a few 
months deposits and note issues began 
to decline and reserve percentages to 
rise, until a condition of comparative 
banking security was attained. 

It was, however, a trying experience. 
Those who suffered from the fall in 
prices resented bitterly the new policy 
that seemed to them responsible for ` 
their losses. The sufferers as separate 
individuals were not, in most cases, 
to blame. They were merely a part 
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of a cumbersome and fa.lty business 
organization in which periods of ex- 
cessive expansion and contraction are 
a frequent and somewhat regular oc- 
currence. In many ind-vidual cases 
injustice was doubtless done borrowers, 
but on the whole our ccnstructive 
criticism should be direct2d at an 
economic organization thet makes such 
an outcome possible. 


Caution STILLU Ivezrative 


Nor is the danger by any means 
over. The period ending ir 1920 was 
one in which money wa: depreciating 
rapidly in terms of commozlities, and 
our deposits and paper meyin danger 
of depreciating in terms of gold, as 
they have actually done 11 many other 
countries. The danger in these di- 
rections has for the present at least 
disappeared. But the very policy oi 
higher discount rates wkich aided in 
giving this relief brough- with it cer- 
tam unfortunate consecuences. To- 
day the currency of nearly every 
foreign country is at a heavy discount 
in New York. Gold wes for a time 
being exported from the Unized States, 
but from January 1 to Ncvember 1, 
1921, the net importatons of gold 
have been about $564, 0(,000, and 
the gold holdings of the Reserve Banks 
have increased by about 3666,000,000. 

This influx of gold, together with a 
decrease in deposit and note issue 
liabilities, has increased tae percentage 
of reserves held, and relisved us from 
one serious danger—that of a reserve 
deficit. But we are at orre faced with 
another. As reserve ralos rise bor- 
rowers cannot understand restraints 
on borrowing. Depreciased exchanges 
carry no warning to mest of us. 
Foreign government budzets that fail 
to balance and the imm.nence of de- 
faults and perhaps repuciations cause 
little alarm. A default b= Germany in 
her next reparation peyment, now 
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almost due, seems at this writing al- 
most certain. If it occurs, the effects 
on French finances and business, and 
through France on all Europe, will 
be almost incalculable in their gravity. 

It is a time for the exercise of the 
greatest caution. No matter what 
policy we adopt, hardships will result. 
Our choice is merely between evils, 
and no matter what our decision the 
path ahead is by no means bright. 
Higher discount rates in the face of 
the depreciated exchanges means still 
heavier gold imports. Withdrawal of 
gold from foreign countries weakens 
them still more, and adds to our stock 
of gold that is already disproportion- 
ately large. 

On the other hand, low interest 
rates encourage an expansion which 
ought for our own sakes to be held in 
check. High bank reserves are by no 
means a sufficient excuse for a generous 
loan policy at the present time. A: 
combination of low rates with a care- 
ful limitation of loans is the ideal, but 
very difficult of attainment. 

Since default by Germany seems so 
imminent the sooner it is faced the 
better, even if it is disguised as a 
moratorium. After it comes there 
will be a more general appreciation of 
what is ahead, and plans can be more 
effectively made for real recovery. 
One of our present dangers is the pos- 
sibility of developing an unhealthy 
optimism that will lead to a business 
expansion, too rapid and in wrong 
directions. If it occurs, the reaction 
will be worse than a prolongation, of 
the present depression. Gradual re- 
covery is trying, but will be far better. 

Then, too, we may hope that during 
the period of readjustment our Federal 
Reserve Bank will be able to secure con- 
trol of the money rate. Such a control 
will be no panacea, but it will be an im- 
portant aid in bringing more stability 
in our monetary and banking system. 
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Expansion and Contraction as Seen by a Business Man 


By J. V. FARWELL 
President, John V. Farwell Company, Chicago 


XPANSION and contraction in 
volume of business and in credits 
have always existed in modern times. 
Human nature is such and conditions 
of production and consumption are 
such that there can be no dead level. 
Unfortunately, these tendencies nearly 
always run to extremes, so that we 
usually have, about once in so often, 
periods of over-expansion, and, as a 
consequence, we get over-contraction, 
Many bankers will admit the existence 
of the first of these extremes, but they 
are not so ready to admit the second. 
It seems to me that both are very real, 
and that in many cases both of these 
extremes can be prevented. 

As the process of expansion is going 
on, each business sees most clearly the 
part that applies to its own experience, 
while the rest of the process is often 
either unseen or obscure. A business 
man, either in manufacturing or distrib- 
uting, comes in contact with the proc- 
esses of expansion, from the beginning 
to the end, from the time when the 
contract is first made to the end when 
credit is made for financing and the 
credit given in selling. Over-expansion 
is pretty sure to occur whenever such 
contract is made for a larger quantity 
than a normal amount used by the 
_ business concern, or when it runs 
through a longer period of time in the 
future than is ordinarily contracted 
for by the company‘ or when the con- 
_ tract is made for a price considerably 
in excess of the cost of production. 

The first step in this expansion is 
caused, as a rule, by the state of mind 
of the buyer, who thinks he sees a much 
larger business ahead than the company 
has ever had before, or who believes 
that goods are going to be very scarce, 


as when the war purchases were being 
made, and thai prices are going higher. 
It is this thought that produces his act 
of expansion. This thought and this 
act are often contagious, so that other 
people take up the idea and a feverish 
state of mind, like an epidemic, sets in 
among all buyers, which results in 
large purchas2s for delivery running 
over a long period of time. 


How Banxers Coutp CHECK OVER- 
AXPANSION 


In the distributing business, for 
instance, suck buying requires at the 
start very little credit, and necessitates 
hardly any simultaneous credit expan- 
sion. , The wholesaler might place an 
order for one thousand cases of cotton 
goods to be delivered during six months, 
beginning three to six months after 
date of purchase, the seller being sold 
up until that time. All that the manu- 
facturer has to do is to cover his cotton 
on the cotton exchange and put up a 
margin for sc doing. The wholesaler 
puts up no money at all and no credit. 
In fact, no credit would be required 
from the banks for, say, sixty to ninety 
days, when the first shipment of cotton 


is to be paid for, and no bank credit 


asked for by the distributer or whole- 
saler for perhaps six months, when the 
bill of the first delivery becomes due. 

It is obvicus, therefore, that while 
the business man sees expansion both 
at time of making the contract and at 
the time when he asks for credit to pay 
his bill, the banker would know noth- 
ing, except in a general way, of the 
great mass of purchases so made until 
some time after the contracts were 
signed, and perhaps not until the bills 
came due. Bankers are well posted 
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in a general way only as to what their 
customers are doing or expect to do. 
In my judgment, they should always 
find out from their customers not only 
what their stock on hand :s at a given 
time, but also what their commitments 
or advance purchases ars, as these 
commitments are often thle source of 
as great a loss in the case of a falling 
market as is stock on hand. If bank- 
ers asked these questions zontinually, 
especially at the period of requiring 
statements from their customers, they 
would be in a better position to check 
over-expansion at the start, by either 
discouraging purchases or refusing to 
give the necessary credit or raising the 
rate of interest charged. 

If, in turn, the Federal Reserve Banks 
were kept in close touch wth all these 
movements through the lezding banks 
and merchants, as is now be:ng done 
in many centers, this frenzed state of 
mind could be cooled off. aad large 
contracts for future high prices pre- 
vented. The disease would be stopped 
before it became an epidemic. Itis for 
this reason that it seems tc a business 
man that rates of the Federal Reserve 
System should be raised jus: as soon as 
bankers see this situation of expanding 
contracts coming on, not wer the bill 
comes due and the customer asks for 
credit to pay for it. At thet time, the 
banker can do only one of tree things: 


First, grant the credit; second, advise | 


the customer to repudiate tke contract, 
which he would do under the circum- 
stances, and third, let him squirm out 
as best he can, no matter what zhe loss. 
The last course would probably cause 
many failures. 


FEAR CHECKS Ovier-Expansion 


Over-expansion can be prevented 
only by arousing in the mnd of the 
buyer a fear that if he makes an exces- 
sive contract at high prices, he will get 
into trouble. He has þeen led to think 
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in a general way that under the Federal 
Reserve System his bank would always 
look after him and there could be no 
trouble. Many told him if a decline 
in prices did occur, it would come grad- 
ually, even though all history tells us 
that over-expansion breaks suddenly 
and prices come down sharply. Even 
with prices raised to three or four times 
above normal, it was often felt that no 
merchandising difficulties could arise, 
for do we not have the Federal Reserve 
Banks? 

Under the old system, before the 
Federal Reserve Act was passed, every 
bank had to depend to a great extent on 
its own resources, and to live or die ac- 
cording to the distance it got from shore 
inastorm. This restricted the banker’s 
available credit and lessened the mer- 
chant’s confidence in getting help. Both 
banker and business man had a very 
well defined fear of over-expanding. 

While the Great War was on, and 
even after the Federal Reserve Act 
was passed, no merchant felt like buy- 
ing a large amount of goods at high 
prices for long-time future delivery, as 
no one could tell when it would be over. 
When it was started, some thought it 
would last ninety days, some thought 
it would last one year, and some two or 
three years, but it was all uncertain, 
and bankers and merchants stayed 
pretty close to shore. They were 
assisted in not buying at high prices by 
the action of the government in arrang- 
ing price fixing bureaus. 

When the War did end, there were no 
large contracts outstanding at high 
prices and it took only three or four 
months to make the proper re-adjust- 
ments. After that, however, mer- 
chants and bankers lost not only all the 
fear which they had had before the 
Federal Reserve Act was passed, and 
which formerly produced panics, but. 
also all the fear which existed while the 
War was on. 
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NEED OF A Procressive Repiscount 
RATE 


As this fear is very necessary to both 
banker and business man, I am much in 
favor of the progressive rate of redis- 
‘count, so that those who have the dis- 
position to offend will know in advance 
that they will be heavily penalized. As 
the phrase goes, that clause “puts 
teeth in the law” and the one who first 
over-expands should be bitten first. A 
level rate puts all in advance in the 
same category and does not stop over- 
expansion at the particular source 
where it has started. Another reason 
why the progressive rate law should 
never be repealed is that in many dis- 
tricts in the United States 8 per cent 
is the normal rate, and 10 per cent not 
uncommon. Instead of there being a 
penalty in charging such banks 7 per 
cent there is a constant inducement 
left for them to expand. Federal 
Reserve Banks must have a sliding 
scale of rates to meet such common 
conditions. 

As this over-expansion did not occur 
in the case of all banks and in all dis- 
tricts, but with only a certain percent- 
age of the banks in every district, and 
as some large banks in big districts were 
just .as bad offenders as the small 
banks in country places, it seems to me 
obvious that such a law is not only wise 
but necessary, in order to prevent 
over-expansion at the real source 
whenever it may crop out. 


Interest Rates ONLY One CHECK ON 
Ovrr-EXPANSION 


Perhaps I have laid too much stress 
on the efficiency of the rate of interest 
to stop over-expansion. It is only 
one of the remedies. Barkers them- 


selves will have many instances where © 


they will have to curb banks and mer- 
chants who are willing to pay high rates, 
if only they are allowed to continue in 
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their mad careers. Federal Reserve 
Banks, more than ever before, will have 
to hold a tighter rem to stop such 
careers by flatly refusmg to make 
loans and especially by stating before- 
hand that they will so act. Only such 
advance information, inspiring the 
proper fear, will prevent the first acts 
of over-expansion, which, if allowed, 
bring all others in their train with all 
the consequent disasters. 

The solution is in the hands of the 
banker. If he will get at the facts and 
use his strategic position in granting or 
refusing loans and regulating rates of 
interest, he could check this over- 
expansion before it becomes dangerous. 
In saying this, I do not mean that the 
banker is as responsible as the business 
man in starting over-expansion, for the 
business man is the one who acts first. 
However, the. banker often has a 
broader view of general conditions, not 
only in this country, but all over the 
world, and can, therefore, see the 
general trend of things earlier. It is 
for this reason that I have at other 
times contended that the various 
Federal Reserve Banks should have 
raised their rate sharply in November 
and December, 1919, when the large 
buying movement at high prices began. 
Instead of doing that, rates then were 
as low as 43 per cent for rediscount 
with the Federal Reserve Banks. This 
was almost an invitation to buy heavily 
and certainly would lead an ordinary 
business man to assume there would be 
nothing wrong with the credit situation 


‘in the near future. 


PREVENTION OF INVENTORY 
SHRINKAGE 


The second important process in 
general expansion takes place when the 
various business concerns find their 
excessive bills coming due and are 
obliged to resort to banks for large 
loans, As these goods have been 
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bought in large quantities at high 
prices, it takes from two to three times 
a normal loan to carry a given amount 
of actual merchandise. This is re- 
peated many times all over the country 
and all down the line through the 
different processes of manufacturing. 
The deposits and loans go up and dis- 
counts at the Federal Reserve Banks 
increase. While this paper so dis- 
counted is, in one sense, self-liquidating, 
as the term goes, that is only true inso- 
far as the prices at which goods are 
bought can be maintained. 

If prices go down half rather sharply, 
as they did in the fall of 1920, it is only 
one-half self-liquidating, and if the 
quantities bought at the high prices 
are far above normal, it may only be 
one-fourth self-liquidating, because the 
concern which bought the goods has no 
normal channels through which the 
merchandise can be sold. This brings 
upon the market so-called “distressed 
merchandise” which is sold regardless 
of cost or competition, and aggravates 
still further an already disastrous situa- 
tion. It is for this reason that the 
banker should be somewhat familiar 
with the prices at which goods are 
bought, as compared with normal prices, 
before he encourages a merchant to 
buy, or before he gets the whole eco- 
nomic structure, including Federal Re- 
serve rediscounts, built up on the 
basis of high prices. 

The Federal Reserve Banks have, in 
my opinion, been very unjustly criti- 
cised for raising rates above six per 
cent, as though the raising of the rates 
in the spring of 1920 caused all the 
trouble. My only criticism is that 
they did not raise them early enough 
‘and before all the harm was done by 
the making of the vast amount of long- 
term contracts at the highest prices 
since the Civil War. They had to 
act some time, and it was better late 
than never. The inverted pyramid 
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would have toppled over any way, but 
less damage would have been done by 
the fall if the base, which was up in the 
air, had not been allowed to grow so 
large. 


PREVENTION OF OvER-CONTRACTION - 


While nearly every one admits that 
over-expansion can be checked, all do 
not agree that over-contraction can be 
prevented. Many bankers have told 
me that we must have a thorough liqui- 
dation, which means, in the last analy- 
sis, that prices must go below cost of 
production, mills close up, business 
stop, much of the circulation of credit 
and merchandise cease, until this 
thorough liquidation has run its course. 
Before the days of doctors and the use 
of remedial measures, it was undoubt- 
edly thought that all epidemics would 
have to run their course, that nothing 
could be done but let the people die. 
In other words, we must have a thor- 
ough “liquidation” and death of people. 
It is well known that a proper mental 
condition of the patient is often just as 
necessary as some stimulus to help out 
the heart action. Soin business affairs, 
proper mental attitude and some assis- 
tance from banks and business men 
generally is necessary to prevent con- 
traction’s going the limit. I think that 
there are often times when it is 
evident that contraction has about 
reached the end, and when the mer- 
cantile speculation fever at least has 
gone. At that time interest rates 
should be reduced before the irredu- 
cible minimum has arrived and some 
inducement made for people to go 
ahead and do business, so as to bring 
about a movement of merchandise and 
a better employment of the great army 
of unemployed, which always increases 
greatly during an aftermath of extreme 
contraction. 

The War Finance Corporation has 
stepped in and done some of this work 
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during the last nine months with great 
judgment and success. It is extremely 
fortunate that we had some such or- 
ganization to prevent the so-called 
complete and disorderly liquidation, 
which some interests seemed to think 
absolutely essential to better times. 


EDUCATION THE REMEDY FOR OVER- 
EXPANSION AND OvEeR-CONTRACTION 


It is evident that the banker and 
the business man are in a sense trustees 
of the prosperity of the nation, in that 
their combined acts, if unchecked, may 
bring about hard times and unemploy- 
ment to thousands of men who have 
no power of decision in starting a 
movement which will result so disas- 
trously. I say they have no decision 
in making the start, although, after it 
is about half way along, the wage 
earners have much to say when they 
begin to buy heavily, and, feeling 
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higher and rising cost of living, begin 
to demand more pay, which, in turn, 
adds to the price of the manufactured 
articles. 

On the other hand, in times of over- 
contraction, the business man and the 
banker have often lost their power of 
direction and voluntary decision. They 
are controlled almost entirely by the 
.general populace, which refuses to buy, 
and by the wage earner, who will not 
consent to a reduction of his wages 
commensurate with the changed cost 
of living and the new world conditions 
brought about by the collapse of the 
boom. It seems to me, therefore, that 
education is needed on both sides, first 
to prevent expansion from becoming 
over-expansion and contraction from 
becoming over-contraction. Sound 
common sense and experience will 
finally be the teachers if expert econo- 
mists are not. 
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Currency Expansion and Contraction 


By James B. FORGAN 
Chairman of the Board, The First National Bank of Chicago 


S is well known, the Federal Re- 


serve System is the result of the 
financial panic of 1907. At least, it 
was this financial crisis that hastened 
the establishment of a more rational 
system of issuing currency than had 
previously prevailed in the United 
States. To be sure, there had been 
earlier movements to make possible 
an automatic expansion and contrac- 
tion of our currency. As far back as 
1902, and probably earlier, there are 
to be found discussions in regard to 
our currency at every convention of 
the American Bankers Association. 
Long before the Federal Reserve Act 
was thought of, it was clear to any 
thinking banker that our whole cur- 
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rency system needed a thorough re- 
vision. In 1902 Charles N. Fowler, 
Charles G. Dawes and Horace White 
made addresses dealing with the cur- ` 
rency problem at the convention of 
the American Bankers Association. 
The chief differ2nce of.opinion in that 
day was betwe2n the advocates of a 
highly taxed emergency currency and 
those of a low taxed credit currency, 
or, 2s General Dawes spoke of it, “a 
system of asset currency subject only 
to a nominal tax.” As a result of this 
agitation, there was appointed at that 
meeting, held in New Orleans, a special 
Currency Committee, a forerunner of 
the Currency Commission which still 
exists. The Currency Committee ap- 
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pointed in 1902 made a report at the 
meeting of the American Bankers 
Association held in San Francisco in 
1903, in which it favored an emergency 
circulation subject to a heavy tax, 
which, it was hoped, would insure the 
redemption of this currency as soon as 
the emergency which had called it 
forth had passed. Discussions con- 
tinued until the agitation finally led 
to the appointment by the Association 
at its convention in St. Louis, October 
16-9, 1906, of the present Currency 
Commission, of which Mr. A. B. Hep- 
burn of New York has been Chairman 
and the writer of this article, Vice- 
Chairman, ever since its creation. Its 
first report appears (pages 100 and 
following) in the Appendix of the Pro- 

ceedings of the Thirty-Third Annual 
‘ Convention of the American Bankers 
Association, held at Atlantic City, 
September 24-7, 1907. Practically 
everything that now appears in the 
Federal Reserve Act was foreshadowed 
in the discussions of this Commission. 


Lusson of Monty Panic or 1907 


Probably these discussions would 
have continued to be haphazard and 
without practical result had it not 
been for the financial panic of 1907. 
There is no need to go into the history 
of this panic in this article. Its in- 
terest to us is due to the fact that it 
made clear to the public at large what 
had long been known to experienced 
bankers, that the country was liable 
at any moment to suffer all the evils 
of business depression, not because 
of any inherent difficulties in the busi- 
ness situation but owing solely to the 
faulty mechanism which prevented 
the expansion and contraction of the 
circulating media in accordance with 
momentary requirements. The panic 
of 1907 was due simply to the fact that: 
the government was.unable to issue 
a sufficiently large amount of paper 
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money to tide over a temporary situa- 
tion, and, owing to this inability, a 
number of banks failed, and perfectly 
solvent corporations and business firms 
found themselves in financial diff- 
culties without in the least being guilty 
of any commercial sins of commission 
or omission. The situation had to be 
tided over by extra legal methods, 
such as the issuance by clearing houses 
of certificates which really took the 
place of ordinary currency and were, 
therefore, a direct violation of the pro- 
visions of the Federal Constitution. 
A recent writer has summarized the 
condition as follows: 


The chief defect of the old national bank- 
ing system was its decentralization re- 
sulting in scattered bank reserves. Even 
though the national banks of the United 
States possessed enormous aggregate cash 
reserves yet, before the establishment of 
the Federal Reserve System, those reserves 
were ineffective. There was no method 
of mobilizing cash for use where and when 
it was needed. No responsible body was 
empowered to adopt or carry out discount 
or other policies to avoid a financial panic 
or to handle a panic when it occurred. 
Other countries had economic crises; the 
United States not only, had crises but 
financial panics as well. This is the reason 
that under the national banking system 
the United States was called “‘an inter- 
national financial nuisance.” } 


As a result of the experiences of 1907, 
public opinion compelled Congress to 
take some action, and it appointed 
the National Monetary Commission. 
Thereafter, the Currency Commission 
of the American Bankers Association 
acted largely in an advisory capacity 
to the governmental body with which 
it held frequent conferences in Wash- 
ington. Out of this grew, first, the 
Aldrich-Vreeland Act, and, later on, 
the Federal Reserve Act. 

1 Persons, “Basis for Credit Expansion.” 


Harvard Committee on Economic Research. 
Vol. II, p. 21. 
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CurRENCY Function or RESERVE 
SYSTEM 


The Federal Reserve Act, in the 
first instance, is designed not so much 
for the purpose of. compelling banks 
to keep certain fixed reserves and the 
like, as, primarily, to meet the changing 
requirements for currency, a function 
which the large central banks of 
Europe have performed for their re- 
spective countries for many decades. 
It is difficult to see how we could have 
weathered the storm of the War and 
the years immediately following with- 
out some such arrangement as that 
provided by the Federal ‘Reserve 
System. It is a well known fact that 
the banks have been and are carrying 
many industries which would have 
been forced to the wall, injuring our 
whole credit structure, had it not been 
for the fact that the banks in turn 
have been able to obtain needed cur- 
rency from the Federal Reserve Banks 
by rediscounting notes. Since banks 
afe compelled to meet the demands 
made upon them by payment of cur- 
rency over their counters, they would 
otherwise have reached the end of their 
resources almost immediately, owing 
to the tremendous expansion of busi- 
ness caused by the War. ‘They would, 
therefore, in order to meet their own 
liabilities, have been compelled to call 
upon business houses to pay off their 
loans and, if necessary, would have had 
to demand the liquidation of perfectly 
solvent business enterprises in order 
to obtain the needed repayment. The 
banks, fortunately for our whole 
country, have not needed to resort 
to such extreme measures, owing to 
the rediscount privileges inaugurated 


by the Federal Reserve System, with 


which rediscount privileges our cur- 
rency system is closely connected. 
The Federal Reserve Act provides 
that any Federal Reserve Bank may 
issue Federal Reserve notes based on 


Q 
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H 
collateral security consisting of notes,- 
drafts, bills of exchange or acceptances 
acquired either by purchase in the 
open market or through the rediscount 
privileges exercised by its member . 
banks. The Bank is compelled, in ad- 
dition, to maintain reserves of gold 
of not less than forty per centum 
against its Federal Reserve notes in 
actual circulation. This gold reserve 
held against Federal Reserve notes may 
fall below forty per centum, in which 
case “the Federal Reserve Board shall 
establish a graduated tax óf not more 
than one per centum per annum upon 
such deficiency until the reserves fall 
to thirty-two and one-half per centum, 
and when said reserve falls below 
thirty-two and one-half per centum, 
a tax at the rate increasingly of not less- 
than one and one-half per centum per 
annum upon each two and one-half 
per centum or fraction thereof that 
such reserve falls below thirty-two and 
one-half per centum.” ? 

It is interesting to note that practice 
has shown that this check provided by 
the Act has proved to be entirely 
sufficient under the most exacting 
and trying conditions. Though there 
have been times within the last few 
years when the net reserve of gold 
against Federal Reserve notes out- 
standing was dangerously close to the 
legal minimum required, the ratio 
never actually fell below forty per 
centum. - 

It is under these provisions that the 
so-called expansion and contraction of 
our currency has taken place and is 
taking place. The total circulation of 
currency of all kinds in the country 
on September 1, 1921, was $4,672,030,- 
221, of which more than one-half 
was represented by Federal Reserve 
notes. While at the beginning of this 
year the total circulation of all cur- 
rency amounted to $5,500,702,153, the 


2 Federal Reserve Act. Sec. 11 (c). 
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changes were almost entirely in the item 
of Federal Reserve notes, since the rest 
of the currency is more or less constant. 


CURRENCY INFLATION AND 
DEFLATION 


Before going further into this ques- 
tion of expansion and contraction of our 
currency, It is necessary to distinguish 
sharply between currency expansion 
and currency inflation. A recent article 
defines these terms as follows: 


Currency expansion is the absolute in- 
crease In currency of various forms—chiefly 
gold, silver, bank notes, government notes, 
and deposits subject to check. Its op- 
posite is contraction of the currency. 
Currency inflation, on the other hand, is 
relative, that is to say, an expansion of 
currency out of proportion to the increase 
in the absolute quantities of goods and 
services exchanged, due allowance being 
made for variations in offsets of book credits, 
in the “rapidity of circulation” of currency, 
and in the frequency with which goods and 
services are exchanged. The reverse is 
currency deflation—a, decline in currency 
relative to the amount of goods and services 
exchanged. Currency inflation rarely takes 
place in exact proportion to currency ex- 
pansion, or deflation in proportion to con- 
traction, since changes in quantities of 
goods and services exchanged are constant- 
ly taking place. For the same or other 
causes, the equivalent of currency inflation 
or deflation, or, one might say, effective 
currency inflation or deflation, may take 
place without corresponding changes in 
the quantity of currency. So, after the 
Civil War, deflation in the United States 
was accomplished in the main, by “growing 
up to the currency” rather than by con- 
traction. On the other hand, changes in 
the currency requirements ordinarily take 
place slowly; consequently, a marked ex- 
pansion of currency usually involves cur- 
rency inflation; and deflation is usually 
accomplished but slowly if it is unaccom- 
panied by contraction of the currency.’ 


3 Davis, “World Currency Expansion.” Har- 
vard Committee on Economic Research. Vol. 
TI, p. 8. 
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From this it is evident that under 
the Federal Reserve Act we have had 
almost no experience in expansion and 
contraction, though more than enough 
in inflation and, at present, in defla- 
tion. In other words, the establish- 
ment of the Federal Reserve System 
was followed almost immediately by 
the crisis brought on by the European 
War, which, owing to governmental 
needs, brought about an inflation of 
the currency entirely out of pro- 
portion to the ordinary normal busi- 
ness requirements. Likewise, the re- 
action that has taken place since last 
year is a process of deflation, again out 
of all proportion to what is to be 
expected under normal and regular 
business conditions. One thing, how- 
ever, has been proved, and that is that 
the raising and lowering of the re- 
discount rates by the Federal Reserve 
Banks influences very greatly the lend- 
ing of money by the banks. The 
question may be raised whether this is 
not due more to the pressure of the 
example set by the Federal Reserve 
Banks than to the mere change of a 
relatively small percentage in the 
rediscount rate. But be that as it may, 
the banks in the country have fol- 
lowed the lead of the Federal Reserve 
System. Possibly it would have been 
well if the raising of the rediscount 
rates after the Armistice had taken 
place earlier. It is an open secret that 
the members of the Federal Reserve 
Board, as well as of the Federal Ad- 
visory Council, advocated such a 
policy long before it was put into 
effect. The needs of the government, 
however, mtervened, and the necessity 
for the Treasury to complete its war- 
time funding operations superseded 
the dictates of a sound economic 
policy. Likewise, the successive low- 
ering of the rediscount rate may be due 
more to the exigencies of politics than 
of sound banking practice. A recent 
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pamphlet issued by the Chase National 
Bank of New York has presented 
many effective arguments which tend 
to show that the rediscount rates ought 
to be determined by the prevailing 
commercial paper rate, rather than by 
other considerations. ? 


The peak of Federal Reserve notes. 


in actual circulation was reached on 
October 22, 1920, at which time these 
‘amounted to $3,356,199,000. These 
notes were first issued in November, 
1914, but in the beginning increased 
very slowly. Even as late as July 1, 
1917, the total of Federal Reserve 
notes outstanding was only $544,412,- 
775. By July 1, 1918, the amount had, 
however, more than trebled, amount- 
ing at that time to $1,713,074,255. At 
the time of the Armistice, the amount 
had increased to $2,562,517,000, and 
on September 21, of this year, the 


amount in circulation was still $9,-. 


474,676,000, a reduction, however, of 
nearly one billion dollars from the 
highest point. It is to be hoped that 
this reduction will continue until we 
reach a point which may be regarded 
as meeting the normal requirements 
of business. Until now, banks of the 
country have acted in a patriotic man- 
ner and have generally forced liquida- 
tion. It may be feared, however, that 
such an unselfish policy will not be 
continued indefinitely if the Federal 
Reserve Banks, by keeping the re- 
discount rate below the ordinary com- 
mercial rate, make it profitable for 
their member banks to Jend as much 
as possible. We therefore face the 
danger of a period of renewed inflation 
which must not be confounded with 
‘normal expansion as defined above. 


CURRENCY EXPANSION AND 
CONTRACTION 


As already indicated, the real func- 
tion of the Federal Reserve System is 
to make possible the expansion and 
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contraction of the currency, demanded 
by the continuing changes in business 
conditions. As the country becomes 
more densely settled and industrial 
development continues, there will be 


-need for a gradual permanent expan- 


sion of currency which will be met 
partly by increase in actual metal, 


‘but largely by the increase in other 


forms of currency. Beside such per- 
manent increase, there will be the 
seasonal expansion and contraction 
which appears in the statistics of the 
central banks of all the larger coun- 
tries. ‘These seasonal changes do not 
coincide in the various countries. In 
countries with little agriculture, which 
are, therefore, compelled to import 
most of their raw materials, the time 
of largest expansion is apt to fall at a 
different time of the year from that 
in countries which are solely or very 
largely agricultural. We are in a 
transition period and what is true to- 
day may not be true a few decades 
hence. At present, however, our 
period of largest expansion is likely 
to be at crop-moving time, with con- 
traction taking place after the opera- 
tions connected with the movement of 
the crops have been completed. 
Probably for the present, the ex- 
periences of Canada are most likely 
to furnish us an example. Canada’s 
banking system is centered in a group 
of so-called chartered banks, of which 
there :were twenty-four in 1914 and 
only eighteen in 1920. These banks 
have over four thousand branches 
throughout the Dominion, providing 
for its commercial needs and, in ad- 
dition, serving as the chief savings 
institutions of the country. They are 
subject to comparatively little govern- 
mental supervision, although the Cana- 
dian Bankers’ Association is a public 
institution whose secretary-treasurer 
has supervisory power over note 
issues. ‘The banks are required to 
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make a monthly report of their con- 
dition to the minister of finance. 


Canada’s currency consists for the most 
part of bank notes. The banks are auth- 
orized by law to issuenotes up to the amount 
of their paid-up unimpaired capital plus 
any amount they may have on deposit in 
the central gold reserve. In addition to 
that, during the crop-moving season they 
are permitted to issue additional notes up 
to 15 per cent of their capital and surplus 
combined, but this additional circulation 
bears interest at 5 per cent. The privilege 
of issuing additional circulation may be 
extended to cover the entire year, and, as 
a matter of fact, has been so extended dur- 
ing recent years. The chartered banks 
are not required to carry any special re- 
serves against their circulation, except 
that they must deposit with the minister 
of finance, gold or Dominion notes up ‘to 
5 per cent of their average circulation. 
These deposits constitute the bank-note 
redemption fund. The principal security 
against circulation, however, is found in 
the fact that the notes are a first lien on 
the banks’ total assets and in the further 
fact that the stockholders are subject to 
double liability on the notes. Bank notes 
are legal tender throughout the Dominion. 
It is to the interest of each bank to main- 
tain as high a circulation of its own notes 
as the law permits. Each bank will, there- 
fore, pay its customers over its counter 
only notes issued by itself. When the 
community’s need for circulation contracts, 
notes will be deposited in the banks and 
the banks will return to the issuing banks 
the notes in their possession, and thus re- 
duce the outstanding volume of circulation, 
In other words, since the notes are obtain- 
able from any bank on demand and on the 
other hand can always be deposited with 
the banks as soon as they are not needed, 
the circulation in the hands of the public 
does not exceed the requirements of trade 
and industry.‘ 

The Canadian statistics for the 
years immediately preceding the War 
and those since the War are given in 
next column. 


4 Federal Reserve Bulletin. December 1919 
p. 1142. 
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229,608,213 
211,640,296 
215,931,035 
216,262,907 
207,359,887 
207,056,687 
203,184,777 
197,461,372 


a 





1920 


237,269,805 
223,979,666 
231,220,770 
243,226,193 
235,085,179 
238,088,555 
240,833,686 
237,697,647 
242,988,866 
252,882,760 
253,576,534 
246,859,667 





1919 


226,385,506 
210,894,809 
216,529,576 
223,763,426 
219,287,788 
222,712,991 
223,662,648 
223,454,556 
229,582,356 
242,509,573 
248,073,385 
247,611,079 





94,575,644 
97,206,718 
102,202,047 
98,100,111 
102,997,936 
105,697,629 
99,143,411 
105,806,914 
111,075,519 
118,234,359 
119,497,321 
108,646,425 





1912 


88,065,521 
88,920,598 
93,819,333 
95,145,371 
93,819,333 
102,011,848 
95,827,534 
101,501,270 
104,334,287 
110,696,877 
115,473,098 
110,048,357 


ł 





1911 


77,110,971 
79,927,785 
$1,938,753 
83,647,088 
$1,862,218 
88,618,699 
89,018,679 
90,630,530 
97,197,176 
105,855,021 
101,943,056 
102,037,305 





November....... 
December : 
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It will be noticed that the circula- 
tion increases very. largely in the last 
months of each year and decreases at 
the beginning of the year. This has 
been trite even since the War, in spite 
of the fact that Canada has had a 
period of inflation-similar to our ovm. 
It is also mteresting to note in this 
table that naturally there has beer a 
very Jarge increase of bank notes since 
the War, and that the contraction 
which has taken place has by no 
means been sufficient to bring the 
total back to that of the pre-war 
period. Probably this is due in Canada, 
as in our own country, to the fact that 
part of the apparent: inflation is really 
a natural expansion due to general 
commercial development within the 
country. 

In the case 6f the European coun- 
tries, on the other hand, the inflation 
has been much more severe, culmin- 
ating in Austria Hungary, where the 
note issues of the central banks in- 
creased twenty-fold. Everywhere the 
elasticity of the currency provided by 
central banking institutions has pre- 
vented the most severe financial pan- 
ics, though, of course, nowhere could 
it prevent commercial crises due to 
the general situation. 


Proper POLICY AS TO 
Repiscount Rares ~ 


To summarize: Bankers have had 
too little experience to state definitely 
how the expansion and contraction of 
the currency under the Federal Re- 
serve System is going to work under 
normal conditions. The unusual stress 
to which thé Federal Reserve System 
was subjected at the very outset must 
make bankers and business men every- 
where realize that the System, if prop- 
erly managed and kept free from 
politics, ought to have no difficulty 
whatsoever in functioning satisfacto- 
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rily during normal and less trying 
years. It willbe necessary, however, 
for the Federal Reserve Banks to 
educate the bankers of the country 
gradually to a conception that the 
Federal Reserve Banks are to be re- 
garded strictly, as their name implies, 
‘as a last resort, and that the redis- 
count privileges are to be used, there- 
fore, sparingly and only in times of 
stress and strain. There is a danger 
that, owing to the peculiar conditions 
under which the System began, its 
reserve function may have been for- 
gotten. If the Federal Reserve Banks 
will have the courage to keep the 
rediscount rates above the prevailing 
market rate, banks and bankers will 
gradually learn to make use of their 
rediscount privileges only in case of 
real necessity. 

This may cut down the large profits 
which the Federal Reserve Banks 
have earned in recent years but, after 
all, the reason for the establishment 
of these banks was not to earn money 
either for themselves or for the govern- 
ment, but to prevent losses to the 
business and banking communities of 
the country. Every true well-wisher 
of the Federal Reserve System will de- 
sire that in course of time it limit itself 
to the purposes for which it was 
‘created, that it may be kept out of 
politics, and that it may not be used 
as a panacea for all financial evils 
threatening the country as a whole, 
or any class or section thereof. Its 
real, primary and sole function is, 
and ought to be, to provide an elastic 
currency which may prevent unneces- 
sary financial panics of which we have 
experienced too many in the past. As 
one who had much to do with the dis- 
cussions preceding its creation and 
who acted as a fatherly adviser during 
the years of its infancy, the writer 
expresses the wish: vivat, crescat, floreat. 
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Expansion and Contraction from the Federal Reserve 
Standpoint 


By Josx H. Ricu 
Chairman and Federal Reserve Agent, Federal Reserve Bank of Minneapolis 


F kept clearly in mind, several facts 
will aid m an understanding of the 
problems which the Federal Reserve 
Banks have encountered in attempting 
to exercise an appropriate and scientific 
control over the expansion and con- 
traction of both currency and credit. 
The United States is a country of im- 
mense extent, of the greatest diversity 
in its stages of development, in produc- 
tion and in the local availability of 
capital and investment funds. It is a 
comparatively new country and in the 
less developed sections banking is more 
of a business than a profession. As a 
nation we lack the beneficial influences 
of custom, precedent and the fruits of 
ancient experience. Instead of a hom- 
ogeneous population, we have invited 
- racial elements from every part of the 
earth, who have brought with them 
their own peculiar ideas and customs, 
all of which must be recognized from 
the standpoint of practical banking, 
and all of which tend to exert influences 
that retard the adoption of uniform 
practices and scientific banking meth- 
ods. Bank management is of as di- 
verse a character as the primary inter- 
ests of the various states, and, broadly 


1 U. S. Bank Figures—June 30, 1921. 


speaking, is a matter of adaptability to 
circumstances rather than the product 
of careful observance of economic law, 
sound financial principles and scien- 
tific methods. This thought might be 
summarized in the statement that 
banking is in a highly evolutionary 
condition in the United States, and 
that for the past ten years the period 
has been a transition from a rather 
archaic and outworn banking system 
to a modern and scientific mechanism, 
somewhat broader than banking itself, 
that will eventually provide the United 
States with the efficient system for 
banking, exchange and credit control 
which it needs as its equipment for a 
proper participation in the financial 
activities of the world. 


Powers or RESERVE System LIMITED 


In the nature of things, the Federal 
Reserve System is not all-inclusive. 
The System embraces in it only the 
national banks of the United States, 
although the Federal Reserve Act also 
extends liberal privileges to the much 
more numerous state banks and trust 
companies. In membership,! the Fed- 
eral Reserve System embraces 9,'745 


Per Cent Per Cent 

Total® In F. R. Sys® = Total Outof F. R. Sys. Total 
No. of Banks......... 80,815 9,745 81.6 21,070 68.4 
Capital vsivagcreiaeess $2,904,511,000  $1,858,710,000 63.9 $1,045,801,000 36.1 
Sur. & Undiv. Pf....... $,454,639,000  2,273,795,000 65.8 1,180,844,000 34.2 
Total Resource........ 49,688,889,000  30,883,023,000 62.2 18,805,816,000 37.8 
Loans & Dis. & Redis... 28,944,708,000  18,551,120,000 64.2 10,393,588,000 35.8 
Investments.......... 11,384,334,000 6,104,655,000 53.6 5,279,679,000 46.4 
Bal. due from banks..., 4,795,887,000  2,978,276,000 62.1 1,817,111,000 37.9 
Individual deposits .... 85,472,663,000  19,658,809,000 55.4 15,813,754,000 44.6 
Nts. & Bills redis....... 1,271,684,000  1,243,764,000 97.8 27,920,000 2.2 
Bills payable..........  1,876,891,000 812,241,000 59.0 564,650,000 41.0 


a Comptroller of Currency’s Press Statement, October 31, 1921. 


b Federal Reserve Board Report, June 80, 1921. 
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institutions out of 30,815 in this coun- 
try, or 31.6 per cent. It includes 63.9 
per cent of the banking capital of the 
United States; 65.8 per cent of the sur- 
plus and undivided profits, and it 
comprehends 62.2 per cent of the total 
. resources, and was carrying on June 30 
of the present year, 64.2 per cent of the 
loans and discounts, including redis- 
counts, of the country. It then held a 
little more than half of the individual 
deposits of the United States. With 
two-thirds of the membership and more 
than one-third of the resources of the 
banks of the country outside of the 
system, it is obviously impossible to 
expect it to exercise any complete con- 
trol over expansion and contraction of 
credit. Its power over currency expan- 
sion and contraction is limited, due 
to the competition of other forms of 
money than Federal Reserve and Fed- 
eral Reserve Bank notes.? 

The rather powerful influence which 
the Federal Reserve System exer- 
.cised during the war period, particu- 
larly since the radical advances in com- 
modity prices, was fortuttious and 
due largely to the fact that under the 
country’s pressing need for a sharply 
increased volume of currency with 
which to handle its current exchanges, 
its previously existing and rather in- 
flexible issues were submerged to the 
extent that the overburden of Federal 
Reserve notes and Federal Reserve 
Bank notes became the dominating 
factor in the currency situation. This 


2 The Secretary of the Treasury’s Circulation 
Statement of October 1, 1921 shows gold coin 
and bullion, $903,163,000; gold certificates, $514,- 
901,000; silver dollars, $75,388,000; silver cer- 
tificates, $226,610,000; subsidiary silver, $261,- 
602,000; treasury notes of 1890, $1,562,000; 
United States notes, $341,61T3,000; national bank 
notes, $728,314,000; or a total of $3,053,153,000 
as compared with $2,518,968,000 of Federal 
Reserve notes and $119,163,000 of Federal Re- 
serve Bank notes, or a total of $2,638,126,000 of 
Federal Reserve issues. 
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was due to the quick responsiveness of 
these notes to any demands for issue 
and the fact that they cannot be kept 
in circulation except in response to 
demand. 

Another factor of great importance 
in connection with the whole question 
of expansion and contraction relates to 
the actual degree of power which the 
Federal Reserve System is able to exer- 
cise over its membership. Its powers 
are specifically indicated in the law? and 
are In the main of a general and super- 
visory character. ‘The law seems to in- 
dicate quite clearly what specific rights 
a member in the Federal Reserve Sys- 


tem enjoys, but limits in quite a distinct - 


way the power and control over mem- 
bers to be exercised either by the Fed- 
eral Reserve Banks or the Federal Re- 
serve Board. In a certain sense and 
considering the subject purely from a 
practical standpoint, the real powers 
of a Federal Reserve Bank over its 
members are indirect and rise out of its 
contact and association with members 
at times when they are borrowing. It 
is difficult to see what very practical 
powers a Federal Reserve Bank might 
exercise over the non-borrowing ele- 
ment in its membership. Every Fed- 
eral Reserve Bank has had such an 
element of rather substantial propor- 
tions throughout the war period. It is 
authorized to insist that its members 
maintain their capital stock at the 
figures fixed by law, that they carry 
unimpaired reserves and that they 
make appropriate periodic reports. It 
is divested of any power to control the 
policies or loan operations of members 
and has no authority whatsoever over 


the rates charged by a member to its 


customers. 
It naturally has no powers of any 


3 See Section 13 of the Federal Reserve Act. 
Powers of Federal Reserve Banks—Section 11. 
Powers of the Federal Reserve Board—Section 
4, Corporate powers of Federal Reserve Banks, 


“ke 
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character over the numerous non- 
member banks, except that through 
wise leadership it may inspire the de- 
sire to conform to sound policies. In 
a period of inflation the rapid expan- 
sion of member banks’ loans and dis- 
counts becomes a matter of first im- 
portance. Over such a rising tide of 
borrowings the power of a Federal Re- 
serve Bank is limited. It can restrict, 
or, for cause, it might refuse the appli- 
cation of a member to rediscount; but 
its ability to control is largely centered 
in its position as an adviser in which it 
would employ the facts developed by its 
examiners and endeavor to create a 
® clear understanding of all the factors 
which the situation might involve. In 
this capacity its value would be largely 
through wise suggestion and guidance. 

There is therefore some question as 
to the degree of power to control which 
the Federal Reserve System has over 
even its own membership. Its real 
power, which cannot be denied, lies not 
in legal authorization or specific grant 
of regulatory authority, but in the 
confidence it can inspire because of 
sound leadership and the value it can 
give to membership because of the busi- 
ness advantages flowing therefrom. 
An important degree of voluntary coöp- 
eration has existed and extends far 
beyond the confines of its own mem- 
bership, due to the enlightened self- 
interest of progressive institutions. It 
might be said that in a sense the 
Federal Reserve System, while it. is an 
efficient organization, is more like a 
voluntary federation of common inter- 
` ests for their own good. 


CuRRENCY EXPANSION AND 
CONTRACTION 


Not a great deal need be said of cur- 
rency expansion and contraction as it 
relates to Federal Reserve issues. 
mechanism by which this is accom- 
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plished is clearly stated in the law‘ un- 
der which each Federal Reserve agent 
in each Federal Reserve Bank, with the 
approval of the Federal Reserve Board, 
is authorized to draw from the Comp- 
troller of the Currency and issue to his 
Federal Reserve Bank on the presenta- 
tion of gold and proper collateral, Fed- 
eral Reserve notes for issue to member — 
banks. Uponthe application of amem- 
ber bank in good standing, accom- 
panied by a tender of eligible paper for 
rediscount and credit, the Federal Re- 
serve Bank in practice immediately de- 
livers Federal Reserve and Federal 
Reserve Bank notes in such amounts 
as may be requested. The process of 
issue is therefore as nearly automatic 
as may be, and is properly founded 
upon the assumption that member 
banks will not request Federal Reserve’ 
issues unless they need them and that ~ 
the necessities of their communities 
will rule. ; 
Once issued, the Federal Reserve 
note moves through the member bank” 
into the hands of the public and when > 
it is no longer needed will find its 
way back into a bank. Banks which 
have accumulated more currency than 
they have use for, will remit to their 
correspondents or to their Federal Re- 
serve Bank direct. “The correspondents 
are largely members of the Federal Re- 
serve System and the remittance of 
their excess accumulations is a matter 
of daily routine. Upon receipt by a 
Federal Reserve Bank, returned notes 
are sorted and under the law must be 
shipped at once for credit to the bank 
of issue. The particular Federal Re- 
serve Bank has therefore no right of 
relssue except as to its own notes. 
Those consigned to other Federal Re- 
serve Banks will reissue or not as the 
demand of that Federal Reserve Dis-- 
trict may indicate. If they do not re- 


4 Federal Reserve Act, Section 16. Note 
Issues. 
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issue, they are ordinarily returned for 
credit to the Federal Reserve agent or 
if worn and unfit find their way to 
early redemption and destruction. If 
fit, they are stored against thenext peri- 
od of demand. The method of retire- 
ment and redemption is therefore quite 
as automatic, although somewhat 
slower in process, than the method of 
issue, ‘There can be no question but 
that the mechanism instituted under 
the Federal Reserve Act to create flex- 
- ibility of currency expansion and con- 
traction has operated with entire suc- 
cess, and that Federal Reserve notes 
‘possess these highly desirable qualities 
which were lacking in other currency 
issues of this government and in na- 
tional bank notes. 

The course of Federal Reserve note 
issues since late in 1920 has been down- 
ward. ‘They reached their peak in 
- November, when the aggregate issue 
was $3,349,000,000, and by October 1, 
1921, declined to $2,518,963,000. This 
recession of $830,496,000 was as sig- 
“nificant of the power of contraction imn- 
herent in Federal Reserve notes, as 
was the earlier rise indicative of their 
responsiveness to the issue demand. 

In due time Federal Reserve Bank 
notes amounting to $119,163,000 will 
be retired. At a later date under pro- 
visions of the law, national bank notes 
(on October 1, 1921, amounting to 
$728,314,000) will likewise disappear 
from circulation. ‘Treasury notes of 
1890 are a small factor and their grad- 
ual retirement has been provided for 


by law. There will remain $341,613,- - 


000 of United States notes for which no 
‘retirement provision is included in the 
law, and the gold and silver certificates. 
It is therefore probable that with the 
gradual fall in Federal Reserve issues 
there will also be a gradual drift toward 
the elimination of competing factors in 


the circulation, with the ultimate re- - 
sult that Federal Reserve notes will 
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control and currency will at last be 
upon a strictly flexible basis and will 
have’ the scientific basis which was 
contemplated in drafting the Federal | 
Reserve Act. 

The course of Federal Reserve note 
circulation m connection with the price 
movement during 1920 was very in- 
teresting. United States “wholesale 
prices, based on the percentage of 1913 
average prices,® reached their high 
point of 264 in May of that year. 
United States retail prices, based on 
the percentage of 1914 average prices,® 
held during June and July, 1920, at 
their high point of 215. The high point 
of Federal Reserve issues was reached% 
during the last week of October’ and 
the first week of November, or sixty 
days later than the peak of retail prices 
and since that time-have steadily de- 
clined. The comparative curves tend 
to prove the accuracy of the view that 
currency expansion was the product 
and not the cause of price inflation and 
that currency contraction (Federal 
Reserve issues being the only issues 
having a real flexibility) was the nat- 
ural product of the downward turn im 
prices. In paying cash for wheat at 
country elevators, it obviously takes 
more currency to buy wheat at the 


high point of more than three dollars 


than at the current price of about one 
dollar. In the agricultural districts the 
natural result is that member banks 


-will request Federal Reserve notes in 


larger volumes during periods of rising 
prices’ and that their use for currency 
will fall off sharply on a declining 


market. 


An important element in maintaining 
the flexibility and responsiveness of 
Federal Reserve issues to influences 
that tend to expand or contract them, 
is the fact that in current rediscounting 


5 Federal Reserve Board’s Price Index. 
6 United States Bureau of Labor Statistics, 
7 See Footnote reference on page 178. 
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operations the larger part of Federal 
Reserve membership wants credit and 
not notes. Its demand for notes is 
wholly the product of local conditions 
' and there is no occasion to request cur- 
rency shipments unless the local cur- 
rency supply is insufficient. Credit at 
the Federal Reserve Bank is more 
adaptable to its ordmary needs. 

It may therefore be said that cur- 
rency issues from the standpoint of 
the Federal Reserve Bank occasion 
practically no concern. They increase 
or diminish as the fluctuating condi- 
tions of each business day may indi- 
cate and their connection with such 
conditions is of the most intimate char- 
acter. The rise and fall of Federal Re- 
serve issues is so nearly automatic that 
it requires no extraneous suggestions 
or encouragement. 
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CREDIT EXPANSION AND CONTRACTION 


The currency provisions of the Fed- 
eral Reserve Act have proved a distinct 
achievement in financial legislation. 
The expansion’ and contraction of 


_ credit is not so simple a problem. In 


considering it from a Federal Reserve 
standpoint the membership figures of ` 
the System become m some respects 
more significant than other items of 
the consolidated bank statement of the 
country. Less than one-third of the 
country’s banks are m direct contact 
with the twelve Federal Reserve Banks. 
Even this one-third may not be as- 
sumed to have continuous contact, 
since even during the recent period of 
very severe credit strain it has con- 
tmuously included a substantial non- 
borrowing element with which the con- 


7 Trend of Wholesale and Retail Prices and Bills Discounted by Federal Reserve System and Fed- 


eral Reserve Notes in circulation January, 1920 to 


September, 1921. 


U.S. Wholesale U.S. Retail Prices Bills Discounted Federal Reserve 
Prices Per Cent Per Cent of 1914 By Whole F. R. Notes in Actual 
of 1913 Average Average Price System on Last Circulation Whole 
Price (Federal (U. S. Bureau of Reported Datein | F. R. System on 
1920 Reserve Board) Labor Statistics) Month (000’s Last Reported 
Omitted) Date in Month 
(000’s Omitted) 
January........ 242 $2,174,357 $2,850,944 
February. ...... 249, 2,453,511 8,019,984 
March......... 248 196 2,449,230 3,048,039 
Apter capsian 263 207 2,535,071 3,074,555 
Mayors pcan 264 211 2,519,431 3,107,021 
JUNG......--- 258 215 2,431,794 3,116,718 
HUY cade edness 250 215 2,491,630 3,120,138 
August........ 234 203 2,667,127 3,203,637 
September... . 226- 199 2,704,464 3,279,996 
October. ..... 208 194 2,801,297 3,351,303 
November... . 190 189 2,735,400 3,325,538 
December..... 171 175 2,719,134 3,344,686 
1921 \ , 
January........ 163 169 $2,456,475 $3,090,748 
February....... 154 155 2,396,254 3,051,706 
Marth......... 150 153 2,286,648 2,930,729 
ADP i 44 caches 143 149 2,063,739 2,830,118 
MAY yon de tian 142 142 1,870,256 2,734,804 
JUNE... 2... eee 189 141 1,771,562 2,684,476 
DUN keke craw 141 145 1,650,496 2,537,617 
August......... 143 152 1,491,935 2,481,466 
September. ..... 1,402,903 2,457,196 
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tact of the Federal Reserve Bank was 
of a limited and oftentimes of quite an 
indirect character. In this situation 
probably lies the seeds of the failure of 
the theory that a fluctuating rediscount 
rate is an engine for credit control. 
Obviously Federal Reserve redis- 
count rates can control, if at all, only 
such banks as pay them, and such 
banks may not confine their borrow- 
ings to the Federal Reserve—in fact 
they seldom do. The influence of the 
rediscount rate must be of an indirect, 
and probably of a very tenuous char- 
acter as to all non-borrowing banks, 


member or non-member alike. In most. 


of the Federal Reserve Banks there has 
been some disappointment at the doubt- 
ful effectiveness of the rediscount rate 
in periods of rapid expansion of credit. 
To the man whose mind is fastened 
upon a prospective profit it is alto- 
gether improbable that an upward 
revision of one-half of 1 per cent m 
a rediscount rate which he does not 
pay directly, will tend to curb him or 
moderate his activities. Over the agri- 
cultural portion of the United States 
the bank rate of interest is as near to 
a stable rate as any example that the 
United States affords. In developed 
agricultural sections the tendency of 
the bank rate is to remain at practi- 
cally the same levelthroughout the year, 
and, for that matter, over a period of 
years. The same tendency is notice- 
able in the less developed agricultural 
sections, although the rate levels are 
higher, and even where bank rates 
reachitheir highest levels the rate it- 
self is subject to comparatively little 
change. | 

Where there are surplus capital and 
funds for investment, it is natural that 
the importance of agriculture should 
be recognized and that ample funds 
should translate themselves into fairly 
stable and relatively low rates to agri- 
cultural borrowers. The reverse, how- 
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ever, is not trce. In the partially de- 
veloped sections of the West it has been 
the habitual practice to attract outside 
funds by offering attractive rates on 
time deposits, which, once established, 
have automatically forced up the loan 
rate of the bank to its customers. 
Rates on time money change very little 
in western United States and they, more 
than any other factor, dominate and 
control the rat2 which must be charged 
to the borrowez if the bank is to make a 
profit. . 

It would appear that the only points 
where the interest rate shows a proper 
responsiveness to the rise and fall of 
free funds is at the commercial cen- 
ters or in the sections which have 
attained their development. In the 
very large western areas it has been 
noticeably true that the rate to the 
farmer and szock raiser has changed 
but little throughout the entire war 
period includ-ng the last twenty-two 
months of very severe strain on credit. 
This applies particularly to the best 
names. The availability of credit 
fluctuates moze than the rate. Such a 
condition has not prevailed at the cen- 
ters where tke rate even to the best 
names has fuctuated in accordance 
with a changing money market. These 
were conditions which the Federal Re- 


Pas 


serve Banks were not called upon to ` 


encounter until after the war period of 
artificial prosperity had largely spent 
itself. It then became apparent that 
they entailec very serious problems, 
the gravest cf which did not develop 
until the shazp fall in prices began to 
cause cancellations and extraordinary 
inventory losses, and to impair the 
credit standing of many responsible 
firms. In tke stock-growing districts 
the market for wool collapsed. Live 


. stock prices receded sharply. In the 


agricultural sections farmers who antic- 
ipated a continuance of the extremely 
profitable price levels saw corn drop to 
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a point where it was more profitable to 
burn it than buy coal; and wheat went 
down to a third of its high war price., 


ReserRvE Bank Poricy DURING 
Business CONTRACTION 


If every merchant and farmer caught 
in the jaws of this distressing situation 
had been improvident, lacking in fore- 
sight and not entitled to bank support 
and bank credit, the problem might 
have been easier. It would then have 
been simple to say that Mr. Smith and 
Mr. Jones had reaped the fruits of their 
own errors and to have permitted them 
to take the usual course through bank- 
ruptcy. The conditions, however, were 
somewhat different. While a certain 
amount of recklessness, extravagance 
and failure to consider the future, 
doubtless existed, price changes were 
so radical as suddenly to cripple and 
often seriously to embarrass, entirely 
worthy and reputable commercial, in- 
dustrial and agricultural interests. It 
was necessary in such cases that the 
banks show no hesitancy in supporting 
every worthy borrower to the full ex- 
tent of their power. 

It is an imteresting fact that this 
power to help was, to an extraordinary 
extent, based upon the power of the 
Federal Reserve System to extend 
credit. Access to the Federal Reserve 
Banks was a right enjoyed, under 
specific provisions of the law, by every 
member bank. There was, however, 
no legal bar: to loans by city corre- 
spondents to non-member country 
banks, and the immediate result was 
that the very heavy rediscounting of 
banks at the centers was translated 
into equally heavy loans to non-mem- 
ber institutions at widely scattered 
points, irrespective of the provision of 
the Federal Reserve Act that denies 
the use of the credit facilities of the 
Federal Reserve System to non-mem- 
bers. There is no question but that 
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the financial and business judgment of 
the country will strongly support the 
policies pursued by the Federal Reserve 
Banks when they are properly under- 
stood. Anarroworhidebound interpre- 
tation of thelaw, irrespective of the very - 
great physical difficulties which must 
be encountered in any effort to trace 
the movement of the proceeds of redis- 
counts through a large city institution, 
would immediately have meant the 
failure of many hundreds of state in- 
stitutions, a large proportion of which 
were, under the Federal Reserve Act, 
ineligible for membership because of 
insufficient capital. The strain upon 
the Federal Reserve System was severe 
enough and there could have been no 
justification for inviting the crisis 
which would have been precipitated 
had the very numerous non-member 
banks lacked a place to go to borrow. 
What happened during the year end- 
ing April 28, 1921, is very interestingly 
shown in a chart prepared under the 
direction of Mr. Benjamin Strong, 
Governor of the Federal Reserve Bank 
of New York. Classifying all the mem- 
bers in the Federal Reserve System by 
their location in agricultural, semi- 
agricultural, and non-agricultural coun- 
ties, we find that during this period the 
aggregate deposits of banks in non- 
agricultural counties fell off 4 per cent. 
In semi-agricultural counties the de- 
crease was 5 per cent; but in the agri- 
cultural counties the decrease was 11 
per cent. As to théir aggregate loans, 
the decrease in non-agricultural coun- 
ties was 6 per cent, and in semi-agri- 
cultural and wholly agricultural coun- 
ties the decrease was im each case, 1 
per cent. In their aggregate borrow- 
ings from Federal Reserve banks, non- 
agricultural counties fell off 29 per cent, 
while semi-agricultural counties re- 
ceded only 2 per cent and wholly 
agricultural counties increased their 
borrowings 57 per cent. In- aggregate 
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borrowings from other sources than the 


Federal Reserve System, the non-agri-. 


cultural counties increased 1 per cent; 
the semi-agricultural counties, 19 per 
cent and the agricultural counties, 66 
per cent. It therefore appears that 
agriculture, in which 1is* included live 
stock, drew down its deposits, failed to 
decrease its loans, and in both cases 
made extraordinary increases in its 
borrowings. 

A situation such as this was-sure to 
produce peculiar problems in a Federal 
Reserve Bank. Let us suppose that in 
one of these agricultural sections a 
member bank had already increased 
its loans and discounts to the limit of 
safety while carrying reasonable redis- 
counts with its Federal Reserve Bank 
and substantial bills payable with cor- 
respondents. The long delayed liqui- 
dation in its territory fails to develop. 


Its farmer customers, perhaps five or ` 


six hundred in number, are man and 
man alike obliged to pay their debts 
contracted on a basis of high wheat. 
and high corn, with wheat and corn 
having an abnormally shrunken mar- 
ket. Obviously the bank would fail in 
its responsibility to its community if it 
arbitrarily refused loans and forced 
payment. The facts were that in very 
numerous cases the enforcement of 
payment was practically an impos- 
sibility, since the crops lacked liqui- 
dating power. The Federal Reserve 
Bank’s problem, therefore, became 
broader than that of the bank itself. 
It became a problem of carrying 
through the farmers or business men 
until they could again find a safe 
footing. 


In some sections of the West ‘it: 


was necessary to continue this policy 
through four successive failures of the 
crop. The bank’s alternative was to 
Joan the minimum that was necessary 
to enable its customers to weather the 
storm or encounter a prompt insol- 
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vency. .Within a very brief period 
fiftv-three.banks in a certain western 
state, and numerous banks in the 
South and in other portions of the 
country, mainly in districts that are | 
agricultural, went to the wall. In such 
an emergency it is fruitless to rely upon 
the fluctuations of a discount rate. An ` 
increase of 1 per cent would not de- 
ter a bank in very grave difficulties 
from presenting eligible paper for 
rediscount at a Federal Reserve Bank. 
There can be no question of the legal 
right of a member in the Federal Re- 
serve System to present eligible paper 
for rediscount. Upon the presentation 
of such paper the problem becomes one 
for the executive committee and execu- 
tive officers to solve. They must deter- ° 
mine whether in view of all the facts 
and circumstances the rediscount of 
particular applications is justifiable. 


I have indicated that during the recent 


abnormal period the justification of re- 
discount did not necessarily depend 
wholly upon the credit standing of the 
applicant or upon the character of the 
paper presented. Because of these con- 
ditions, which nullify the effect of dis- 
count rate changes, it is frequently 


‘necessary to carry a bank beyond what 


would ordinarily be considered safe or 
prudent limits in order to protect its 
depositors and its community and 
maintain the stability of the general 
banking situation. This has been par- 
ticularly true where loans were “frozen ”’ 
and slow rather than doubtful. 

With a clean and reputable member 
under capable management in acute 
distress and faced with the alternative 


‘of obtaining additional assistance or 


closing its doors, there can be no ques- 
tion as to what the policy of the Federal 
Reserve Bank should be. It is better 
to save the reputable banks, assist their 
worthy customers, whether business 
men or farmers, to weather the storm, 
and hope for rehabilitation later, than 
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to take a narrow view and force the 
bank to the wall, unsettle public confi- 
dence and perhaps precipitate again 
such conditions as were a quite familiar 
experience prior to the establishment 
of the Federal Reserve System. 


Teer Reviscount RATE As CREDIT 


REGULATOR 


Any discussion of credit control at 
the present time is necessarily colored 
by recent experiences and may perhaps 
have a less practical value because of 
the abnormal nature of the period from 
the beginning of 1920 down to date. 
Such a period does, however, carry its 
own lessons. One of the most impor- 
tant is that dependence upon the dis- 
count rate is a fallacy until the discount 
rate can be made generally applicable 
to the borrowings of all banking insti- 
tutions in the country. Pending such 
development the real control of credit 
in the Federal Reserve System will lie 
not in the rate but in the accuracy and 
precision of judgment of the boards of 
directors, executive committees and 
executive officers m each of the Fed- 
eral Reserve Banks, with the able lead- 
ership and excellent advice which they 
have unfailingly received from the 
Federal Reserve Board. 

To the borrowing individual or bor- 
rowing bank, such strain and emer- 
gency destroy the effectiveness of con- 
trol through the rediscount rate. The 
question then becomes one of expedi- 
ency and safety and not one involving 
scientific application of a theory, which, 
while it works well in smaller and 
better developed nations, will have a 
doubtful practicability in the United 
States until it reaches equal develop- 
ment and has: an equally well-knit 
population, properly seasoned by prec- 
edent, custom and established rule. 

On the other hand, it cannot be 
doubted that the existence of a dis- 
count rate has been an influence of ex- 
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ceptional value. Some of the critics of 
its result in operation have apparently 
overlooked the fact that the Federal 
Reserve System during the period of 
the War was necessarily dominated by 
Treasury policies, and that it did not 
have an opportunity to work out a 
discount rate policy of itsown. Within 
a very recent period a certain group of 
eastern banks encountering relatively 
the same conditions have gone to a 
flat 44 per cent basis. A second group . 
of banks, between the better a 
East and the partially developed West, 
but having much the same problems to 
meet, have adopted a 5 per cent basis. 
The remaining banks in the undevel- 
oped sections have gone to a 5% per 
cent basis. We have therefore in the 
Federal Reserve System, for the first 
time, what is practically a uniform 
policy in the fixing of rediscount rates, 
and the new rates are as uniform as 
may be as to the districts where condi- 
tions are similar. 

Under normal conditions there 
should be a differential between the 
developed East and the undeveloped 
West. Such a differential cannot al- 
ways exist because it will be affected 
temporarily by stress and unusual de- 
velopments in the money market. It 
has the merit of affording guideposts 
by which the 30,000 banks in the 
United States may judge country-wide 
credit conditions, and while their free- 
dom and independence in making rates 
to their customers is in no wise im- 
paired, it will unquestionably prove 
that Federal Reserve discount rates 
which maintain the proper relation be- 
tween the different areas of the United 
States and which keep reasonably in 
line with their upward or downward 
movement, will have a very material 
indirect influence. They will probably 
tend in the long run to equalize bank 
rates in sections where conditions are 
similar and to prevent abnormal differ- 
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ences in the customers’ rate in different 
sections of the country. 

From a practical standpoint the con- 
trol of credit is largely a matter of lead- 
ership and example. It is becoming 
clear that each rediscount application 
in a Federal Reserve Bank must receive 
a high degree of individual study and 


that there must be devoted to it a 


specialized judgment which takes full 
cognizance of all the facts surrounding 
it. In western Reserve Banks, at least, 
it is improbable that the conditions of 
any two borrowing banks will prove to 
be exactly parallel. These differences 
must be recognized and as they develop 
they call for keen banking judgment 
rather than the application of a rule. 
In the last analysis the control of credit 
through the Federal Reserve System is, 
therefore, a matter for the executive 
officers and executive committee in each 
individual case. They must set up their 
own policies, form their own judgments, 
and endeavor to hold all applications 
from borrowers to proper standards, 
which if they are to be valuable must 
not be inflexible. From an intimate 
viewpoint it is clear that the success 
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the Federal Reserve Banks have had in 


» enabling this country to avoid disaster, 
‘while not complete, was still. extra- 


ordinary and that it had its foundations 
not in any question of rate control but 
in the application of shrewd and pre- 
cise Judgment to many thousands of 
separate and distinct problems. 

In checking expansion, the prompt- 
ness and courage of the Federal Re- 
serve Banks in taking a stiff stand 
against inflation is likely to prove more 
efficacious than any decision to ad- 
vance the rate, although both actions 
must go hand in hand. In reality it 
might be said that an advancing or 
receding discount rate is of material 
advantage as a warning signal but that 
the practical work of the Federal Re- 
serve Bank is in its executive commit- 
tee and that the degree of control which 
it exercises, which is necessarily limited 
by the insufficiency of its membership, 
will be proportionate to the farsighted 
vision and courage of the Federal Re- 
serve Board, which supervises, and the 
executive control in each Federal Re- 
serve Bank, to which each problem 
must ultimately come for settlement. 


Principles Governing the Discount Rate! 


By W. P. G. HARDING 
Governor of the Fedefal Reserve Board 


ONTROL over discount rates, as 
exercised by the Federal Reserve 
Banks and the Federal Reserve Board, 
is one of -the most important and far- 


1 Remarks at the opening session of the joint 
conference of the Federal Reserve Board with 
the Federal Reserve Agents and Governors of 
Federal Reserve Banks held at Washington, 
D. C., October 25-28, 1921. 

Because of his official position, Governor 
Harding did not feel at liberty to express a per- 
sonal opinion. In this paper, however, he 
states the problem as it has been brought before 
Federal Reserve authorities. 


reaching powers ever delegated by 
Congress to another instrumentality. 
The grant ranks with the power given 
the Interstate Commerce Commission 
to regulate railroad rates. While it 
is necessary that powers of this kind 
should be vested m a few hands, they 
should be used with discretion and the 
effect of a change in rate should be care- 
fully considered before the;change is 
made. l 

The principle is .well established 
that in theory the Federal Reserve 
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Bank discount rate shoulc be slightly 
in excess of current rates. There has 
been much discussion of tle reductions 
which have been made in discount 
rates during: the last six months and, 
disregarding the opinions f the preju- 
diced and the uninformed. let us con- 
sider the conflicting vievs of some 
whose opinions are worthy of attention 
and respect, 


Views on Repiscounz Rates 


A New York banker an4 an eastern 
economist expressed themselves as 
follows: 

The basic idea in this poli-y of keeping 
the rediscount rate above tae market is 
that Reserve Bank money s “or excep- 
tional and unusual use—that it is not the 
province of a Reserve Bank: to supply a 
substantial part of the ordinary funds 
employed in the market in ordinary times. 
Of course, it is expected th_t a Reserve 
Bank shall make money fcr its stock- 
holders and shall employ sucl of its funds 
as may be necessary to meet =xcenses and 
to pay dividends. One provision of the 
Federal Reserve Act, permitting open 
market operations on the parz of the Fed- 
eral Reserve Banks, was desgned to give 
them discretion in this meer, whether 
the member banks should reGscount with 
them or not. But the positon of a Re- 
serve Bank is a very peculiar one. If an 
ordinary bank makes a loan, checks come 
in against it, as a consequenc= of the loan, 
which it must meet out of its serve unless 
it should happen that, simultemeously, new 
deposits are made with it of cheeks drawn 
on other banks. Loans made ay a Reserve 
Bank, however, need not lead to drains on 
its reserve. When, in makirg a loan, it 
issues its notes or gives a deposit zredit to a 
rediscounting bank, that noi- o> a trans- 
fer of that deposit credit will be accepted 
as ultimate payment by some other insti- 
tution. The deposit labilitie cf the Re- 
serve Bank count as ultimat: reserve 
for the other banks of the country, 

2 The quotatiors which folloy ere from a 
symposium recently published a æ financia! 
journal. 
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and the volume of reserve money is conse- 
quently increased through a mere increase 
in the deposit liabilities of the Reserve 
Bank. With an increase in the volume of 
reserves of the member -banks, there is an 
immediate tendency to a reduction in the 
general level of discount rates throughout 
the country, placing them below the level 
which open market conditions would 
otherwise call for and creating a tempta- 
tion for the uneconomical use of bank funds. 
There is particularly a temptation to use 
bank funds in an excessive degree for 
capital purposes, and for the ordinary 
banks of the country, misled by the arti- 
ficial excess of liquid cash, to tie up too’ 
great a part of their assets in non-liquid - 
form. The Reserve Bank which makes 
rediscount rates too low, therefore, instead 
of performing its function of increasing the 
liquidity of the banking system, tends 
rather to destroy liquidity. 


A Chicago banker reiterates the 
opinion, expressed by him several 
times, that the Federal Reserve Banks 
and the Federal Reserve Board ought 
to proceed very slowly in lowering the 
present rates. He anticipates that 
there is considerable danger, in case 
the rates are lowered precipitately, of 
a renewed inflation, with a consequent 
reaction more violent than that through 
which we are now passing. He takes 
the view that, in general, it is a com- 
plete mistake to have the rediscount 
rates lower than the prevailing market 
rates for commercial loans, for if banks 
are enabled to rediscount their paper 
at a lower rate than they themselves 
receive, obviously a continued in- 
flation is profitable to them. His 
opinion coincides with the views of the 
eastern banker and the economist 
above quoted, and he stresses the 
point that our large gold reserve is, 
after all, due only to the fact that gold ` 
is not being circulated at the present 
moment and that much of this gold is 
likely to flow out of the country as 
soon as there Is a change in the bal- 
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on new loans. 
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ances of trade. He concurs, also, in 
the view that a certain amount of the 
gold which the Federal Reserve Bafiks 
have at present is, in a sense, merely 
held in trust for Europe. He re- 
gards as entirely fallacious the argu- 
ment made by adherents of a policy of 
lowering rediscount rates that such 
action is desirable because the reserve 
ratio and gold accumulations of the 
Federal Reserve Banks justify a re- 
laxation of the official rates. 

A Milwaukee banker who contends 
that the policy should be in accord 
with the money market tendency, 
states: 


The main point made by those opposed 
to the lowering of Federal Reserve discount 
rates is that the rediscount rate should al- 
ways be above the market rate. This is 
laid down as a general principle to which 
there are no exceptions. Federal Reserve 
funds are only emergency funds, it is said, 
and it should not be possible for banks to 
make a profit by rediscounting at a lower 
rate than the market. 

When the demand for credit is excessive 
and increasing, the Reserve Banks should 
move into a dominating position by raising 
their rates above the market rates for 
money. But the same necessity for dis- 
couraging resort to Federal Reserve Banks 
does not exist when the demand for credit 
slows down, loans are being paid off and 
reserves are accumulating. What has 
happened as a result of the recent lowering 
of rediscount rates? Has it resulted in an 
expansion of loans or reinflation? Not at 
all. On the other hand, the published 
records show that member banks have 
“continued to reduce their rediscounts and 
borrowings and to do this have brought 
pressure upon their customers to liquidate. 
Customers who have voluntarily liqui- 
dated and got themselves back into good 
financial condition are offered lower rates 
This, of course, is an in- 
centive to those who have not done so to 
liquidate. This is the practical way in 
which the leadership of the Federal Re- 
serve Banks in reducing their rates has 
worked. There has not been the slightest 
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tendency toward renewed inflation. Rather 
the tendency has been to further liquida- 
tion. . . The general principle of keep- 
ing Federal Reserve rediscount rates above 
the market rate for money is sound, but it 
does admit of exceptions as in the present 
condition of things. The present Federal 
Reserve policy is in accord with the 
tendency of the money market and it is 
hard to see how it has had, or will have, any 
but a wholesome and constructive effect. 

In a recent publication a well-known 
banker and economist has asserted that the 
best index of the money market in this 
country is the rate on line-of-credit loans 
to borrowers from two or more banks, and 
not the rate on, bank acceptances, as in 
England. The volume of line-of-credit 
loans in this country is far larger than the 
volume of bank acceptance credits, but it 
may be doubted whether the rates on such 
loans are as competitive as bank accept- 
ance rates. Bank acceptance rates are 
fixed in the open market and are pub- 
lished. Laine-of-credit loans have no open 
market and there are no published rates. 
Line-of-credit loans are not as competitive 
as they may seem. A small firm com- 
monly maintains a line of credit only at its 
own bank. Large corporations usually 
have lines of credit not only with their 
home banks but with large banks in finan- 
cial centers, not necessarily because they 
can secure lower rates, but because no one 
bank wants to take care of their full needs. 
For these reasons it is to be doubted 
whether line-of-credit loans afford as good 
an index of money market tendencies as the 
bank acceptance rates. The latter rep- 
resent the minimum rates for the best class 
of paper and, because this is so, they indi- 
cate far beyond their actual money volume 
the drift of the market. The present rate 
on eligible bank acceptances of 5% to 5 
per cent is a better indication of what is 
taking place and what may be expected in 
the open money market than rates on line- 
of-credit loans which reflect market condi- 
tion more slowly. 


Another Chicago banker takes an 
extremely conservative view. He would 
like to see many of the so-called 
“war amendments”? to the Federal 
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Reserve Act repealed and states that 
as the law stands, “nothins but the 
courage and wisdom of zhe manage- 
ment prevents it from becoming a 
disastrous engine of infat-on.” He 
objects particularly to the amendment 
which farces member banks to carry 
their entire lawful reserves ir. the form 
of collected balances with the Federal 
Reserve Banks and believes that this 
amendment, which he regards as 
practically demonetizing golc, is most 
‘ dangerous in normal times. Referring 
to the complaints which bave been 
made that the agricultural districts 
have been discriminated against, he 
believes that exactly the ozposite is 
the case and appears to beliave, also, 
that the Federal Reserve System has 
worked a great injury to thz country 
as well as inestimable b2nefits. He 
states: 


In a time of inflation such as we had a 
year ago, it nuillifies the operation of the 
usual normal remedies for such conditions. 
If it had not been for the Federzl Reserve 
Banks, farmers generally would have been 
compelled to sell their crops a.yexr ago and 
pay their debts. This would beve saved 
them and the country from tke disaster 
that has overtaken them. Als, had it 
not been for the Fedéral Reserve Banks, 
manufacturers and merchants weuld have 
been unable to accumulate or zarry the 
heavy inventories entailing loses in a 
single year which it will take a 2=neration 
to replace. l 

The solution to this is io xeep th 
Federal Reserve discount rates e50ve cur- 
rent market rates, so that there will be no 
temptation on the part of the member 
banks to profiteer through th= Federal 
Reserve Banks. So long as the Federal 
Reserve rates are kept below current rates, 
there is, in my judgment, no way in 
which this kind of inflation: caz be pre- 
vented. On the other hand, if borrowers 
compel their banks to redisecunt in order 
to enable them to carry crops or Zoods for 
higher prices, they are put om nrtice that 
they are acting against the genzral judg- 
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ment. In. normal times member banks 
should understand that they are not ex- 
pected to borrow except to meet emer- 
gencies, and they should be made to feel 
that borrowing at such times is an indica- 
tion of weakness and needs explanation. 


He expresses the hope that the 
Federal Reserve Board will make a 
public statement of what its future. 
policy will be regarding rates and ex- 
presses the belief that the confidence 
of the country in the Board is such 
that any clear statement of funda- 
mental principles made by it would be 
acquiesced in. 

Another New York banker while 
convinced that under normal condi- 
tions it is logical that the Federal Re- 
serve rate should be higher than the 
prevailing commercial rate, believes 
that in view of the world-wide con-~ 
ditions that exist today, the adoption, 
at this time, of artificial means to 
accelerate the process of readjustment 
would be a dangerous course to pursue. 
He states: 


Considering the extent to which ‘credit 
for speculative purposes has been liqui- 
dated, and also taking into consideration 
the present reserve and gold position of 
the Reserve Banks, it would seem that the 
reduction in rate is fully justified. Further- 
more, I do not believe the reduction at this 
time in the rate will appreciably encour- 
age a tendency toward renewed credit 
inflation. The question of rates has, on 
the whole, been ably and courageously 
handled by the Federal Reserve Banks and 
the Federal Reserve Board. 


He says that if he were to offer a 
critical observation, it would be to 
remark upon the “salutary modifica- 
tion of the need for deflation that 
would have resulted had the high 
rates been put into effect in the 
spring of 1919 instead of the summer 
of 1920.” 

A Boston banker takes the view that 
the Federal Reserve System was 
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organized for the purpose of furnishing 
credit, by means of rediscounting, to 
the commercial banks of the country. 
He says: 


In a general way the time when this 
credit is needed is just before, during and 
immediately after, a credit crisis, or credit 
pinch, and it seems clear that at such time 
the rate charged for rediscounting should 
be at about the current market rate 
charged by the commercial banks to their 
customers. To make the rate higher than 
the prevailing rate would tend to restrict 
the granting of necessary credits to mer- 
chants and similar borrowers. To make 
the rediscount rate much lower than the 
prevailing rate would -tend to encourage 
over-loaning by the commercial banks. In 
fixing the rediscount rates, the managers of 
the Federal Reserve Banks should try, as 
far as possible, to keep their minds free 
from influences other than those which 
directly concern the prevailing rates of 
money, but they certainly are justified, 
when fixing rediscount rate, in being in- 
fluenced by motives of the safety of the 
Federal Reserve Banks themselves, and 
when the rediscounts appear to be ap- 
proaching a dangerous total, they should 
use their rate-fixing power to check specu- 
lation and to prevent any possible danger 
to the Federal Reserve Banks, which are 
the foundation of our whole banking 
system. It was never intended, and never 
should be intended, that the Fedéral 
Reserve Banks consciously use their 


power and authority either to encourage. 


or to discourage business. Their chief 
purpose should be to assist commercial 
banks and to fix the rates of rediscount so 
as to best accomplish this, and at the 


same time to protect their own position. 


from any possible overstrain. 


He regards as one of the greatest 
dangers to which the Federal Reserve 
System can be subjected, the attacks 
and manoeuverings of politicians to 
make the System serve political ends. 

Another leading banker does not 
believe that the time has yet arrived 


when discount rates should be held up 
Fai 
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to a point above the rates for com- 
mercial paper because the conditions 
of business are not yet on a normal 
basis. He says that it has been the 


habit of commercial bankers to argue 


with their commercial customers that 
the rate to their customers is based on 
the Federal Reserve Bank discount 
rate and that it should be enough 
higher than the discount rate so that 
there would be a profit to the banker 
between the discount rate and his 
rate to his customers. He says further: 


‘There is yet in our banks a large amount 
of so-called frozen loans which may be 
described as loans which are probably 
good but which the borrowers are not in a 
position to pay off at the present time. 
Therefore, they are not in a position to 
trade on market rates on an even basis 
with the banker. Under these conditions, 
a high discount rate of the Federal Reserve 
Banks simply has helped the commercial 
banker to get higher rates from his cus- 
tomers than are justified by the conditions 
of credit. ‘Therefore, it was desirable and 
necessary for the Federal Reserve Banks to 
reduce their discount rates from 6 or 7 per 
cent to 534 per cent. in order to inform 
the commercial community that the 
credit situation no longer demanded these 
high rates. 


He takes the view that “ Federal 
Reserve Bank ‘discount rates should 
not be made with the idea of con- 
trolling business or market prices of 
commodities,” but that “they should 
be indications of the effect that the 
present business is having on the sup- 
ply of credit and of anticipated condi- 
tions that will affect the supply of 
credit in the near future.” He be- 
lieves that “when the business com- 
munity has become trained to the 
point of watching the reserve position 
and discount rates of the Federal 
Reserve Banks and has come to an 
understanding of what these figures 
mean, it will be helped very much 
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by studying the published conditions 
of the Federal Reserve Banks and will 
appreciate what a change in discount 
rates means, provided of course that 
the officers and directors of the 
Federal Reserve Banks are not ham- 
pered in using their judgment in these 
matters by outside influences.” 

A Chicago merchant notes the dif- 
ference of opinion among experts as to 
the proper time for raising or lowering 
the Federal Reserve rediscount rates. 
He points out that neither the Federal 
Reserve System nor any part of it can 
be run on any formula, and that if it 
could, very little brains would be re- 
quired for that part after the formula 
had been found. He believes: 

If we are to be a world power in com- 
merce, as we may be, we shall have to 
make the New York, or some other district 
rate attractive for the discount of the 
world’s import and export bills. We 
might, of course, be above the English 
rate for a short time, for adjustment or 
other purposes, but if we make a rule to 
have the rate always above the commercial 
paper rate in New York, our ambition to be 
the world’s bankers, or to compete with 
. England in commerce and finance, will 
vanish into thin air. 


He takes the view that in crises and 
extraordinary emergencies a’ Reserve 
Bank may well be justified in violating 
temporarily the ordinary canons of 
sound finance, but emphasizes the fact 
that under normal conditions and 
under conditions when it is possible to 
take a long-run view, the well estab- 
lished traditions covering a Reserve 
Bank’s operations must be followed. 
The chief of these canons is that the 
rediscount rate of Reserve Banks 
should be kept above the market. 


RECOMMENDATION OF ADVISORY 
COUNCIL 
The Federal Advisory Council, at 
its last meeting on September 20, 1921, 
expressed its belief that rates should 
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bear a direct relation to a Federal Re- 
serve Bank’s reserve and to the general 
money market, and that, in addition, 
consideration should be given to the 
items enumerated in the Council’s 


‘recommendation of May 17, 1921, as 


follows: 


1. The reserves of the Federal Reserve 
System as a whole. 

2. The reserve position of the Federal 
Reserve Bank whose rate it is contem- 
plated to change. 

3. The condition of all the banks of the 
country as a whole, and of the several 
Federal Reserve districts. 

4, The economic and financial condition 
of this country. ° 

5. World conditions, both économie and 
political. 

6. The eventual establishment of a 
credit rate policy for the Federal Reserve 
Banks by which the rediscount rate to 
member banks is higher than the prevailing 
commercial rate, taking due consideration 
of the prevailing open-market rates for 
various classes of loans both in this coun- 
try and abroad. 

7. Uniformity of rates, while at times 
practicable and desirable, should not be 
adopted as a fixed policy, the System being 
predicated upon the principle that varying 
conditions might exist in different sections 
of the country. é = 


With reference to the general money 
market, the following factors were 
suggested by the Board as those which 
should be considered in arriving at a 
conclusion as to what is the current 
rate for money: 


1i. Rates charged by banks to their reg- 
ular customers. 

2. Rates for one-name paper bought 
through note brokers. 

8. Open market rates on bankers’ ac- 
ceptances, 

4. Rates on Treasury certificates. 


The Board asked the Council for its 
views as to the relative importance of 
each of these factors and the Council 
expressed the view that all four items 


PRINCIPLES GOVERNING THE Discount RATE 


mentioned are important in determin- 
ing the money market but there may 
be other factors which should likewise 
be given consideration, such as general 
business conditions and the reserve 
position of a Federal Reserve Bank. 
It was the view of the Council that 
the ruling rate for money in a district 
will adjust itself automatically to these 
conditions. The Council expressed 
the view, also, that a Federal Reserve 
Bank while it is borrowing should not 
lower its rate, but stated that special 
conditions might exist in a district 
which would make a reduction de- 
sirable and would justify such a 
course. 


REDISCOUNT PROBLEM CONFRONTING 
THE Boarp 


It seems clear to the Board that it is 
not practicable in this country for 
Federal Reserve Banks to maintain 
rates of discount higher than current 
market rates if line-of-credit loans are 
to be accepted as the criterion. The 
rates of interest permitted in many 
states are so high as to preclude this 
as a possibility. In ordinary circum- 
stances when the credit risk is at a 
minimum the rates paid for high 
grade commercial paper sold in the 
open market may be regarded as a 
measure of the market rate for money, 
but it is evident that at present there 
is much consideration to be given to 
the basis on which short time obliga- 
tions of the Treasury are sold and to 
market rates for prime bankers’ ac- 
ceptances. The problem, therefore, 
is more simple at this time in districts 
like New York, Chicago and Phila- 
delphia, where the Federal Reserve 
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cities are dominant in their districts; 
but in other districts which cover a 
larger territory and where the busi- 
ness is more distributed and diversified, 
the problem is more difficult. At the 
present time, four Federal Reserve 
Banks are rediscounting about $45,- 
000,000 with three other Federal Re- 
serve Banks. The directors of one of 
these borrowing banks more than a 
month ago voted to reduce their dis- 
count rate from 6 per cent to 5% per 
cent on all classes of paper, but the 
Federal Reserve Board has not yet 
approved the reduction. No evidence 
has been presented to show that cur- 
rent rates for bank accommodations 
are less than the Federal Reserve Bank 
rate, or that current rates would be 
reduced by lowering the Reserve Bank 
rate, but the directors argue that the 
consolidated reserve position of the 
System justifies a lower rate. 

The Board has been inclined to the 
view that the reserve percentage of 
each Federal Reserve Bank, as well as 
that of the System, should be taken 
into consideration as one of the de- 
termining factors in fixing the discount 
rate. If the Federal Reserve Bank of 
Chicago, with a reserve of around 70 
per cent and the Federal Reserve Bank 
of St. Louis, with a reserve of 63 per 
cent do not feel justified in reducing 
their discount rates below the present 
level of 6 per cent, what argument is 
there for a borrowing bank, like 
Atlanta, having a reserve without re- 
discounts of only 32 per cent, to have 
a 5 3 per cent rate? On the other 
hand, what are the arguments against 
a reduction in districts which have so 
high a percentage of reserve? 
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‘Rediscount Rates, Bank Rates and Business Activity 


By Groran M. REYNOLDS 
Chairman of the Board, Continental and Commercial National Bank of Chicago 


HE {problem of greatest interest 

and importance now confronting 
the Federal Reserve Banks, the com- 
mercial banks and the business world, 
is the rediscount rate and its effect on 
or relation to business activity. 

The simple answer to the question 
whether the rediscount rate of the 
Reserve Banks should be higher or 
lower than the rate charged by com- 
mercial banks—whether this means 
the line-of-credit rate, over-the-coun- 
ter rate or commercial paper rate is 
not clearly defined——is that the re- 
discount rate should be higher. 

This answer seems to flow readily 
from British- practice and recent 
American experience. But the eco- 
nomic situation, at home and abroad, 
is not so simple as to permit this 
offhand and categorical answer. Amer- 
ican experience under the Reserve 
System has not been sufficient for the 
dogmatic statement of a formula for 
the future. The Reserve System has 
-not functioned to any extent under 
_ conditions it was designed to meet; it 

has faced chiefly the very unusual 
conditions which attended the prosecu- 
tion of war and the uncertainties and 
abnormalities that followed. At this 
time it seems impossible to do much 
more than state the problem as it is 
made out of and affected by a great 
variety ofelements. The ascertainment 
of these elements involves investiga- 
tion of business customs, bank habits, 
government operations and, perhaps, 
the psychological influence of public 
sentiment. 

It is hardly possible to base any rule 
of future action in regard to rediscount 
rates on experience as gained by the 
Bank of England. Conditions in 


England and America are so different 
that the British rule as to the bank 
rate contains little of value except for 
suggestion, and even this little de- 
creases as the banking and commercial 
paper customs of the two countries are 
contrasted. In the United States, for 
instance, the Reserve Banks have no 
direct relations with the public and 
receive deposits only from banks and 
the government. In this country the 
“open market” has few points in 
common with the English bill market. 
In the United States there are over 
80,000 independent banks scattered 
through a vast territory whose activi- 
ties are tremendously varied, instead of 
a few banks with thousands of branches 
serving a country of high industrial and 


. commercial development. 


- The view is often expressed that the 
rediscount rate should be invariably 
higher than the market rate—usually 
meaning the prevailing rate for com- 
mercial paper—because the Reserve 
Banks are, after all, reserve banks and 
should be called on for rediscounts only 
when the bank desiring to borrow is 
under strain. There can be no disagree- 
ment about the desirability of the 
increase in rediscount rates -when busi- 
ness expansion needs to be checked, and 
there may be reason for keeping them 
regularly higher than the market rate. 
It must not be forgotten that, what- 
ever the Reserve Banks may be in law, 
in fact, they are regarded no less by 
bankers than by business men and the 
public as a kind of financial hospital to 
which all classes may go to have their 
wounds treated, regardless of the 
causes of the wounds. The banker, and 
the business man through his banker, 
wishes the:same treatment whether he 
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has been hurt through his own dere- 
lictions or through a conjunction of 
‘economic causes, unforeseeable and 
uncontrollable. But the determination 
of a rediscount policy for the: trute 
calls for close analysis. 


Inrivences Taar Have ÅFFECTED 
Repiscount RATES 


Since the depression folowing the 
War the factors influencing rediscount 
rates have been given serious consider- 
ation. At its meeting in September, 
1921, the Federal Advisory Council 
expressed the view that rediscount 
rates should bear a direct relation to a 
Federal Reserve Bank’s reserve and 
to the general money market, and that, 
in addition, consideration should be 
given to the items enumerated in the 
Council’s recommendation of May 17, 
1921, as follows: 


1. The reserves of the Federal Reserve 
System as a whole. 

2. The reserve position of the Federal 
Reserve Bank whose rate it is contemplated 
to change. 

3. The condition of all the banks of the 
country as a whole, and of the several 
Federal Reserve districts. 

4, The economic and financial condition 
of the country. 

5. World conditions, both economic and 
political. 

6. The eventual establishment of a 
credit rate policy for the Federal Reserve 
Banks by which the rediscount rate to 
member banks is higher than the prevailing 
commercial rate, taking due consideration 
of the prevailing open-market rates for 
various classes of loans both in this country 
and abroad. 

7. Uniformity of rates, wile at times 
practicable and desirable, should not be 
adopted as a fixed policy, the System being 
predicated upon the principle that varying 
conditions might exist in different sections 
of the country. 


It was further suggested that with 
reference to the general money market 
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the following factors should be con- 
sidered in arriving at a conclusion as to 
what is the current rate for money: 


1. Rates charged by banks to their 
general customers. 
2. Rates for one-name paper bought 


through note brokers. 
3. Open-market rates on bankers’ 
acceptances. 


4, Rates on Treasury certificates. 


This series of rules is apparently 
given potentially. What have been 
the determining factors in fixing 
rediscount rates heretofore seem 
nowhere to have been given in a 
similar summation. In the first year 
or two of the Reserve Banks’ opera- 
tions little attention was given to the 
rediscount rate. Money was plentiful 
and there was little rediscounting.. The 
War and its demands brought a change. 
It is no secret that government 
financing took precedence over every- 
thing else. The rediscount rate, re- 
gardless of any influence it might have 
on business, was adjusted so that the 
purchasers or holders of war bonds 
would receive preferential treatment. 
Otherwise, it is doubtful, with adher- 
ence to the Reserve Banks as the 
instruments whereby credit was to be 
made available for war purposes, if the 
war bonds could have been success- 
fully sold at the rates they bore. It 
was when this need became apparent 
that the rate was placed at a low 
point. Business was, of course, a 
beneficiary. There was no departure 
from this policy during the War nor, 
as is often pointed out, until some 
time after the Armistice. 

On pages 62 and 63 of the hearings 
entitled “Reviving the Activities of 
the War Finance Corporation,” will 
be found the following by Governor 
Harding: 


The Federal Reserve Board adopted a 
policy in order to assist in the war financing 
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which was economically unsound. I say 
this frankly. Congress authorized certain 
loans. It authorized the Secretary of the 
Treasury to determine the rates at which 
the loans should be issued. The Secretary 
of the Treasury asked the advice of ex- 
perts and: then fixed the rates of interest to 
be borne by the several issues of bonds, 
notes, and certificates. During the time 
we were actually at war, something like 
$18,000,000,000 of bonds were sold to the 
people, an amount certainly in excess of the 
normal investment power of the American 
people in such a short time, and the only 
way in which those loans could be financed 
was through the instrumentality of the 
banks. The only way the banks could 
undertake to do it was to get some assis- 
tance from the Federal Reserve Banks and 
at a low rate. The low rate of interest 
borne by these bonds was fixed with a view 
of holding down the expenses of the 
government as far as possible. Anyway, 
that is something the Federal Reserve 
Board has no responsibility for. In order 
to make possible the floating of these bonds 
we fixed a rate less than their coupon rate. 
Some member banks announced that for a 
period of six months there would be a rate 
of 4 14 per cent on notes secured by govem- 
ment obligations. The result was that 
there was no loss to subscribing banks 
pending the distribution of the bonds to the 
public. There were successive bond. issues. 
The principal reason why discount rates 
were not increased earlier than they were in 
1919 was on account of Treasury financing. 


Thus it appears that government 
financing and the desire to have war 
‘ bonds bear low rates of interest were 
the determining factors until disaster 
was scented in 1919. Then present and 
impending troubles dictated the in- 
crease of rates, which was belated. 
It was some time before this increase 
that liquidation began. It was a 
considerable time afterward that defla- 
tion became a visible reality. It may 
be said only with diffidence that the 
increased rates had anything more 
_than a moral effect. Members of the 
Reserve Board said repeatedly, and 
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cited figures to show, that the peak of 
eredit and currency expansion was 
reached some months after higher 
rates were made effective. This in- 
dicates either that business had such 
an impetus that rediscount rates had 
no effect in stopping it, or, if they had 
any effect, considerable time was re- 
quired to make it apparent. If this 
experience is to be taken as a demon- 
stration of the efficiency of an increased 
rediscount rate to stay business activ- 
ity, it must also be taken as a first 
indication of the time relation between 
an advance or change of rate and 
business operations. 

But whether the high rediscount 


rate did or did not halt business and 


force deflation and liquidation, or 
whether business toppled over for 
other reasons, there is no doubt that it 
toppled. Gradually the credit situa- 
tion cleared and is still clearing. 
Coincident therewith further study of 
the rediscount rate and its influence 
and effect began. - As the reserve per- 
centages of the Reserve Banks began 
to mount, the demand for lowering of 
the rates became more and more in- 
sistent. The increase of reserves was 
not, however, due entirely to liquida- 
tion. The flow of gold from abroad 
was steady, and became a very im- 
portant, if not the most important, 
factor in building reserves up to a high 
point. It must also be noted that the 
rates charged by -commercial banks 
did not go down either simultaneously 
with those. of the Reserve Banks, or 
proportionately to them. Commercial 
banks were affected only indirectly by 
the great inflow of gold. It required 
liquidation by business to permit them 
to build up their reserves and pay off 
their debts to the Reserve Banks. 
This would seem to show that re- 
discount rates were fixed with no 
consideration of the rates charged by 
the commercial banks. The assump- 
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tion of a causal relationship between 
the two, therefore, remains to be 
proved by the presentation of evidence 
that the experiences of the past two 
years does not offer. 


Tue Time RELATIONSHIP BETWEEN 
BUSINESS COMMITMENTS AND 
BORROWING. 


Tf no relationship, or one that is 
indirect or nebulous, exists between 
rediscount rates and commercial bank 
rates, it becomes apparent that there 
can be no relationship, or, at least only 


a very remote one, between rediscount. 


rates and business activity; it is the 
commercial bank rate that business 
pays, not the rediscount rate. 

For present purposes, then, the 
question may be stripped down to the 
time relationship between the redis- 
count rate and the commercial bank 
rate, between the commercial bank 
rate and business activity, and then 
between the rediscount rate and the 
latter. For the present, also, it will be 
necessary to ignore the manifest in- 
fluence of remote and indirect. causes. 
In a business scheme so intricate as 
that of the world today, it would be 
hazardous to be dogmatic about such 
relationships. The problem is, how- 
ever, to determine, if possible, ~ the 
more immediate  relationships—the 
causes which act and react on one 
another so as to permit the application 
of direct evidence. It is pertinent here 
to note, for instance, that there are 
some thousands of banks which are 
not members of the Reserve System; 
that each operating bank is an inde- 
pendent entity, subscribing to no 
rules as to interest charges and often 
getting “all the traffic will bear”; 
that loan risks vary with classes of 
business and in different districts, and 
that the demand for capital forces 
new and undeveloped sections to bid 
high in order to attract funds. It is 

14 


193 


probably only in the large tenters and 
well developec. industrial districts that 
money ‘rates are subject to the con- 
trolling influence of reserve condition, 
supply and demand, gold imports, etc. 

To get at the time relationship 
between business activity and bor- 
rowing, it is permissible to take for 
example the customary operations of 
a merchant or manufacturer. It is 
common knowledge that his interest 
in the present state of all business and 
of his own business is shared with his 
concern for what the future holds. He 
plans and manufactures and buys for 
a coming season. No matter how 
active present operations, the future 
concerns him as much. He may or 
may not sound out his banker as tohis 
coming financial needs. Whether he 
does or not, 2e makes contracts and 
commitments for a coming season. If 
the banker has committed himself in 
such cases, he will to some extent have 
foreknowledge of the demand to be 
made upon kim. But often, if not 
usually, he may be wholly unaware of 
what his customer contemplates. Busi- 
ness men will not arrange in advance 
for credit unless they foresee the im- 
possibility of meeting their obligations 
out of current resources. If they have 
a line of credit, they will not indicate 
their intention to use it at a particular 


‘time or during a particular season 


unless it promises to be insufficient for 
their prospective needs. Nor will the 
member bank signify its intention to 
rediscount in the future. 

In such circumstances the business 
world, each unit operating by itself, 
may be building the foundation of a 
credit structure in the autumn; the 
commercial banks may not be called 
on for loans until spring and it may be 
midsummer before the contracts and 
commitments made months before are 
reflected by = demand for rediscounts 
at the Federal Reserve Banks. How 


194 


is a rediscount rate going to meet an 
over-extended condition, in the sum- 
mer, which was produced by opera- 
tions begun and completed many 
months before? 

Commercial bank officials and those 
of Reserve Banks, also, study business 
conditions constantly. Many of them 
have information and statistical or- 
ganizations. They gather the best 
statistical evidence they can, but the 
Reserve Bank officers have no privity 
of interest and no intimacy of relation- 
ship with business men. Even with 
superior advantages in this respect, 
officers of member, banks cannot an- 
ticipate conditions except in a very 
general way. One banker might be 
alarmed at the prospect of a large 
demand for loans and his competing 
neighbor have no evidence of such 
impending events at all. 

It is such conditions that call into 
play the highest banking skill and judg- 
ment. Such conditions demand of the 
banker a prescience which can come 
only from such a familiarity with busi- 
ness that he feels rather than knows 
what is before him. In making his half- 
intuitional estimates he will, of course, 
take account of the fact that the 
Reserve Bank is ready at hand if there 
is need. He will take care of his 
customers and try to adjust his rates 
to competitive conditions. His con- 
clusive “no” will send potential þor- 
rowers to other banks, to the levelling 
of the business of all of them and a 
fairly accurate adjustment of interest 
rates. But, dealing only with banks, 
Federal Reserve officials will have an 
imperfect knowledge of these condi- 
_ tions. And yet upon them rests the 
obligation of leadership in checking or 
stimulating business by a proper 
adjustment of the rediscount rate, if 
the rediscount rate can doit. | 

It seems fair to say that while an 
effort may have been made or is being 
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made to adjust rediscount rates on the 
basis of ascertained future business 
operations, the probability is that the 
rate has been fixed only in relation to 
what is or what has been, so far as it 
has been fixed at all in relation to 
business activity. 


CONCLUSIONS 
The import of this article has been: 


i. That rediscount rates cannot be fixed 
on the basis of British experience. 

2. The opinion that rediscount rates 
should þe higher than commercial bank 
rates is based on experience during war 
conditions and business contraction which 
may not be a sufficient guide for the 
future. 

3. Rediscount rates have hinctotore been 
fixed chiefly by consideration of factors 
other than their possible effect on business 
activity. 

4, Rediscount rates can affect business 
activity only through bank rates which 
bank customers must pay. 

5. Bank rates are not only different in 
different sections, but are determined by 
present conditions, whereas business com- 
mitments are made for the future. 

6. To influence business activity, bank 
rates would have to, be determined in 
relation to the future commitments of 
customers and the rediscount rate would 
have to be in correspondence with the bank 
rate, both as to amount and time. _ . 

7. It is the knowledge and judgment of 
bank officers and reserve officers on which 
reliance must be placed for the control of 
business conditions through credit. 

8. Insofar as the rediscount rate can 
affect business activity, it must be deter- 
mined far in advance if it is to have any 
appreciable effect. 


There has been no disagreement 
among bankers as to the necessity for 
raising the rediscount rate when the 
need of checking business activity was 
certain. If recent conditions gave 
promise of permanency, there could be 
no question as to the desirability of 
having rediscount rates always higher 
than bank rates. On the basis of 


actual recent experience only one 
policy has been warranted. But as to. 
a policy to control in the future, 
further experience must be the guide. 
In any event, changes in rediscount 
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rates must be made well in advance of 
foreseeable chenges in business activity, 
if the rates ere to be used for the 
purpose they are commonly supposed 
to serve. 


Theoretical Considerations Bearing on the Control of 
Bank Credit Under the Operation of the 
Federal Reserve System’ 


By CHESTER A. PHILLIPS 
University of Iowa 


HE most important change in our 

banking machinery entailed by the 
Federal Reserve Act as bearing upon 
the ‘question of the expansion ahd 
contraction of our circulating media is 
the introduction of compulsory bank- 
ers’ banking. The essence of bankers’ 
banking in the United States is the 
reserve dependence of the commercial 
banks upon the regional institutions. 
The deposits on the books of the re- 
gional banks are the reserves of the 
commercial banks. Inasmuch as the 
deposits of the regional banks are 
themselves expansible and contractile, 
the deposits of member banks, which 
' would be elastic even if their reserve 
foundation were inelastic, now have 
an elasticity raised to the second 
power. 

Moreover, the elasticity of. both the 
deposits of the regional banks and of 
the members are buttressed and sup- 
ported by the Federal Reserve note- 
issue provisions. Under the old na- 
tional banking system an expansion of 
loans and a consequent expansion of 
deposits in the banking system was 
ordinarily accompanied by a rising 
physical volume of trade and ‘rising 
prices. The growth in business trans- 
actions, coupled with higher prices, 
impelled men to carry more money in 
their pockets and merchants more 


money in ther tills. But the swelling 
of pocket and till money involved a 
withdrawal of cash from the commer- 
cial banks. As money left the banks, 
their lending >ower was curtailed, and 
expansion of credits and rising prices 
were brought to a halt. 

Under the operation of the Federal 
Reserve Act en expansion of loans and 
a consequent expansion of deposits, 
accompanied by rising prices and ex- 
panding phys.cal volume of trade, also 
impel men to carry more “‘money” in 
their pockets and merchants, more in 
their tills. Since 1914, however, the 
demand for additional pocket and till 
money has been met by the issue of 
promises of the Federal Reserve Banks 
to pay money. - Lawful money is no 
longer lost br commercial banks. In- 
stead it is held by the Federal Reserve 
Banks as a foundation on which is 
reared a three-fold credit structure: (1) 
deposits of Federal Reserve Banks; 
(2) deposits of member banks and (3) 
Federal Reserve notes. 

The control of credit under our 
Federal Reserve System, therefore, 
becomes a matter of greater impor- 
tance than under the old régime. 
Formerly an automatic check was 
imposed on credit expansion before 
extreme limits were reached. Today, 
in the absence of that automatic check, 


- bank is able to lend as a result. 
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we are to depend upon regulation of the 
rediscount rate as a cue means of 
control. 


A Memser Bang Cannot MAKE 
Maniroup Loans 


Now the effectiveness of the redis- 
count rate as an instrument of con- 
trolling bank loans and, therefore, 
deposits, hinges on the relation between 
the amount-borrowed by a member 
bank and the amount that the same 
Ifa 
member bank is able to lend five dol- 
lars on the basis of one dollar bor- 
rowed, it is evident that the borrowing 
bank would be willing and able ordi- 
narily to pay more than 4 or 6 per cent 
for borrowed funds. On the other 
hand, if the borrowing bank is able to 
lend only dollar for dollar on the basis 
of borrowed funds, that bank will not 
‘ordinarily pay a higher rate of redis- 
count than it receives at its counter. 
What are the facts at this point? 

It would at first appear that a bor- 
rowing bank would be able to make 
manifold loans on the basis of borrowed 
reserve. Does not the balance sheet 
of a typical national bank show loans 
(and deposits) equal to several times 
its reserve? If reserves of $100,000 
support loans of $1,000,000 (and depos- 
its-of the same approximate amount), 
would not the acquisition of additional 
reserves of $100,000 enable the bank to 
. support total loans of $2,000,000? - 

Normally, the bank that attempted 
to increase its loans by $1,000,000 on 
the basis of $100,000 new reserve 
would quickly be face to face with the 
problem of how to meet unfavorable 
clearing balances of large proportions. 
The borrowers of the $1,000,000, 
leaving the proceeds of their loans on 
deposit, would draw checks against 
‘their bank balances for most of the 
$1,000,000; those checks would be sent 
_ far and ade to creditors and, returning 
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to the bank in question, would be paid 
in cash or its equivalent. It’ is true 
that some of the checks drawn by 
borrowers would be sent to creditors 
who were depositors in the drawers’ 
bank; in that event there would be no 
immediate corresponding loss of cash 
by the lending of the bank. It is also 
true that some borrowers would not 


withdraw all the funds borrowed. If 


due allowance is made for these two 
considerations, we may conclude that 
for every -dollar that a typical Ameri- 
can bank lends, it loses not less than 
eighty cents through direct cash with- 
drawals by borrowers. and through 
unfavorable clearmg balances. In 
other words, the typical banker is able 
to lend approximately $1.25 for each 
$1. 00 borrowed. It follows that redis- 
count rates roughly equal to the 
market rates (if the expense of carrying 
on the banking business is consid- 
ered) will ordinarily be sufficiently 
high to serve as a check on borrowing 
by member banks. 


BORROWED RESERVE SUPPORTS 
MANIFOLD LOANS IN THE 
BANKING SYSTEM 


It may be added that borrowed 
reserve normally does , become the 
foundation of manifold loans in the 
banking system. Bank A borrows $100,- 
000 from the Federal Reserve Bank 
and in turn lends $125,000, more or 
less, to customers. The borrowing 
customers draw checks against their 
replenished balances and those checks 
are remitted to creditors. The credi- 
tors deposit the checks in their own 
banks. When the checks are cleared 
and collected, not only will the drawee 
bank. lose approximately $100,000 but 
other banks—banks B, we may say for 


t For a more nearly accurate and more de- 
tailed statement see the writers Bank Credit, 
The Macmillan Company, New York, 1921, 
Chapter III. 
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convenience—will have gained that 
amount in deposits, and a correspond- 
ing amount in reserve. The lending 
officers of banks B, mindful of the fact 
that a reserve must be held against 
the newly acquired deposit liabilities 
as well as against any deposits arising 
from additional loans made on the 
basis of the reserve freshly acquired, 
will be constrained to add to their loans 
not $1.25 for each dollar deposited, but, 
approximately $1.10. . 

If banks B now lend $110,000 on the 
basis of $100,000 newly lodged in those 
banks, they: will fend to lose to other 
banks—banks C—approximately 80 
per cent of the amount loaned, or $88,- 
000; the $12,000 left in banks C, may 
be regarded as reserve against the 
$100,000 in deposit habilities growing 
out of the lodgment of that amount of 
checks drawn on bank A and.against 
additional deposits growing out of the 
$110,000 in loans. Banks C, having 
acquired $88,000, are in a position to 
lend approximately $96,800 ($1.10 for 
each dollar of deposited reserve). If 
80 per cent of their loans are lost to 
other banks, banks C would lose $77,- 
440 and retain $10,560 ($88,000—$77,- 
440) as reserve against $88,000 in 
deposit liabilities arising from the 
lodgment of that amount of checks 
drawn on banks B and against addi- 
tional deposits growing out of the 
$96,800 in loans. 

This chain of operations continues 
until the original $100,000 becomes very 
widely distributed and the total loan 
expansion results in deposits sufficient 
to cover or absorb the borrowed re- 
serve. 


Can a Bang MAKE MANIFOLD Loans 
During Preriop or LOAN 
' EXPANSION? 


At this point a crucial question 
arises. If all banks within a credit 
area were expanding their loans at the 
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same rate, would it not be possible for 
individual banks to make a several- 
fold loan expansion, consequent upon 
a reserve acquisition, without losing 
cash througa unfavorable clearing 
balances, thereby rendering control of 
credit expansion possible only by 
raising the rete of rediscount unprec- 
edentedly? 

If the First National Bank of 
Dayton, Ohic, borrows $100,000 from 
the Federal Reserve Bank of Cleve- 
land at a time when other banks in the 
same credit ¢rea are likewise borrow- 
ing, and all expand their loans in such 
a manner thet what each would nor-. 
mally lose in reserve is met and offset 
by streams of funds coming from other 
banks, the First National Bank of 
Dayton would be able to lend several 
dollars for eazh dollar borrowed, even 
if allowance is made for the likelihood 
that the proceeds of loans secured from 
the regional bank at Cleveland would 
be taken partly in Federal Reserve 
notes. Unde- these conditions, with 
the bank in question able to lend four 
or five dollars to each dollar borrowed, 
it has often been contended that a 
rate of redisccunt that fell appreciably 
short of being four or five times the 
rate of discount or market rate would 
not be effective. That the contention 
is ill-founded may easily be shown. 

When: all banks in a given credit 
area are expanding their loans, the 
additional leading -power of each is 
traceable to two quite different facts or 
forces. The first is the fund borrowed 
by the commercial or member bank, 
and the second is the fund or funds 
that such a bank receives through 
deposit channels and as a result of the 
lending operations of other banks. 
The point to be stressed is that what a 
member bank borrows does not deter- 
mine the amount that it will receive in 
deposits that arise out of the lending 
operations of other banks, If within a 
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credit area where all member banks 
are borrowing and expanding their 
loans, one institution suddenly ceases 
to borrow, the stream of increasing 
deposits flowing from the expanding 
banks will tend to continue to swell the 
deposits and, therefore, the lending 
power of the bank that has ceased to 
borrow. A resumption of borrowing by 
the exceptional bank will enhance the 
lending power of that bank by an 
amount only slightly in excess of the 
amount borrowed. 

A dlear cut distinction must be 
drawn in banking between lending 
‘power that owes its existence to funds 
borrowed by a given bank and lending 
power that owes its existence to reserve 
acquired as a consequence of expanding 
loans on the part of other banks. When 
that distinction is clearly drawn the 
persistent contention referred to loses 
its semblance of validity. 

Having seen on what grounds of 
sound theory the control of bank 
credit, t.e., loans and deposits, rest, we 
may now be permitted briefly to ex- 
amine the question whether the redis- 
count rate ought to be higher or lower 
than the market rate. 


CONTROL OF BANK CREDIT THROUGH 
THE Repiscount RATE 


The rediscount policy of the Federal 
Reserve Board has gone counter to 
that of the great central banks of 
Europe, notably the Bank of England, 
the European policy having been to 
maintain the rediscount rate above the 
market rate. 

Numerous guides have been followed 
by the directorate of the Bank of 
England in the determination of the 
bank rate: the reserve ratio, the 
state of trade, international gold 
movements and the market rate. Like- 
wise, our Federal Reserve Board has 
also been governed by no single factor. 
While the state of trade, the reserve 
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ratio, the fiscal needs of the govern- 
ment, etc., have all received attention, 
the writer believes that too little effort 
has been made to bring the -market 
rate into harmony with what may be 
called the natural rate of interest, the 
natural rate being the rate at which the 
supply of and demand for loanable cap- 
ital goods, as distinct from “‘money,” 
may be equated: 

Although it is impossible always 
accurately to ascertain what the nat- 
ural rate of interest is, it is not difficult 
to detect a wide disparity between the 
market and natural rates. The dis- 
parity between the market and the 
natural rates during the early period of 
credit expansion under the operation 
of the Federal Reserve Act, was due 
measurably to an inflationistic policy 
with a low rate of rediscount as its 
central feature. With a low rate of 
rediscount obtaining, our market rates 


- were low and general prices rose in 


conjunction with an expansion of loans 
and deposits, Rising prices gave birth 
to rising profits, and the predictable 
increased demand for funds, with a 
consequent extreme rise in the market 
rate of interest, was soon in evidence. 
In a country like the United States 
where éapital is highly productive and 
preference for present goods over 
future is pronounced, cheap money 
can be had only by making everything 
else dear; depression of interest rates 
engenders credit expansion and rising 
prices. Indeed, the price level is itself 
an index of the relation of the market 
to the natural rate when allowance is 
made for the changing phases of the 
business cycle. 

Our extreme and recurrent expansion 
and contraction in industry and trade 
can. be avoided, not by keeping the rate 


_of rediscount invariably above the mar- 


ket rate, but by keeping it distinctly 
above the market rate during periods of 
expansion and less markedly so, of 
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even below the market rate, during 
periods of crisis and depression. Let 
the brakes of high rediscount rates be 
set early, long before the bottom of the 


hill is reached; and let the accelerating 
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force of low rates be applied with 
similar promptness and decision. If 
the market rate is kept.in harmony 
with the natural rate, violent changes in 
the general price level can scarcely occur. 


Agricultural and Commercial Loans 


A Comparison of Loans Made in a Great Agricultural State with 
Loans to the Largest Bank and to Memter Banks in the 
Largest City in the Seventh Federal Reserve District . 


By J. B. McDovean : 


Governor, Federal Reserve Bank of Chicégo 


T would be too much to expect the 

general public to have more than a 
casual comprehension of banking or of 
the relations of the Federal Reserve 
Banks to other banks or to business. 
It is not expected that the public will 
understand the operations of a factory 
which makes electrical machinery or of 
the electrical machines that are made. 
still any well informed man may 
know in a general way what a dynamo 
is and have’a grasp of what is meant by 
horse power. So might he know that 
a bank in a great central city probably 
generates a farge horse power in credit 
and that comparison of the operations 
of such a bank with those of any smal- 
ler bank can be valuable or informative 
„only if relative size is considered. 

In this country there are banks of 
all kinds and sizes. The customary 
method of grading banks is by “capital 
and surplus,” and “deposits.” It 
takes 40 banks with $25,000 capital 
each to measure up in capitalization 
to one with $1,000,000. It takes 400 
such banks to equal a $10,000,000 
institution. If the comparative figures 
are carried far enough, and total re- 
sources are used as the basis, it will 
be found that there are single banks in 


New York and Chicago with resources - 


larger than th2 combined resources of 
all member baaks in certain individual 
states or perheps in several states. 
These large banks have as customers 
many small benks, as well as. individ- 
uals and corporations. When borrow- 


a ing from the Federal Reserve Banks, 


their transactions are usually in large 
amounts. Itisnatural that what is con- 
sidered moderate borrowing for a large 
bank should appear extravagant when 
compared witk the amount borrowed 
by asmallbank. A loan of fifty million 
dollars appears very large when com- 
pared with one of fifty thousand. Re- 


_latively, however, fifty millions may 


be much mor2 moderate than fifty 
thousand, if due consideration is given 
the respective reserve balances main- 
tained with the Federal Reserve Bank 
by the institutions involved. 

For instance, an officer of a country 
bank called at the Reserve Bank one 
day and asked for an additional loan. 
At the time his bank had become so 
extended that its excessive borrowings 
had been the subject of considerable 
correspondence. He was told that a 
definite limit must be placed on his 
borrowings at a point not far from the 
amount already borrowed. The coun- 
try banker was piqued. He called at- 


? 
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tention to the many millions loaned 
to some of the Chicago banks. The 
country bank’s debt was less than two 
hundred thousand. A -comparison 
was made at once. It was found that 
on the basis of reserve deposits the 
big banks might have owed the Federal 
Reserve Bank nearly three times as 
many millions if they had borrowed in 
the same proportion as the small bank. 

A part, at least, of the criticism of 
the operations of the Reserve Banks 
during the recent trying times seems 
to be’ based on instances of similar 
misconception of facts and figures. A 
moderate borrowing by a large bank 
may appear out of proportion wheri 
compared to an actually excessive 
borrowing by a small bank, if only 
absolute figures are used. 

In connection with the work of the 
Joint Committee on Agricultural In- 
quiry, which was instructed to “in- 
vestigate . . . the banking and finan- 
cial resources and credits of the 
country, especially as affecting agri- 
cultural credits,” the Federal Reserve 
Bank of Chicago made a careful study 
of its loans to member banks. The 
purposé was to ‘ascertain. if there had 
been any discrimination, real or ap- 
parent, against banks serving agri- 
cultural communities. 

Section 4 of the Federal Reserve 
Act was kept in mind. This section, 
in outlining the duties of directors of 
Federal Reserve Banks, provides as 
follows: 


Said board shall administer the affairs of 
said bank fairly and impartially and with- 
out discrimination in favor of or against any 
member bank or banks and shall, subject to 
the provisions of law and the orders of the 
Federal Reserve Board, extend to. each 
member bank such discounts, advancements 
and accommodations as may be safely 
and reasonably made with due regard for 
the claims and demands of other member 


banks. 
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The study developed some interest- 
ing facts that are pertinent to this 
discussion. The loan records of com- 
mercial banks are not kept in such 
form that borrowers can be classified 


zby occupations in any comprehensive 


way. It~is true that for some time 
past Federal Reserve Banks have 
required member banks in their appli- 
cations for rediscount to specify the 
business of customers whose notes are 
offered. But this information pro- 
vides noadequate measure of the extent 
of the service rendered to agriculture. 
It is well known that many country 
banks make a practice of using their 
farmers’ paper for rediscount only after 
exhausting their supply of other eligible 
paper which is presumably better 
known at the Federal Reserve Bank, 
such as, “commercial paper” and notes 
secured by United States government 
obligations. 

No statistics are available to show 
the absolute amounts loaned to various 
mdustries, but the Federal Reserve 
Bank of Chicago was able, by a com- 
parison .of its: loans to member banks, 
to obtain conclusive evidence that it 
had not discriminated against agricul- 
ture, Loans to and reserve deposits of 
member banks in a preëmmently agri- 
cultural state were compared with 
similar figures for member banks in the 
other states as well as the largest 
cities in the district. 

One of the tabulations made is 
printed in full on page 201 and presents 
an interesting comparison of the relative 
borrowings by all member banks in the 
preéminently agricultural state with 
all member banks in the city of Chicago 
and with the individual bank whose 
borrowings exceeded those of any- other 
bank in the Federal Reserve District.. 

The table on page 201 includes per- 
centages, showing the ratio of amounts 
borrowed to reserve deposits kept in 
the Federal Reserve Bank, a method 
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Loans to Ann MEMBER BANKS IN A Great ÅGRICULTURAL Srare COMPARED WITH Loans TO 
THE Largest Borrowma BANK INTHE SEVENTH FEDERAL RESERVE DISTRICT AND Loans 
TO ALL MEMBER BANKS IN THE Crry or CHICAGO; ALSO, Comparative Reserve DEPOSIT 


FIGURES. 


(In thousands of dollars) 











All member banks! Largest borrowing! All member 





in Agricultural bank in the banks in 
State ` District Chicago 
July 2, 1920 ....|*Reserve Deposit 21,000. $2,000. 135,000. 
Loans 63,000. 80,000. 252,000 . 
Per cent loans to reserve f 
deposit 300. 250, 186, 
October 2, 1920 .|*Reserve Deposit 21,000. $1,000. 133,000. 
Loans 78,000. 78,000, 250,000. 
Per cent loans to reserve 
deposit 371.4 251.6 187. 
January 5, 1921 . |*Reserve Deposit - 20,000. 30,000. 180,000. 
Loans 94,000. 70,000. 187,000. 
Per cent loans to reserve : 
deposit 470. 233.3 143. 
April 2, 1921 ...|*Reserve Deposit 20,000. 28,000. 121,000. 
Loans 75,000. 71,000. 188,000. 
Per cent loans to reserve ` ; 
deposit 375. 253.5 155, 
July 1, 1921 ....|*Reserve Deposit 18,000. 29,000. ‘123,000, 
Loans 64,000. 88,000. 128,000. 
Per cent loans to reserve T: 
deposit 355.5 113.7 104. 
October 1, 1921. /*Reserve Deposit 18,000. 32,000. 127,000.. 
Loans . 62,000. 7,000. 51,000. 
Per cent loans to reserve| ` 
deposit 344,4 21.9 40.1 
* Average for month. . 
of comparing accommodations granted times its reserve deposit. It is also 


which is familiar to all bankers. The 
figures are given at intervals of three 
months and cover the period of 
greatest expansion of credit in the 
United States. It is worthy of note 
that the total borrowings for all mem- 
ber banks in the agricultural state were 
on one day nearly five times their total 
reserve deposits, while the total bor- 
rowings of the largest borrowing bank 
in the Federal Reserve District at the 
peak were about two and one-half 


interesting to note that while on 
October 1, 1921, the largest borrowing 
bank in the Federal Reserve District 
was indebteded to the Federal Re- 
serve Bank to the extent of only 22 
per cent of its reserve deposit, the total 
borrowings for all member banks in the 
agricultural state on the same date 
were 344 per. cent of their total reserve 
deposits. 

It will also be noted from the chart 
on page 202 showing these percentages, 
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that since April 2, 1921, there has been 
great decrease in the amounts owed by 
the city banks, while the curve for the 
agricultural state does not show a 
_ proportionate decline. 

This examination of actual figures 
‘makes clear two points: (1) There 
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was no discrimination against agricul- 
ture by the Chicago Reserve Bank. 
Member banks ,in cities were not 
favored. (2) Relative, rather than 
absolute, figures must be used if an 
accurate idea of the situation is to be 
had. 


Popular and Unpopular Activities of the Federal 
Reserve Board and the Federal.Reserve Banks 


By Wirrram A. Scorr 


University of Wisconsin 


N account of the extraordinary 

conditions under which our Fed- 
eral Reserve System has been obliged 
to.operate, public opinion towards it 
has taken peculiar twists and turns. 
Hopefulness, uncertainty and lack of 
enthusiasm characterized it at thestart, 
-a condition easily explainable by the 
party controversy which preceded its 
. establishment, differences of opinion 
regarding the details of the law govern- 
ing It and conflicts of mterest among 
the people most directly affected by it. 
Those who had fought and bled for the 
Aldrich plan were naturally critical 
- of this one and uncertain regarding the 
manner m which it would work. The 
state bankers, generally, were hostile 
towards it because they: feared that 
. some of their sources of profits would 
be jeopardized, and many national 
bankers did not like its coercive fea- 
tures. The undiscriminating ‘public 
undoubtedly hoped that it would suc- 
ceed and was disposed to give it a fair 
trial. 

The outbreak of the European War, 
three months before the Federal Re- 
serve Banks were ready to begin opera- 
tions, cleared the atmosphere and 
smoothed the pathway for them so far 
as public opinion was concerned, though 
in other respects it complicated their 
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problems. The financial difficulties 
which speedily followed made most 
people thankful for their existence and 
created a feeling of dependence upon 
them. No one was disposed to hamper 
them by criticism. 

Before our entrance into the War, 
their activities do not seem to have 
attracted public attention to an extent 
sufficient to arouse either its criticism 
or its approval. The policy developed 
during this period of concentrating in 
their vaults as large a part of the 
rapidly increasing gold supply as possi- 
ble by exchanging their notes with the 
banks for gold, important though it 
was In checking somewhat the rapidly 
expanding bank credits and in render- 
ing this mass of the precious metal 
easily available for any purpose for 
which it might be needed, seemed to 
excite curiosity rather than interest. 


War COMPULSIONS 


With our entrance into the War in 
April, 1917, the Federal Reserve Banks 
were called upon to assist the Treasury 
in its colossal financial operations. As 
financial agents of the government, 
they performed the work of executing 
its plans and measures and, what is 
more important, so long as the War 
lasted and for some time thereafter, 
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their policies were shaped primarily 
with reference to the government’s 
needs and interests. a 

The greatest of these was the flota- 
tion of billions of bonds and short time 
notes, and the Reserve Banks’ part in 
the work was to act. as the government’s 
agents in the sale of these securities 
and to aid in creating a market for 
them. To this end they established 
discount: rates considerably below the 
market with a differential in favor of 
loans on the security of government 
bonds and notes, rates low enough, in 
fact, to make it possible, with the aid 
of rediscounts, for member banks to 
loan without loss to bond buyers at 
rates not higher than the bonds and 
notes themselves yielded. 

There can be no doubt that this was 
a violation of the rules of sound com- 
mercial banking. It opened the doors 
to the inflation of bank credit and to 
the evils which follow in its trai. 
Conscious though they were ‘of this 
fact, the Federal Reserve Banks and 
the Federal Reserve Board were forced 
to adopt this policy. The Liberty 
loans could not otherwise have been 
floated. Without borrowing from their 
banks, the people could not have 
purchased their necessary allotment of 
bonds, and the banks could not have 
made these loans unless the Federal 
Reserve Banks had rediscounted for 
them on the security of these loans at 
rates which did not involve loss. Had 
the Reserve Banks refused to adopt this 
policy, public opinion would certamly 
have condemned them and probably 
Congress would have forced them to it. 


RESPONSIBILITY FOR THE RISE AND 
FALL OF Prices 


One of the penalties that had ulti-- 


mately to be paid for this violation of 
sound banking. principles was misun- 
derstanding and criticism, not criticism 
of this policy, which had the hearty and 
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even enthusiastic endorsement of pub- 
lic opinion, but criticism of the meas- 
ures the Federal Reserve Banks had 
ultimately to adopt in order to save 
themselves and the credit system of 
the country from the consequences of 
this policy. 

This.misunderstanding and criticism 
resulted from the contemporaneous ex- 
pansion of bank credits and the rise of 
prices. Both were necessary results 
of the same causes, namely, the read- 
justments in the relations between the 
demand and supply ofimportant groups 
of commodities and the transfer on a 
large scale of demand operations from 
private individuals and corporations to 
the government. But the people, with 
the assistance of a group of economists, 


‘Interpreted the causal relations differ- 


ently. They insisted that the expan- 
sion of bank credits was the cause of 
the rising prices, and, since the discount 
policy of the Federal Reserve Banks 
was held to be chiefly if not wholly 
responsible for the inflation, these 
banks were held responsible for the 
high prices. . 

This theory aroused no widespread 
criticism of the Federal Reserve Banks 
so long as prices continued to rise and 
prosperity to be general, but, when the 
high price period came to an end and 
the opposite movement got under way, 
the belief that the Federal Reserve 
Banks and the Federal Reserve Board 
could greatly influence and perhaps 
control price movements subjected 
them to pressure from people who were 
being, or thought they were being, 
injured by the slump in prices and, 
when the banks did not yield to this 
pressure, to the severe criticism of these 
people. 

The course of events which resulted 
in such pressure and criticism seems to 
have been about as follows: The Arm- 
istice was succeeded by about a year 
and a half of booming business, accom- 
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panied by extravagance, speculation 
and soaring prices. Bank credits, in- 
cluding those of the Federal Reserve 
System, expanded rapidly, and bank 
reserves rapidly declined. ‘Towards 
the end of 1919 ordinary prudence and 
a decent regard for the safety of our 
credit system demanded that a halt-be 
called. The Federal Reserve Board 
and the responsible officers of the 
Federal Reserve Banks felt and knew 
that good banking policy would have 
required them to put on the breaks 
much earlier, but they were stopped by 
the financial exigencies of the govern- 
ment whose need for floating large 
loans did not end with the Armistice. 
The government needed the aid of the 
Federal Reserve Banks quite as much 
as during the War. 

During the year 1919 the Federal 
Reserve Banks and the Federal Re- 
serve Board tried in vain to moderate 
the pace of the member banks by moral 
suasion and other indirect methods and 
it was not until December of that year 
that the financial condition of the 
government freed their hands to: such 
an extent that they felt free to apply 
the brake of increasing discount rates. 

The upward movement of prices 
came to an end in the early summer of 
1920 and the slump that followed syn- 
chronized very closely with the period 
of high discount rates at the Federal 
Reserve Banks. The pressure upon 
the banks to carry people who were in 
trouble on: account of the rapidly 
shrinking value of inventories, and 
farmers whose crops could either not 
be marketed at all or at prices much 
below the cost of production, was very 
great. The Federal Reserve Banks 
and the Federal Reserve Board urged 
the member banks to extend all possi- 
ble assistance to these distressed people 
and supported them in this policy by 
liberal rediscounts, with the result that 
the total loans and discounts of the 
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banks continued to increase for several 
months after zhe slump in prices started 
and. did not show any tendency to 
decline until near the end of the year 
1920. The cemand for bank accom- 
modations was so great as to keep rates 
at a high leval and to make excessive’ 
rates possible in individual cases. 


Pressure ror Lower ReEpIscount 
RATES 


In times of financial distress people 
always search for an explanation in the 
hope of finding some means of relief, 
and, in this case, the process of reason- 
ing outlined above, running from Fed- 
eral Reserve Bank discount rates 
through general bank credits to prices, 
seemed to furnish the key and also to 
suggest a renedy. Proof that low 
discount rates result in expanding 
bank credits and rising prices and high 
discount rates in contraction of credits 
and falling prizes, seemed to be at hand 
in the fact, easy to establish by statis- 
tics and graphs, that prices did rise 
during the period of low discount rates 
and began to fall soon after the policy 
of higher discount rates was inaugura- 
ted. The rercedy seemed clearly to be 
a radical cut in discount rates, which, 
it was claimed, would result in the 
expansion of credits or, at least, in pre- 
venting contraction and in a check on 
the price slump and, if continued, in 
an upward movement of prices. 

The spokesmen of the distressed 
classes in the community deluged the 
Federal Reserve Board with appeals 
for this kind <f relief and, upon its re- 
fusal to grant it, with criticism and, in 
some instances, even with abuse. The 
Board was clearly between the devil 
and the deep sea. There was no ques- 
tion about the necessity for high dis- 
count rates and the removal of the 
differential in favor of government 
paper-secured loans if the credit sys- 
tem of the country was to be kept in a 
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clear on the other hand that that policy 
was unpopular. 


Recent Criricisms or RESERVE 
Boarp Po.icy 


The old saw that misfortunes never 
come singly proved true in this case. 
At this truly critical time the Federal 
Reserve Board was publicly attacked 
in newspapers and before Congress. 
Beside the abolition of the progressive 
rates in force in four of the districts and 
a general cutting of discount rates, it is 


not easy to determine precisely what- 


these critics wanted the Board to do, 
but one demand seems to have been for 
it to undertake the task of cleaning 
up all the dirty places in our banking 
system even to the extent of correcting 
` the bad practices of individual bankers. 
Through the examinations conducted 
by the Controller of the Currency a 
number of these had been discovered or 
at least it was so thought. It was also 
demanded that the Board use its influ- 
ence with the Federal Reserve Banks 
to force or to induce them to refuse to 
grant credit to member banks that 
were not playing the bankmg game in 


the manner in which the critics thought . 


it ought to be played. 

In the coursé of this campaign of 
criticism, a number of charges were 
brought against the Federal Reserve 
Board and the Federal Reserve Banks, 
. especially that of New York City. 
The chief of these were: that the Board 
is suffering from “bureaumania” and 
is unsympathetic, governing itself by 
general rules which it refuses to relax 
in individual cases which are thought 
to appeal to the sympathy of its mem- 
bers; that it is extravagant, sanctioning 
too high salaries and other unnecessary 
expenditures; that it has permitted an 
inequitable distribution of credit, Wall 
Street being favored and the farmers 
pinched; that it refused to abandon the 
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progressive rate policy or even greatly 
to modify it when cases of what were 
regarded by thè critics as excessive rates 
were brought to its attention, and that 
it refused to reverse its rate policy when 
the harm being wrought by the slump 
in prices became apparent. 

In support of these charges, the 
critics indulged in fallacious reasoning, 
misuse of statistics and the familiar 
tricks of the political stump speaker. 
They frequently disregarded those 
parts of the Federal Reserve Act which 
determined the distribution of powers 


-and duties between the Federal Reserve 


Banks and the Federal Reserve Board, 
or put an interpretation upon them 
which varied from that made by the 
Board. In matters of this kind there 
is often room for differences of opinion, 
but the critical energy was moved by 
the assumption that the Board was 
wrong and refused to conform to the 
Judgment of a superior wisdom. 
Apparently the critical force had no 
conception of the consequences that 
would follow the Board’s failure strictly - 
to follow general rules of action impar- 
tially applied. Even if the laws under 
which it operates gave it the right so 
to do, the attempt to deal with the cases 
of individual bankers or of individual 
borrowers would soon swamp it with 
an unmanageable mass of detail and 
render impossible the execution of any 
policy however necessary or desirable. 
The favorite method of proving that 
Wall Street was being favored and the 
farmers pinched was to quote statistics 
that show that the Federal Reserve 
Bank of New York was loaning at one 
time to one member bank, or to a few 
large member banks; more than certain 
other Reserve Banks in the agricultural 
sections were loaning to large numbers 
or to all their member banks. That 
it is necessary to observe the relation 
between the amount of the real credit 
needs of all the constituents of each 
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Federal Reserve Bank and the total 
amount of loans in each case before 
such statistical comparisons can have 
any significance, either never occurred 
to the critics or they chose to ignore the 
fact in order to make an effect on their 
audience. Moreover, these facts were 
not emphasized: That Reserve Banks 
in the farming country borrowed from 
other Reserve Banks, usually in the 
East, or that large banks in centers like 
Chicago ran up their indebtedness at 
the Federal Reserve Banks, in part if 
not chiefly, to help their correspond- 
ents located in agricultural sections. 
Much was also made of the fact that 
some member banks in the New York 
district, rediscounting heavily at the 
Federal Reserve Bank, were them- 
selves loaning heavily to speculative 
customers, without attempting to show 
what was the proportion of such 
loans to the total in each case or how 
cutting down the lines of discount of 
these banks at the Federal Reserve 
Bank would have affected their con- 
stituents as a whole; or without even 
debating the question whether it would 
be good policy for the Federal Reserve 


Bank in New York to refuse to redis- 


count good, eligible paper for a bank 
on the ground that it disapproves some 
of its loans. 

The opponents of Reserve Board 
policy appear to believe that the Fed- 
eral Reserve Bank of New York and 
the Federal Reserve Board are guilty of 
sins of omission or of commission rela- 
tive to the New York call loan market. 
They argue that high rates on that 
market attract funds from other parts 
of the country: which ought to be 
loaned at home and otherwise would be. 
Just how they would use the Federal 
System to prevent this they nowhere 
make clear. Perhaps they would have 
the Federal Reserve Bank of New York 
refuse to rediscount for a bank that 
loans on the call market! 
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With almost hysterical enthusiasm 
were cited the cases of a little bank in 


_ Alabama and a few others in which the 


application of the progressive rate rule. 
had resulted m very high rates on a 
few loans. These were exploited to the 
limit in publie addresses. The mem- 
bers of the Reserve Board probably dis- 
liked these extreme results of the pro- 
gressive principle quite as much as 
anyone else, but they stubbornly 
thought out their own remedy. They 
recommended a rebate of the excessive 
interest payme2nts in these cases and 
the deferring of final judgment on the 
principle itself until wider experience 
should give them more light. The 
critics had-their own notions, however, 
and one was to play upon the feelings 
and prejudices of their audiences 
through the us2 of these extreme cases. 

The refusal of the Board to lower 
discount rates when the slump in 
prices occurred was classed as “‘unpar- 
donable.” The arguments disclosed 
complete uncoasciousness of the fact 
that there was room for differences of 
opinion regarding the best policy to 
pursue at that time or of the reasons 
for the Board’s refusal. The Board’s 
action could orly be accounted for on 
the ground of “inertia” or “inability 
to comprehend the meaning of events.” 


Discrimination AGAINST THE FARMER 


The criticism that the Federal Re- 
serve System has discriminated against . 
the farmers seemsto have been endorsed 
by a good many people in agricultural 
sections, especially in the South and 
some parts of the West where farmers 
have been especially hard pressed by 
the slump in prices. The real credit 


needs of these farmers have been very 


great and their desire for credit in 
many cases has been in excess of their 
needs, since they wanted loans to en- 
able them to hold their crops for cost- 
of-production-plus-profits prices for the 
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realization of which there were no real 
prospects. In many cases, doubtless, 
these needs and desires have not been 
satisfied and the Federal Reserve Banks, 
or the Federal Reserve Board, or both, 
have been held responsible for the 
failure. Why? 

The testimony of Governors Hard- 
ing, Strong and others before the Joint 
Commission of Agricultural Inquiry 
clearly shows that the Federal Reserve 
System has not been at fault in this 
matter; that, on the contrary, the 
resources of this System have been put 
- at the disposal of member banks in the 
agricultural sections without stint and 
that member banks have been urged 
to respond to the farmers’ needs to the 
fullest extent possible. There is no 
evidence that rediscounts of eligible 
paper have been refused member banks 
in these sections, but, on the contrary, 
the evidence shows that the Federal 
Reserve Banks in these regions have 
borrowed heavily from other Federal 
Reserve Banks and stretched the eligi- 
bility. rules to the limit in order to ac- 
commodate such banks. ‘There is also 
abundant evidence that member banks 
have taken advantage of these privi- 
leges and as a whole have responded 
liberally to the farmers’ needs. Their 
rediscounts and loans have expanded 
rapidly since the slump in prices began, 
the former passing far beyond the 
normal lines of credit set for them by 
the regulations of the Federal Reserve 
Banks, and in many cases member 
banks have-gone beyond the limits set 
by sound practice in order to accom- 
modate their farmer customers. 


LIMITATIONS OF COMMERCIAL BANKING 


The explanation of the farmers’ 
criticisms must be sought in a mis- 
‘understanding of the limitations of our 
commercial banking system, on the one 
hand, and of our Federal Reserve Sys- 
tem, on the other. These critics do 
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not know that the chief stock-in-trade 
of commercial banks is short time self- 
hquidating paper, that the amount of 
any other kind of paper they should 
carry is strictly limited and that, if 
they go beyond this limit, they get 
themselves and everybody else into 
trouble. Nor do these critics realize 
that a large part of their own paper in 
normal times, and’ most of what they 
have to offer in these critical times, is 
not of the short term self-liquidating 
kind. It is unfortunate that we do 
not have institutions especially fitted to 
satisfy these credit needs, but the.fact 
is that we have not. Our banking 
system is defective at this point, but 
from this fact it does not follow that it 
would be good policy, or any advantage, 
even to the farmer, to wreck our com- 
mercial banks in an effort to do what 
they are unfitted to do. 

Neither do these farmer critics seem 
to know that a Federal Reserve Bank | 
can serve them only through a member 
bank and then only by means of redis- 
counting eligible paper. If the mem- 
ber bank with which the farmer deals 
does not have eligible paper or is un- 
willing to offer it for rediscount, the 
Federal Reserve Bank can do nothing. 


Misauipen -OPPOSITION 


-The farmer has also misunderstood 
the operation of high rediscount rates, 
especially those of the progressive 
variety. He has thought that these 
rates have prevented rediscounts by 
his bank and in this way have made it 
impossible for his banker to accom- 
modate him. In some cases, doubtless, 
he has been given this impression by 
the banker himself who has preferred 
“passing the buck” to the: Federal 
Reserve Bank to giving his customer 
the true reason for his unwillingness to 
accommodate him. That rediscounts 
in agricultural sections have not been 
prevented by high rediscount rates is — 
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shown by. the facts. The rediscount 
item has increased in spite of these 
rates. What these high rates were 
intended to accomplish and what they 
evidently did accomplish, was to force 
more careful discrimination between 
real and unreal and between greater 
and lesser needs and to cut down the 
volume of speculation. 

_ Farmers have also been infected by 
the theory that the so-called deflation 
policy of the Federal Reserve Banks 
caused the slump in prices. 


Pus.ic Suprort or CLAss CONTROL 


No one would be so rash as to claim 
infallibility for the Federal Reserve 
Board or for the responsible officers of 
the Federal Reserve Banks, least of all 
these persons themselves. It would 
be strange if they had not made mis- 
takes. They have had to conduct a 
. new institution during a period in 
which conditions were excessively ab- 
normal and in which principles and 
rules of action, seemingly well estab- 
lished by experience, were clearly in- 
applicable. They have had to blaze 
new trails and to settle new problems 
upon which very little light was thrown 
by past experiences here or in other 
countries. But no fair-minded person 
can read and digest the testimony of 
Governors Harding, Strong, Miller and 
others before the Joint Commission of 
Agricultural Inquiry and escape the 


conviction that every policy they 
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` adopted was carefully thought out in 


the light of the actual conditions con- 
fronting them, that these policies 
worked on the whole extremely well 
and in the best interests of the country, 
that these mən are able and conscien- 
tious and know their business and that 
the country was very fortunate to 
have the operation of the Federal 
Reserve System in their hands during 
this extremely critical period in its 
history. 

The unforzunate thing is that few 
of the fair-m-nded people of the coun- 
try can or will read that testimony. 
The ordinary man knows little about 
banking and would find it difficult to 
understand Ciscussions regarding it if 
he did reac them. Public opinion 
regarding such matters is not formed 
by caréful reflection and weighing of 
the facts. Large numbers of people 
are bound to be influenced and to have 
their opinions determined by such 
criticisms as have been made. Since 
the charter period of the Federal Re- 
serve Banks extends for several more 
years, the effect of this misguiding of 
the public mind and feeling is likely to 
be demands upon Congress for modifi- 
cations of the Federal Reserve System 


“in the directicn of making it subservient’ 


to special interests and attempts to 
put the system in the control of men 
who will use it in the promotion of such 
interests. It is time for the friends of 
sound banking to be on the alert. 


The Development of an Open Market for 
Commercial Paper 
£ By E. E. AGGER 


Columbia University 


Y T is the function of an open discount 

market to promote mobility, elastic- 
ity and maximum economy in the use 
of credit. Mobility is assured through 


45 


the free sale and purchase of bills and 
paper acceptable as a basis of dealing 
in the market. Where pressure is felt 
bills are offered for sale and the result- 


— 


210 


ing funds relieve the pressure. The 
funds are offered by those districts 
where temporary abundance prevails, 
and -where, therefore, a - profitable 
employment of the surplus is sought. 
Thus, through the instrumentality of 
the discount market, funds ‘are trans- 
ferred from places where they are 
wanted less to places where they are 
wanted more. This is the essence of 
credit mobility. Just as an open dis- 
count market promotes mobility of 
credit it also promotes elasticity, 
namely, expansion and contraction’ in 
response to changing demand. An 
increase in demand is indicated by a 
growing abundance of paper offered in 
the market, A decrease in demand is 
likewise reflected in the liquidation of 
maturing paper, and in the diminution 
in the volume of new paper flowing into 
the market and offered for sale. The 
more abundant offering of new paper 
tends to lead to credit expansion, while 
the liquidation of that which matures, 
and which is not offset by a corre- 
sponding offer of new paper, results in 
contraction. 
An open discount market can be 
developed irrespective of the system 


of reserve organization that may | 


‘characterize a given country. Even 
‘under a system of scattered reserves, 
there is nothing to prevent banks and 
individuals in different sections of the 
country from buying and selling dis- 
counts from and to one another and 


from developing whatever market. 


machinery may be necessary for the 
purpose. Yet since such operations 
necessarily imply large and rapid 
movements of funds, it is obvious that 
under a centralized scheme of reserves, 
with effective clearing machinery, the 
inevitable shifting of funds’ growing 


out of open market operations can- 


be executed with least friction and 
delay. : 
Moreover, under a centralized system 
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of reserves an open discount market 
contributes toward economy of opera- 
tion of the credit system because, by 
promoting the free flow of funds, it 
permits the full utilization of available 
credit in the market before further 
expansion by the central institution 
becomes necessary. If pressure devel- 
ops In any area, through the facilities 
of the open market the surpluses of 
other areas can immediately be drawn 
upon without initial resort to the 
reserve holding agency. With an open 
discount market the free credit tends 
to be completely absorbed before the 
central reserve agency is called upon 
for the expansion that usually implies 
a weakening of basic reserves, 
Lastly, it may be said that an open 
market may also be serviceable in the 
international flow of credit and m the 
safeguarding of the domestic reserve 
situation. If the market is sufficiently 
well established, and if the dealings in 
it are of a nature and a scope to en- 
gender the necessary confidence, the 
foreigner may be induced to enter in 


‘it and to invest in its wares such sur- 


plus funds, temporarily available, as 
he can command. As demand increases 
and as rates of discount rise, larger and 
larger sums may be attracted from 
abroad. This tends favorably to affect 
the exchange rates and may obviate the 
necessity of bullion shipments. 


CONDITIONS CREATING AN OPEN 
Discount MARKET 


Since an open discount market can- 
not create itself, it follows that the 
development of such a market must be 
contingent upon a favorable conjunc- 
ture of circumstances. j 

First of all, an open discount market 
requires forms of discountable credit 
instruments that will lend themselves 
to a free market handling. Not all 
credit instruments, of course, are avail- 
able for open market operations, Un» 
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der the old national banking system, 
both law and practice checked the 
development of satisfactory open mar- 
ket instruments.’ The typical Ameri- 
can credit 
system was the single name promis- 
sory note, which, owing to the obvi- 
ously personal character of the credit 
which it represented, was not adapted 
to open market operations. We had a 
so-called “commercial paper market,” 
but its facilities were at the service 
only of large and nationally .known 
firms. Moreover, it was a market for 
the first placement rather than for the 
free rehandling of paper. It would 
therefore hardly be regarded as a real 
discount market. 

-Similarly, the old commercial time 
draft which had been a common in- 
strument in pre-Civil War days, de- 
generated, under the pressure of the 
cash-discount and the open-account 
system, into a sort of “dunning”’ 
instrument, employed, in all except a 
few lines, for the purpose of collect- 
ing overdue accounts. The bankers’ 
acceptance, on the other hand, which 
is admirably adapted to free and rapid 
exchanging, was practically unlawful 
down to the time when provision was 
made for it in the Federal Reserve Act 
and in some state laws. Thus we had 
no open discount market in this coun- 
try because we had no paper that could 
be handled in such a market. 

But in addition to a satisfactory 
commodity to be handled in a market, 
it is also necessary to have prospective 
buyers and sellers. In other words, 
there must be a favorable attitude 
toward the market and a willingness to 
use its facilities on the part of those who 
are expected to resort to it. But in 
this respect, also, American banking 
practice had developed along different 
lines. We had put the emphasis on 
independent, highly competitive local 


institutions, each more or less distrust- 


r 


instrument under that. 
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ful of the rest and safeguarding its 
business secrets with a peculiar jeal- 
ousy. The eash-discount and single- 
name system also tended to emphasize 
the direct relations between the banker 
and his’client and was thus inimical to 
the development of a system which 
implied the free handling of paper in 
an open market. In general, except in 
their relations with their regular metro- 
politan correspondents, bankers did 
not wish to confess the need for any 


‘assistance. Hence there was a strong 


~~ 


tendency for them to hold on to the 
paper that hey had originally dis- 
counted. Tkey also often objected to 
disclosing the rates which they orig- 
inally charged, and some have accused 
them also o? wishing to “hog” the 
whole interest and of being unwilling 
to split it with others through a proc- 
ess of redisccunting or reselling in an 
open market. However all this may 
be, the fact remains that our bankers 
were not perticularly well disposed 
toward open discount market opera- 
tions. . 


Tue Reserve System PROVIDES. AN 
Oren MARKET 


The framers of the Federal Reserve 
Act thus had a task on their hands. 
The advantages of an open discount 
market were freely enough conceded, 
but how were they to provide the neces- 
sary technical expedients? And how 
lay the foundation for a favorable 
attitude toward such a market? In an 
earlier article published in Taz ANNALS 
in January, 1916, the writer discussed 
the provisions of the Federal Reserve 
Act and the regulations of the Federal 
Reserve Board bearing on the subject 
of commercial paper and promulgated 
up to that time. The great contribu- 
tion of the Act itself was a system of 
reserve centralization and control, the 
basis of a system of domestic clearings 
and transfers, and the legalization of 
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f > 
bankers’ acceptances. These. accept- 
ances ‘were at first limited to export 
and import transactions, but were later 
made applicable to domestic transac- 
tions as well. 
of acceptances for which a member 
bank might make itself liable was 
mcreased from 50 per cent to 100 per 
cent of its combined capital and sur- 
plus. The Board’s contribution is to 
be found in the regulations which it 
has drawn up in connection with the 
different forms of commercial paper 
and in the policies which it has pur- 
sued toward encouraging the use of, 
and the investment in, paper accept- 
able for open market operations. 

At the present time it may be said 
that Section 13 of the Reserve Act 
supplies the member banks with their 
authority to engage in the acceptance 
business. The acceptances which they 
create must have a maturity not 
greater than six months, exclusive of 
days of grace. They may grow out of 
transactions involving the exportation 
or importation of goods or out of those 
involving domestic shipments, but in 
the latter case the acceptances must 
be accompanied by shipping docu- 
ments conveying or securing title at the 
time the member bank makes the 
acceptance, or they must be secured by 
warehouse receipts or other such docu- 
ments conveying or securing title 
covering readily marketable staples. 
Similarly, under regulations drawn up 
by the Board, member banks may 
accept drafts or bills of exchange 
drawn upon them by banks or bankers 
abroad where the purpose is to furnish 
dollar exchange required by the usages 
of trade. Such acceptances must not, 
however, have more than three months’ 
sight to run. 

The total amount of acceptances for 
each member bank is restricted to a 
sum equal to one-half of its paid-up and 
unimpaired capital and surplus, al- 


Similarly, the amount. 
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though under general regulations the 
Reserve Board may authorize a mem- 
ber bank to accept bills growing out of 
exports and imports up to the full 
amount of its capital and surplus. 
There is, however, the proviso that in 
no event may the domestic or the dol- 
lar exchange acceptances exceed a total 
of fifty per cent of the member banks’ 
capital stock and surplus. Similarly, 
there is a general restriction to „the 
effect that no member bank may accept 
for any one person or firm to an amount 
greater than 10 per cent of its paid-up 
and unimpaired capital and surplus 
unless the member bank is secured 
either by attached documents or by 
some other adequate security growing 


-out of the same transaction as the 


acceptance. All acceptances in these 
different classes which mature within 
three months, exclusive of days ‘of 
grace, and carry the indorsement of at 
least one member bank, are eligible 
for discount at Federal Reserve 
Banks. 


But more important still, so far as an 


open discount market is concerned, 


are the provisions of Section 14 of the 
Federal Reserve Act. This section 
authorizes Federal Reserve Banks, 
under regulations prescribed by the 
Board, to purchase and sell in the open 
market, at home or abroad, from or to 
domestic or foreign banks, firms, cor- 
porations, or individuals, cable trans- 
fers and bankers’ acceptances and bills 
of exchange of the kinds and maturi- 
ties made eligible for rediscount, with 
or without the indorsement of a mem- 
ber bank.! 

Since nothing like an open discount 
market had developed in this country, 
it was foreseen that in trying to build 
one up and to win the support of the 


1 In this connection attention should be called 
to the fact that some of the states have also 
authorized their banking institutions to engage 
in the acceptance business. 
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member banks, the leadership of the 
Reserve Banks would have to be relied 
upon. This is what gives special sig- 


nificance to the provisions of Section ` 


14. For the same reason much sig- 
nificance attaches also to the regula- 
tions of the Board bearing on the 
eligibility of paper for rediscount at 
and for open market purchases by the 
Reserve Banks. 

In general, it may be said that paper 
to be eligible for discount must have 
grown out of a transaction involving 
“producing, purchasing, carrying or 
marketing goods in one or more of the 
steps” of “production, manufacture 
or distribution, or for the purpose of 
carrying or trading in bonds or notes 
of the United States.”? On the other 
hand, it must not be paper whose pro- 
ceeds are to be used for fixed invest- 
ments of any kind or for other capital 
purposes; or paper used for specula- 
tive purposes or for lending to others. 
Various expedients such as statements, 
shipping documents, warehouse re- 
ceipts,.etc., are relied upon to guarantee 
the essential nature of the paper and 
to safeguard its security. For pur- 
poses of rediscount Section 13 of the 
Reserve Act made eligible notes, drafts 
and bills of exchange of certain types. 
But open market purchases by the 
Reserve Banks were limited to bankers’ 
acceptances and bills of exchange of 
the kinds and maturities made eligible 
for rediscount by Section 13. The 
effect of this limitation was to rule the 
promissory note out of the field of open 
market purchases, leaving within this 
field bankers’ ‘acceptances, bills of 
exchange and so-called trade accept- 
ances which are defined as drafts or 
bills of exchange “drawn by the seller 
or the purchaser of goods sold, and 
accepted by such purchaser.”’3 


2 Regulations A, Series of 1920. 
2 Regulation A, Series 1920, Section V. 


‘some of the 
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THe RESERVE SYSTEM ENCOURAGES 
AN Opmn Discount MARKET 


From the beginning the Reserve 
Board has done all that it could to 
further the devėlopment of an open 
discount market. It encouraged the 
Reserve Banks in their efforts to 
emphasize the importance of accept- 
ances as investments, not only by 
their own purchases but also in the 
favorable rates that were accorded 
them. The Board has cordially ap- 
proved the acceptance service that 
Reserve Banks have 
provided for their member banks. Sim- 
larly, the Board has also dealt gen- 
erously with acceptances in its regula- 
tions and decisions, although it has 
tried at the same time to maintain the 
principles laid down in the Reserve 
Act with respect to the fundamental 
character of the paper. During and 
immediately after the War the Board 
stretched a point with respect to 
renewal paper, but only in exceptional 
cases can such paper now be considered 
eligible.* 

Favorable rates of discount were 
recognized from the outset as the 
strongest practical stimulant to the 
growth of an acceptance market. In 
their open market purchases the Re-- 
serve Banks, that were primarily con- 
cerned, quoted more favorable rates 
for acceptances than for other com- 
mercial paper and granted the same 
discrimination also for acceptances 
directly discounted for the member 
banks. Such preference was consid- 
ered fully justified by the essential 
character of the paper. On the other 
hand, the Reserve Banks allowed the 
open market rates to control buying 
rates as largely as possible, shading 
the rate slightly where a strong indorse- 


‘See Sixth Annual Report of the Federal Reserve 
Board covering operations for the year 1919, 
page 22. Ibid., page 33. 
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ment justified it. To induce broader 
purchases by member banks the Board 
itself recognizes that a differential rate 
must be maintained in favor of prime 
` bills indorsed and rediscounted by 
memberbanks. Such differential always 
assures the member bank of some 
profit should it find itnecessary or desir- 
able to rediscount at its Reserve Bank 
the acceptances that it has purchased.’ 


SPECIAL INDUCEMENTS to Buy 
ACCEPTANCES 


As a further inducement to member 


banks to invest in acceptances, some 
of the Reserve Banks have maintained 


special lines of service. The New York. 


Bank, for example, has for several years 
bought bills in the open market on 
member bank account. If desired, the 
Reserve Bank retains the paper, col- 
lects it at maturity and credits the 
member bank’s account. The Rich- 
mond Reserve Bank also buys accept- 
ances for its member banks andallows 
the member bank to specify the names 
of the acceptors whose paper is wanted.’ 
The Richmond Bank also has been 
buying unindorsed bills directly from 
the acceptors. This encourages the 
member bank to utilize its acceptance 
powers, and, at the same time, affords 
the Reserve Bank the opportunity of 
keeping well informed concerning the 
methods employed in the granting of 
acceptance credits. The Boston Bank 
has been making persistent efforts to 
cultivate investment in acceptances 
for secondary reserve purposes. The 
Cleveland and Chicago Banks report 
a steady broadening of the market as 
a result of successful missionary work 


5 See Sizth Annual Report of the Federal Reserve 
Board covering operations for the year 1919, 
page 23. 

8 Report of Federal Reserve agent, Sixth 
Annual Report of the Federal Reserve Board, 
page 319. 

T Seventh Annual Report of the T oderat Reserve 
Board, page 52. i 
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with their member banks through their 
member bank relations department.’ 
In the development of the accept- 
ance market it was recognized that the 
dealer would of necessity play an 
important part. It'is essential to the 
success of the acceptance that it be 
quickly sold after acceptance has been 
effected. The dealer has been increas- 
ingly relied upon to effect a rapid dis- 


‘tribution of the paper as it is created. 


Naturally, unless there is a rapid turn- 
over in the market, the dealer may 
have to carry large amounts.’ This 
requires more capital than most dealers 
can afford, and hence some of the 
Reserve Banks have followed the prac- 
tice of carrying a part of this load. 
The Banks take the paper for fifteen 
day periods under a re-purchase agree- 
ment, pending distribution.® This has 
made it possible for the dealers to 
operate continuously on a much larger 


“scale than would otherwise be the case, 


and it has meant much, therefore, in 
the upbuilding of the market. 


EXTENT OF THE ACCEPTANCE MARKET 


The principal market into which 
acceptances flow is, of course, New 
York. This has thrown a special bur- 
den onthe New York Reserve Bank, but 
through allotments to other Reserve 
Banks this burden has been distributed 
to some extent.!® Purchasers of accept- 
ances were at- first only the larger 
banks, but today dealers have as 
clients in addition to many banks, 
corporations, firms and private indi- 
viduals. During the past year heavy 
purchases on foreign account have also ` 
been made.” Moreover, in some states 


8 Seventh Annual Report of the Federal Reserve 
Board., page 52. 

° Ibid., page 51. 

10 Thid., page 51. 

u Thid., page 50, p. 366. 

2 See Report Federal Reserve agent, New 
York District—Seventh Annual Report of the 
Federal Reserve Board, p. 882. 
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by act of legislature bankers’ accept- 
ances have been made eligible invest- 
ments for savings banks and this prom- 
ises a fruitful source of demand. The 
main development has naturally come 
in the larger industrial and commercial 
centers. The Board states that, as a 
rule, in the South, Southwest and 
certain parts of the West, member 


banks have only partially exercised. 


their acceptance powers, while pur- 
chasers of acceptances are almost 
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of these districts.“ But it is reasonable 
to suppose taat as time goes on the 
advantage of the acceptance as a 
liquid, short-time investment will be 
quite generally recognized and the 
scope of the market should ‘be more 
nearly countrywide than it is now. 

The general trend of the acceptance 
may be indwated”by a few tables. 
Table.I shows the acceptance liabilities 
of member banks at each controller’s 
call since November, 1915. 


exclusively banks in the larger centers Tables II and ITA show the Reserve 


TABLE I. Votoms or Memper Bank AccEPTANCES AS PIR THE CONTROLLER’S 
CALL FOR THE SPECIFIED DATES 2 


(In thousands) 
Novémber 1001910 win et encase te eee aoe raaa ees 266 
December SL 1010 wc ranra ae ai e haa dks ee ee ideas 32,876 
March 7, 1916.......... a Sah ccs eS ated alae 42,677 
Mav Te LO LG clot ct ye ee genes ae eae Rte aye hee e a a EA 62,452 
dune S07 OIG vou owas et sa wala nee Saas bs isis cate EOE 73,641 
meplemnper-1 2. 1016 ick ee eae dar aaah eh aelae bee eee aaa aes 81,290 
December Sr TOO aa se dws oma ae at Seeding es Be week eats 107,909 
Maroh 5s TOT Ta ane bert oh O4 4 ONS RECE OS Wad een da ko EA 108,550 
May 1, 1917.............. NENES DEAT OREN 118,799 
Jeso TIT aaar a A A EE ETL A AS 157,870 
September 11, 1917. ......cccceceeuccceeccccuecetcensvesees 198,231 
November 20, 1007 io viene reni ee Sak eke eet aa hanna ss 153,645 
December’ $1, 1917 cicivancc ecewantens deieee der bede Goon he eles 217,190 
March 4, 1918 te eee er eee rer te ere eT ere 230,164 
Mav 10, 1918 eraai e E taae wade awa ree a ew os aane 250,323 
= June 2g TIIR PP grad we rr eR A a e Ni 231,805 
August 31, 1918............0--00 6. Ss Sy uth ied Cabra cca E elt seis 243,772 
November 1, 1918... ...... 0.000.050.0000 E A E ca ece oe $32,719 
December 81, 198s 5.2 os 4 ses Rhea edited kee a eee eee eee 305,101 
Marcha TOTO a hd eal E nse tari AA ew eae kek 269,173 
May 19: 101 ei ak oe ork aerated ohn EEEE E EA 224,150 
June 30, 1919........ E A EANET TEE ah EE ... 272,035 
September 19.: 1919r tained NOTELE AEAN O EEEN 823,226 
Novémber AT, 9l esarri nET AEA 859,109 
December 831, 1919......unnesesnresrenersresress Sib ws eet 407,639 — 
February 28,1920 cic eire ey tain dow hewn E eek eau bs 424,669 
Mayd 1920 eos aia stenetetane ee ere ee re ere 438,430 
June S051 000 sores oe see ae we eS CEEE EEE 431,196 
peptem ber 5; 1920 rasau iere e s E E REE 414,583 
November 15, 1920.........0.... 00005 Gi, Wi ara a ore wb kee ane eens 406,525 
December 29, 1920... cc ce cc ccc ce ee ce ese c eee eeraceeeree 375,416 
Febuary Gly LUO) a hts cowerneatiwiws ear be Geen e ae wee $45,644 
April 26, 10¢lvopec bos seed oe diuietus EALA meee $04,231 
DUNC SU. E oe oo ee eee ay eae ee E E 250,925 


a Specially prepared by the Division of Analysis and Research of zhe Federal Reserve Board. 


8 See Report Federal Reserve agent, New York District—Seventh Annual Repori of the Federal 
Reserve Board, p. 382. 
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TABLE IJ. Frprerau Reserve Banx Discounts AND PURCHASES or TRADE AND BANKERS’ 











Acteprances > 
: (In thousands) 
- Discounts Puncuases IN Oren MARKET 

YEAR 
Bankers Trade Bankers Trade 
TOLD. ahd E E se touwns aaah tees 1,959 64,814 31 
ESL: ae E Oa ae eee 5,212 369,762 16,333 
JOLT oe capa E E a ga 37,771 1,046,766 30,948 
TOT: ons bs E A EE S A 19,940 187,873 1,748,503 61,036 
DE a E E EAE E E EN 71,643 138,420 2,788,619 36,558 
1920....... Pero ELE TET 187,162 192,157 3,143,737 74,627 
1921-9 Mo... ccc cc ce eee ee 49,810 101,129 986,851 ` 6,687 

` 
TABLE ITA. Samm DATA BY Montas ror 1920 anp 1921 tro DATE 
DISCOUNTS PURCHASES IN Oren MARKET 
1920 
Bankers Trade Bankers Trade 
January... ccc ccc eceeuecs 17,226 16,520 299,746 2,706 
Febriairi sron iriaren 28,611 11,001 296,959 3,349 
March. soi veadw een FV ewes 34,534 93,3838 298,459 4,901 
Arid iva 6 T AIEEE -28,172 15,296 240,704 6,890 
MSV chiki aebese ds vedas 15,254 16,541 270,498 3,739 
JUNE Sse caress ee iene eee 9,431 13,988 261,333 24,419 
JUV E E E T EA 7,069 13,457 209,296 10,168 
BUGUBE oo Geek saa ati peisea 5,490 14,011 947,438 | 12,270 
September... ........0cccere: 8,103 17,160 255,858 2,131 
Octabet eisiea ae a 10,354 19,389 280,162 1,670 
November..........cccceeee: 13,275 15,143 230,832 1,008 
December. .......c..e0eecece: 9,643 16,318 252,452 1,876 
ee ee rere 187,162 192,157 |” 3,148,737 14,627 
1921 

PQNUALY 22 cnc ce Sade eles 8,430 20,171 121,135 1,064 
February... 0... cece cece cece 6,159 13,256 167,362 2,079 
March. ..sesssssssrrsrseceena 11,512 11,709 148,698 557 
April...... ie, Ghee ta E saan aon 7,404 10,860 121,412 2,099 
May... ccc ceccccccceucseees 6,560 9,768 137,980 622 
JUDG oeenn a kee eae 3,790 9,937 64,599 75 
JULY ce wren oleae taneous 1,942 $8,673 46,623 47 
AUQUN aca oe ester kee es 1,408 8,781 107,270 33 
September............ccue ee. 2,605 7,974 81,772 111 
9 Months............4.. Wa 69,810 101,129 996,851 6,687 





b Specially prepared by the Division of Analysis and Research of the Federal Reserve Board. 
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TABLE HI. Brus Bovet IN Open MARKET? E 
(In Thousands of Dollars) l 


Federal Reserve Bank 1917 1918 1919 1920 1921 (9 mos.) 
Paslon siger iera 86,481 194,158 360,782 304,445 ks 
New York. .........0000: 445,307 945,498 1,211,399 1,697,330 seine 
Philadelphia............. 70,710 77,686 14,049 41,232 
Cleveland............... 51,007 122,800 261,750 294,602 
Richmond......,......... 54,759 70,766 52,977 51,712 
Atlanta. .........ce ee cee 25,388 45,477 ° 51,661 39,576 
Chicago... ...... cece eae 61,142 ‘122,787 292,012 $45,021 
St. Louis... artes tence 22,788 26,096 87,508 36,020 
Minneapolis......... saga 16,397 13,908 108,714 18,060 
Kansas City.......; Susie 17,561 14,691 26,08€ 17,173 
Dallagsc reee tran 9,743 25,024 12,412 8,348 re 
San Francisco............ 48,018 150,653 345,827. 364,845 Js 

Totals aaeeei na 909,301 |- 1,809,539 2,825,177 3,218,364 





o Yearly returns Seventh Annual Report Federal Reserve Board, p. 52. 


Bank discounts and purchases of 
bankers’ and -trade acceptances for 
indicated periods. 

Table HI shows the purchases in 
the open market by or for the account 
of each Federal Reserve Bank during 
the years 1917-1920 included and for 
the first nine months of the present 
year. 


Furure DEVELOPMENT THROUGH 
BANKERS ACCEPTANCES 


It will þe observed that from the 
spring of 1920 down to the last quarter 
of 1921 the volume of operations 
declined. This was due primarily to 
the great decline in our foreign trade, 
but the collapse at home also exerted a 
considerable influence. Another no- 
table circumstance is the specially 
large drop in trade acceptances as 
contrasted with bankers’ acceptances. 
The experience with trade acceptances 
has not been particularly encouraging. 
In nature, the trade acceptance differs 
diametrically from the bankers’ accept- 


kal 


wer 


ance and experience seems to prove 
that it lends itself to serious abuse. 
Evils have been complained of also in 
connection with bankers’ acceptances, 
but such evils can be handled through 
the banks more easily than trade 
acceptance abuses can be remedied _ 
through the more numerous and less 
amenable private business firms. The 
future development of the open market 
is thus likely to rest more and more 


` completely on the bankers’ acceptance, 


and a great impetus would be given to 
this development if in domestic busi- 
ness a credit procedure based on the 
bankers’ acceptance were more widely 
employed. 


144 The Federal Reserve agent of District No. 
1 in his 1920 report to the Board says: “The 
development of the use of trade acceptance— 
at least the domestic trade acceptance—unlike 
that of the bankers’ acceptances, does not appear 
to have been: entirely satisfactory. That they 
have been misused there is little question, and 
for the most part the banks in the district do not 
feel any more favorably disposed, if as much so, 
to encourage thet use than in the past. 
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The Efficiency of Credit 
By O. M. W. SPRAGUE | 


Harvard University 


GOOD irrigation system and a 

perfect system of credit would 
exhibit strikingly similar characteris- 
tics. The supply of credit, as of water, 
would be abundant, produced at a min- 
imum cost, and free from interruption 
or exhaustion. Adequate means of 
distribution would be developed to 
furnish the water in the one case and 
credit in the other to every part of the 
territory to be served. And then, to 
secure good results, judgment must 
needs be exercised in both cases. Unin- 
telligent and lavish use of the water 
will be harmful to the crops and may 
exhaust the most abundant sources of 
supply. Similarly with credit, unre- 
strained use has an unfavorable effect 
upon industrial output, stimulates a 
rank growth of speculation and is the 
principal cause of extreme fluctuations 
m the general level of prices. Irriga- 
tion experience also teaches that ex- 
tensions and improvements in one 
direction may be wasteful and even 
positively hazardous unless they are 
accompanied by balancing develop- 
ments in other directions. This essen- 
tial requirement, if a credit system is to 
develop in a satisfactory fashion, is 
commonly overlooked. The estab- 
lishment and operation of the Reserve 
Banks has introduced many and im- 
portant changes in our banking system. 
Whether that development has been a 
well balanced development is, in my 
judgment, the most searching and im- 
portant question raised by our credit 
experience during. the last six ‘years. 


More Crenit at Lower Cost 


An increase in the-supply of credit 
and a reduction in basic costs are 
definite results of the changes in our 


banking arrangements brought about 
by the establishment and operation of 
the Reserve Banks. The reduction in 
reserve requirements for member banks 
and the concentration of those re- 
serves in the Reserve Banks, where 
they become in turn the basis for 
further credit in the form of Federal 
Reserve notes and also of reserve bal- 
ances, have greatly reduced the amount 
of gold or other reserve money re- 
quired to support a given volume of 
credit. Estimates of the saving thus 
secured vary somewhat, but for our 
present purpose it is sufficient to note 
that all calculations agree in the con- 
clusion that gold is now a basis for at 
least twice as much credit as in the 
period before the Reserve System was 
established. 

A reduction in the amount of gold 
required to support a given volume of 
credit would be followed by a positive 
reduction in the cost of bank credit if 
the volume of credit was not enlarged. 
Less gold would then be used for bank- 
ing purposes, and the surplus could be 
used in the arts or exported in payment 
for goods, services or securities. Again, 
insofar as additional credit might serve 
to increase production, a positive 
advantage would be derived from the 
reduction in reserve requirements. 
But manifestly the amount of addi- 
tional credit that can exert a favorable 
influence upon production is small. A 
large increase in the supply of credit, 
if freely used, is a positive detriment 
to industry. Its effects are seen in 
rapidly advancing prices, an over-ex- 
tended condition of business concerns 
generally, and widespread speculation, 
culminating in crises and followed by 
trade depression. 


Tue EFFICIENCY OF CREDIT 


Leaving out of consideration the 
special case of the use of credit in 
financing the War, it is not easy to 
discover any positive gain that the 
country has realized from economy of 
gold which has been secured through 
the establishment of the Reserve Sys- 
tem. So far, the results have been 
unfavorable. The additional credit 
was freely extended and we now are 
enduring the inevitable consequences. 
So far as the supply of credit is con- 
cerned, à repetition of this experience is 
entirely possible. Loan liquidation, 
always an incident of periods of depres- 
sion and abnormal gold imports, is 
placing the banks in position to grant 
billions of additional credit as soon as 
an active demand develops. 

A more certain gain from the Re- 
serve System is the assurance that the 
flow of credit will not be interrupted 
through exhaustion of supply or by the 


working at cross purposes of the banks ' 


as happened in successive crises down 
to’ and including the crisis of 1907. 
This assurance that the flow of credit 
will not be interrupted in the future is 
not the result of the increase in the-sup- 
ply of credit. It could have been 
gained without any increase whatever 
in credit supply. The exhaustion of 
the lending power of the banks on 
future occasions of financial strain is 
altogether unlikely because the Re- 
serve Banks recognize responsibility 
for the general credit situation in this 
regard, and regularly hold in reserve, 
power to extend credit on an extensive 
scale to be used freely in case of emer- 
gency. Through the Reserve System 
the banks of the country have also 
become closely knit together for settle- 
‘ment purposes, and. there is therefore 
no longer reason to fear that they will 
suspend payments on future occasions 
of financial strain, In short, that a 
future crisis will degenerate into a 
panic is no longer one of the hazards 
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_to which the conduct of business is 


subject. 


‘Tus DISTRIBUTION or CREDIT 


Turning now to the distribution of 
credit, the Reserve System is found to 
have made considerable, though by no 
means fundamental, changes. On 
account of the almost .complete ab- 
sence of branch banking in the United 
States, credit is far less fluid in this 
country than elsewhere. The supply 
of credit m each community, and 
especially in the smaller ones, is in 
large measure limited to the resources 
of the local banks eked out by such 
amounts as they may choose or are 
able to borrow from banks in other 
places. Through the Reserve Banks 
the borrowing facilities of many local 
banks have been materially enlarged. 
But it still remains true that credit is 
far less fluid than in the countries 
where banking is conducted by banks 
operating regional or nation-wide sys- 
tems of branches. This is the price, 
not necessarily too high a price, that 
we pay for our system of independent 
local banks, 

` It is in the employment of credit that 
the least change has followed the 
establishment of the Reserve System. 
Aside from certain general restrictions, 
each local bank, and properly, is free 
to employ its funds as may seem to it 
advisable. The Federal Reserve Act 
widened the scope of the lending activ-, 
ities of the banks somewhat by author- 
izing them to accept a limited range of 
bills of exchange and to lend a moder- 
ate amount on mortgage security. 
The Act also aimed at making com- 
mercial loans more attractive by ex- 
eluding other loans, with the exception 
of those secured by United States 
government obligations, from redis- 
count at the Reserve Banks. . 

These changes in the law and modi- 
fications in banking practice are im- 
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portant, but were not expected to 
change materially the general char- 
acter of the assets of the banks. 


More Creprr Wirsour New Uses 


This, then, is the gist of the situation 
resulting from the establishment and 
operation of the Federal Reserve 
System: an enormous increase in the 
available supply of credit and no con- 
siderable new uses for this credit. No 
new uses for credit are needed to ab- 
sorb this additional supply. The bulk 
of this additional credit cannot be 
employed with advantage to the com- 
munity, but only to its positive dis- 
advantage. Credit serves a productive 
purpose by facilitating the transfer of 
capital assets and of goods in process 
of production and marketing. But 
when business is active, and people 
are already fully employed, additional 
doses of credit do not result in a larger 
physical output of goods. Additional 
credit then subjects all imdustry to 


the unhealthful influence of protracted . 


advance in prices. The demand for 
credit grows more and more intense 
and is practically without limit. At 
such times, moreover, the thousands of 
competing banks are quite incapable 
of imposing restraint upon borrowers 
so long as they possess unused lending 
power. The fear that desirable deposi- 
tors will go elsewhere is strong and 
warps judgment. In these circum- 
stances, cautions and warnings from 
the Reserve Banks have little effect; 
they were not heeded in 1919, 

The Reserve Banks now have a re- 
serve which is nearly 75 per cent of 
their demand liabilities, with prospects 
good for a still higher ratio before con- 
ditions become favorable for a period 
of renewed business activity. Redis- 
counts to the amount of about $3,000,- 
000,000 could be granted and still, in the 
absence of gold exports,—an unlikely 
event—the Reserve Banks would be 
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well within legal reserve requirements. 
On the basis of the credits secured 
through these rediscounts the com- 
mercial banks of the country would be 
able to extend loans by from two to 
three times the amount discounted. 
In other words, it may be conserva- 
tively estimated that there is at least 
ten billion dollars of unused bank 
credit in the United States’ at the 
present time. 


Tue Discount RATE AND THE PRICE 
LEVEL 


In the Federal Reserve System we 
have-an agency which has the power to 
make a vast increase in the supply of 
credit for the bulk of which there is 
only one influence that will create an 
intense demand. That influence is 
rising prices. A moderate advance in 
prices may indeed have a beneficial 
effect on production after a period of 
depression, but a prolonged upward 
swing of prices creates speculative 
conditions, stimulates speculative ac- 
tivities, and tends to bring all but the 
most cautious business concerns into 
an over-extended condition. Such a 
prolonged upward movement of prices 
with all its disastrous consequences is 
hardly possible without large use of the 
credit resources of the Reserve Banks. 
It would seem, therefore, that the 
effect of advancing prices on the general 
business situation should be a factor of 


-the first importance in shaping the 


discount policy of the Reserve Banks, 
assuming more and more importance 
as a period of business activity con- 
tinues. The management of the 
Reserve Banks is, however, by no 
means inclined to this view of the’ 
matter. Responsible officers of the 
banks and also members of the Federal 
Reserve Board roundly assert that 
they are not concerned with the course 
of prices and that in the determination 
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of discount policies the price situation 
is not a definite factor. 

The attitude of the management of 
the Reserve Banks in regard to re- 
sponsibility for the course of prices 
forcibly recalls an experience of the 
most ancient of central banks. For 
more than a generation, the directors 
of the Bank of England. stoutly in- 
sisted that the Bank was no more 
responsible for the situation in time of 
crisis than any other London bank. 
Finally, largely as a result of repeated 
onslaughts by Bagehot in The Econ- 
omist—given more permanent form in 
Lombard Stree-—the policy of the 
Bank was definitely reversed and the 
course that has become universal 
practice in handling crises was adopted. 

There is unhappily little doubt that 
the Reserve System has lost somewhat 
in general public estimation during the 
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last two years. It bears much of the 
burden of the consequences of the 
unwise low discount policy which the 
Treasury Department unwisely in- 
sisted must be continued for more 
than a year after the Armistice. The 
wisdom subsequently manifested in 
refusing to grve way to demands for 
additional credit, which would have 
made a bad situation worse, could not 
be expected to make a strong appeal 
to the people at large. For the future, 
if not prevention, at least clear evi- 
dence that the Reserve System has not 
contributed to the creation of the 
intense activity that breeds depression 
is a reasonabl= demand on the part of 
the public. This expectation will not 
be realized if large additional supplies 
of credit are furnished by the Reserve 
Banks at times when prices are rising 
rapidly and persistently. 
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Barowm, D. C. Capital Control in New 
York (State). Pp.xxiv,225. “Price, $3.00. 
New York: McDevitt-Wilson’s Inc., 1921. 


Up to a few years ago, many public 
utilities had the habit of claiming that “a 
contract was a contract,” while, lately, a 
large part of the consuming public has been 
inclined to adopt the slogan as its own. 
But there has of late been evident a grow- 
ing realization on the part of the public 
that while revenge may be sweet, it has its 
limitations as a steady diet. We can exist 
without the utilities, but we cannot “live” 
without them; not only are they indispen- 
sable to our present standard of comfort, 
but they are already lagging faf behind our 
demands upon them. The utilities, on 
the other hand, cannot serve us without a 
sound basis of credit, the foundation of 
which is a budget which not only balances, 
but allows for the necessary reserve and 
emergency funds. The result of the har- 
rowing experiences of the last five years is 
that now, after the pendulum has been 
allowed to swing both ways, both the 
utility corporations and the public have 
experienced a deeper realization than ever 
before of the mutual benefit to be derived 
from the proper governmental control of 
the issuance of securities. 

In view of the more widespread realiza- 
tion of this fact brought about by recent 
events, a study of the regulation of security- 
issues accomplished in the State of New 
York is welcome at this time. New York 
was one of the first of our commonwealths 
to inaugurate effective control in this mat- 
ter, and, being the wealthiest and most 
populous of the states, the problems in- 
volved were especially numerous and com- 
plex; in fact, the First District Commission, 
with jurisdiction over the city of Greater 
New York,. had to cope with problems that 
were unique and without a parallel, either 
in this country or in Europe. 

The author of this monograph has traced 
the growth of New York’s administrative 
regulation of security-issues from the first 
crude and nominal beginnings in the early 
fifties of the last century to the middle of 
1918, since which time little of constructive 


significance has been accomplished. Really 
effective control of securities in the State 
of New York dates from the going into 
effect of the Public Service Commissions 
Law (July 1, 1907).- This act was fathered 
by Governor Hughes and its final enact- 
ment was due almost wholly to his’ per- 
sistent efforts. The passage of this act 
marked an epoch in public utility regulation. 
For years the control of the issuance of 
securities by regulative bodies had been 


recognized as the key to all the other as- 


pects of utility regulation, and this act, 
creating the Public Service Commissions of 
the First and Second Districts, respectively, 
not only granted them power to compel the 
rendering of adequate service to the public, 
but also clothed them with authority to 
approve or reject proposed issues of stocks 
and bonds. In the ten years following 
1907, the New York Commissions ac- 
complished a vast amount of pioneer work 
with the aim of securing as conservative 
capitalizations as were possible in the face 
of the chaotic conditions with which they 
were confronted, to the end that the .in- 
vesting public might be protected without 
the necessity of exploiting the consuming 
public either through the furnishing of 
inadequate service or the charging of 
exorbitant rates. 

The principles worked out by the Com- 
missions during this period, and subse- 
quently upheld or modified by the courts, 
make an interesting study both from the 
standpoint of governmental authority and 
of investment protection. In the further 
elaboration of sound governmental control 
of security-issues, which recent experience 
has shown to be so necessary for all parties 
concerned, these principles will be regarded 
as among the most valuable precedents 
available. 


Hayes, Epwarp Cary. Sociology and 
Ethics. Pp. viii, 354. Price, $3.00 net. 
New York: D. Appleton and Company, 
1921. 


This book may be said to be a footnote 
to a paragraph in the author’s Introduction 
to Sociology, published five years ago, in 
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which he wrote (page 4): “Sociology aims 
at nothing less than the transfer of ethics 
from the domain of speculative philosophy 
to the domain of objective science.” The 
book is essentially a plea for an objective 
scientific ethics—for a sociology which is 
an objective scientific ethics. 


Ethical theory, according to Dr. Hayes, . 


who is professor of Sociology at the Uni- 
versity of Illinois and now president of the 
American Sociological Society, has passed 
through the “three stages of progress” of 
Comte’s famous classification. It first had 
its theological stage, in which the moral 
law was regarded-as the voice of God in 
the soul of man. Then followed the met- 
aphysical period, with the concept of moral 
law as an abstraction emanating from the 
“Ding an Sich.” Finally, it is in process 
of entering the “scientific” stage, in which 
rightness and goodness of conduct will be 
determined by scientific study of ,the real- 
ities of life, wherein the values of life will 
be determined objectively. . 

It is a thought-provoking book. Soci- 
ologists who have emphasized the pure 
rather than the applied side of their sub- 
ject will find their practice sharply chal- 
lenged. Historical ethics is reminded of 
its a priori assumptions and preoccupations 
with an abstract individualism. Theo- 
logians and moralists, alarmed by the 
deterministic implications of social science, 
are reassured, such implications being rec- 
` onciled in their traditional views. Al- 


though the book is marred by a deal of - 


repitition, obviously the result of inter- 
mittent effort scattered ‘over a number 
of years, it'is a searching but optimistic 
analysis that will repay careful perusal. 
James H.-S. Bossarp. 
University of Pennsylvania. 


Barker, J. Evuis: Modern Germany, Her 
Political and Economic Problems. Pp. vii, 
496. Price, $6.00. E. P. Dutton & Co., 
1921. 


This is the sixth edition “entirely re- 
written and very greatly enlarged.” The 
writer is a widely known and very able 
authority, whose writings in the leading 
British journals have attracted wide atten- 
tion. In this edition he had condensed 
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much that appeared in earlier editions and 
ineluded seven new chapters. 


Lippincott, Isaac: Economic Develop- 
ment of the United States. Pp. xvi, 691. 
Price, $3.50. New York: D. Appleton and 
Company, 1921. 


One of the greatest needs of American 
students has been for a suitable economic 


_ history of the United States. Perhaps 


time Is necessary for the scholars of any 
country to produce such a work because 
of all that is involved. At any rate, for 
that reason or for some other, there has 
been a dearth of satisfactory studies. Even 
the monographic literature has been com- 
paratively meager. 

Professor Lippincott has taken a great 
step in advance in his treatment. As he 
observes in the introduction, he has not 
limited himself to a mere record of indus- 
trial progress, but has endeavored to bring 
together causes and results. After an in- 
troductory section on factors in economic 
development, the treatment is by periods 
through 1914 with a concluding chapter on 
the war period from 1914 to 1920. Empha- 
sis is well distributed over the different peri- 
ods and a common defect of such studies— 
over-emphasis on the earlier years—seems 
to have been avoided. The distribution 
of space between different phases of develop- 
ment may, however, be more open to crit- 
icism. For the period from 1860 to 1914 
only two chapters are given to the extrac- 
tive industries and two to agriculture, 
a total of 89 pages, while to manufactures 
and commerce are given eight chapters 
or 220 pages. We are still nearly fifty 
per cent a rural population. This fact 
and the acute problems presented by our 
rural conditions would seem to warrant a 
different emphasis. 

The volume is the best study yet avail- 
able, both for private reading and for the 
classroom, and will doubtless find a wide use. 


Bowman, Isaran, Ph.D. The New World. 
Pp. vii, 632. Price, $6.00. New York: 
World Book Company, 1921. 


The past few months have been months 
of intensive education of the American peo- 
ple in affairs international. The conclusion 
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of the World War with its ET of maps 
and its reordering of a and ‘of 
markets has made this world a very small 
one. This book gives a wealth of world facts 
each citizen should have at his disposal. 
The book is a geography replete with 
maps reliable and up to date; but it is more 
than a geography. The book is a history 
in that the important epochs in the his- 
torical, industrial, social and racial develop- 
ments of each of the countries are noted; 
but it is more than a history: It is a treatise 
of world-wide industry in that it gives the 
location and output of coal mines, and iron 
mines and other natural resources; it lo- 
cates the world’s industries, it outlines the 
world’s waterways, pictures the world’s 
routes for trade, and gives the industrial 
backbone of every nation. And yet it is 
more than a book on industry. It is also 
replete with matters political in their de- 
velopment and social in their origin, And 
yet it is something more than a source 
book on the leading social and industrial 
facts of the nations of the earth. The 
book is a mine of information as broad as 
human life itself and this information is 
concisely put and is accurate in its scholar- 
ship. Only one in close touch with the ex- 
tensive sources of the American Geograph- 
ical Society, and in close touch with all the 
information open to government officials 
preparatory to the many recent world con- 
ferences, could have had access to the diver- 


sified sources from which the knowledge in | 


this volume has come. 

The book discusses the problems of im- 
perial Britain, the political and colonial 
aims of France, Belgium as the crossroads 
of Europe, the Italian situation, the dem- 
ocratic drift in Spain, Portugal’s colonial 
policies, transportation and industrial prob- 
lems of Switzerland, the Scandinavian 
countries and Holland, the problems of the 
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German people, the national existence of 


- Austria, the new Hungary, the domain of 


the Czecho-Slovaks, Jugo-Slavia and the 
Adriatic, the new frontiers of Rumania, the 
mountaineers of Albania, the reunited 
Greek lands, the borderlands of Poland, the 
development of Lithuania, land tenure and 
trade outlets in Esthonia and Latvia, the 
geographical settmg and the problems of 
Finland, the ethnic groups of the Russian 
Empire with the background of the Russian 
disorder, Constantinople a$ a European 
thoroughfare, the Jewish homeland— 
Palestine, Anatolia—the last remnant of 
the Turkish Empire, the Transcaucasian 
peoples, the interests of Persia in their re- 
lation to British industry, the unsettled 
land of the Nomad in inner Asia, the raw 
materials in the Far East and their control, 
the expansion of Japan toward the main- 
land of Asia, the conflict of Chinese and 
Japanese interests, the Pacific realm and 
Australia, the past and present status of 
colonies, the European powers in Africa, 
boundary disputes in Latin America and 
the relations between Latin. America and 
the United States. 

Such a recital of the contents of the book 
gives some idea as to its value as a reference 
book at these times. Not the least valuable 
part of the book is its carefully prepared 
bibliography covering each of the points 
mentioned above and many, many others. 
In an Appendix is given a list of dates and 
names of principal treaties and agreements 
from 1814 to 1920. In addition to the 
maps are many choice- illustrations re- 
flecting the natural and industrial ,activi-. 
ties of many of the leading countries of the 
world. The book is a credit not only to 
the author but to American acpolarenie? in. 
general, 

CLYDE L. Kine. 

University of Pennsylvania. 
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kind of issue is eliminated by expe- 
rience. During all these four years 
Russian Monarchists have been work- 
ing to introduce the former order of 
things. But.such attempts have only 
brought about the complete failure 
of armed struggle for Russia’s libera- 
tion. The so-called “White armies” 


had considerable military success in the ` 


beginning, but invariably a great 
change would come, a hasty retreat and 
then evacuation. This is explained by 
‘the attempts of these White armies to 
introduce in Russia the former state of 
things. They brought with them former 
landowners and former administrators 


and as soon as the peasants saw these , 


they changed their minds, deciding it 
would be worse than Bolshevism. 

Of course, there are still some groups 
of former officers of the “ White armies” 
who are being organized and helped 
with money, particularly by German 
reactionaries. Their aim is, as before, 
to make use of Russia for their own 
economic restoration. However, even 
if they should succeed in taking some 
part of Russia, the attempt would not 
amount to much because of the afore- 
mentioned state of mind of the Russian 
people. The masses would never sub- 
mit to the reactionaries and this 
would only prolong the Revolution. 


No Possrerutry or REVERSION 
TO ANARCHY 


Some people say there is yet an- 
other possibility. Russia, if not made 
monarchist and brought back to its 
former state may revert to anarchy. 
Mr. H. G. Wells is responsible for that 
judgment and Mr. Lloyd George for 
repeating it in the House of Com- 
mons. Both, I think, are very much 
mistaken. 

It is wrong to think that all the in- 
tellectuals in Russia have been thor- 
oughly exterminated by the Bolshevist 
_ terror and that nothing is left beside an 


amorphous mass of uneducated and un- 
awakened people, unable to act politi- 
cally. To prove that this is wrong, I 
will quote a fact universally known, the 
story of the Moscow Non-Communist 
Famine Committee. 

The creation of this committee elic- 
ited such a reverberation, both inside 
and outside of Russia, that the Bolshe- 
viks became frightened. Provincial 
branches of the Moscow committee 
sprang up everywhere and began to be 
regarded by the population as the 
organs of a new administration, intend- 
ed to take the place of the Bolshevist 
organizations. Finally, the Bolsheviks 
decided to put a speedy end to an 
experiment which proved so dangerous 
for them. 

You can see from this fact that even 
at present Russia is not a desert and 
that elements of organization can still 
be found wherever you go. You may 
find everywhere, by the side of destruc- 
tion and ruin, germs of new life. Un- 
der that heavy cloak of Bolshevist 
uniformity Russia is alive and not 
dead, in spite of all her miseries and 
sufferings. You can see, therefore, 
how mistaken is the view that a state 
of anarchy and chaos is bound to follow 
when the bonds of Bolshevist power are 
removed. Elements of new power, the 
nuclei of new governmental structure, 
are to be found everywhere in the coun- 
try and they can crystallize at any 
moment as liquid crystallizes under a 
certain degree of temperature. 

Thus Russia will not return to mon- 
archy and will not become anarchist. 
The two extremes, Red Bolshevism 
and Black reaction, are made impossi- 
ble by history. Russia will be a great 
democracy. There are middle groups 
which are united and which work to- 
gether to bring about that great result 
of the Russian Revolution. 

Russia will be, a federated republic. 
You know that Russia is now dismem- 
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bered. A number of border states 
have been built out of Russian territory. 
They will not come back if Russia at- 
tempts to dominate them |as before. 
They can be brought back only on the 
basis of a free and friendly: agreement 
under a new form of federative govern- 
ment. Of course, such an arrangement 
is not easy. ‘The example of Mr. Lloyd 
George in Ireland shows how muchsmall 
nations appreciate their independence 
and how much they are opposed to even 
the loosest forms of reunion.' But there 
are certain geographical and economic 
ties which have united all parts of 
former Russia for centuries and which 


will bring them back together if na- . 


tional freedom and autonomy is fully 
secured. From a “colossus on feet of 
clay,” an empire of the Eastern style, 
Russia will be transformed into a living 
compound of national and regional 
units, having come to a compact on the 
basis of equality, freedom and federal 
unity. Thus Russia will be healed of 
what was one of the chief causes of her 
constitutional weakness. | 

The new union will, of ;course, be 
loose in the beginning. But we have 
the example of America. , In Phila- 
delphia, in the summer of 17 87, there 
first met an assembly which worked 
out the basis of the present Constitu- 
tion, and you may recall how exceed- 
ingly difficult it was at the beginning 
to build one united nation! Now we 
see that great united nation before us. 
Russian history will develop in the 
same way and bring about the same 
achievement. 


CONTRIBUTION OF A RUSSIAN 
REPUBLIC TO INTERNATIONAL PEACE 


Now one question more: If Russia 
becomes a democratic and federated 
republic, what can Russia, contribute 
to international peace? My answer is, 
in the first place, that the Russian 
people are naturally peaceful. You 


ty 


may conceive that tendency of the 
Russian people if you think of your 
own Middle West: a territory which 
has no boundaries, no neighbors of 
foreign origin, and which has little to 
do with foreign politics. In the second 
place, there are in Russia no reasons 
for imperialism. What was the basis 
of this tendency in Germany and now 
in Japan? Over-population and over- 
production. ‘These conditions do not 
exist in Russia. There is no over- 
population in Russia, no over-produc- 
tion of goods. The Russian people are 
in need of foreign capital to assist them. 
They have all necessary raw material 
at home, just as you have in America. 
Their huge continental block has re- 
sources sufficient to feed itself and 
to produce goods for itself; no matter 
how many goods it might produce, 
they would still not be sufficient to fill 
its own expanding market. So Russia 
has practically no reason for wishing 
to possess colonies or for adopting a 
colonial policy. 

It must be said, also, that Russia is 
a young nation, practically as young as 
America. It would be wrong to repre- 
sent Russia as an old country with an 
old population. There are centers 
which are very old, which have been 
settled since time immemorial, but they 
are only the nuclei of present Russia. 
The largest part of Russia was settled 
at nearly the same time as America, in 
the sixteenth and seventeenth centuries. 
Tts population which extends to the Far 
East is the result of that large stream of 
Russian settlement to the east. It is 
only since the seventeenth century that 
Russia has begun to settle Siberia and 
the process of settling Siberia is still 
going on at a rapid rate. In 1897, the 
population of Siberia was 9,000,000; in 
1915, it was 14,000,000. Of this, the 
white population in 1897 was 5,000,000, 
and in 1915, 10,000,000—just double. 
Jf you will take only the eastern part of 
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Siberia (the part discussed at the Dis- 
armament Conference! in Washington) 
you will see that in the same eighteen 
years the white population has in- 
creased almost five-fold. And it has 
not by far reached its natural degree of 
density. 

Let me add a few words to show how 
much we Russians are interested in the 
- Washington Conference. We are not 
imperialistic, but we may have a con- 
flict with a power which we do con- 
sider imperialistic, and that is Japan. 
It is a conflict which will not originate 
in aggression on our part but which 
will result from such tendencies on the 
other side. During the time of our 
absence from the international tri- 
bunals, Japan, making use of our tem- 
porary weakness, took possession of 
certain parts of Russian Far East 
which do not belong to her and which 
are occupied by white population. 
The Japanese took the northern part 
of the Sakhalin Island. They took, 
also, the seashore opposite with a very 
good bay, De Castries, where they are 
now building a harbor. They took a 
town which dominates the estuaries 
of the Amur River—Nicolayevsk. Go- 
ing still farther northward they took 
from the Russians the fishing grounds 
in the Okhotsk Sea and in Kamchatka. 
In that way they try to stop the Rus- 
sian colonization on the Pacific Ocean. 
These colonies are the.only white pop- 
ulation in that region and form a kind 
of white girdle, uniting Europe with the 
Pacific. If this advance of the white 
race on the Pacific Ocean is precluded, 
Russia, in case of necessity, will be 
unable to extend her hand to America 
across the Pacific. 


1 Conference on the Limitation of Armament. 
Washington, D. C. November 11, 1921. 


AMERICA’S SYMPATHY WITH 
Russta’s EVOLUTION 


The policy of the United States to- 
ward Russia at this hour of her trial is 
so noble and unselfish, that we Russians 
believe that nothing can ever destroy 
the American-Russian friendship. In 
a series of declarations, America de- 
fended the principle that the interests 
of a nation must not be impaired in the 
temporary absence of its government. 
And if the foundation for universal 
peace is to be preserved, a country like 
Russia cannot be neglected in her vital 
interests. 

The Russians appreciate deeply this 
attitude of the United States. In the 
War they sacrificed 7,000,000 men for 
the common Allied cause. In spite of 
the fact that Bolshevism is the result 
of Russia’s exhaustion in the struggle 
for the common cause, there were some 
who dared to call her traitor, after she 
unwillingly abandoned the battlefields 
on which many times during the War 
she had saved the European democratic 
civilization. America alone was never 
heard to make or support such unjust 
statements. This fact may further ex- 
plain Russia’s friendship and respect 
for America. 

Russia has never had such a famine 
as she has now. Millions there are 
dying. But again the Americans are 
at hand, the only ones, to save the lives 
of these millions. Down to the last 
peasant in the remotest corner of 
Russia the population knows and appre- 
ciates this. We feel this is the greatest 
hope for friendship between the two 
great democracies, for we believe that 
Russia will be a great democracy and 
will deserve a place at the side of 
America. 
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Russia in the Fabric of International Finance 


| By ARTHUR BULLARD 


Director of the Russian Division of the Committee on Public Information during the War 
and, subsequently, Chief of the Division of Russian Affairs of the Department of State. 


N meeting the situation lin Russia, 

I have a suggestion I should like to 

offer for your consideration—in the 

same way that Nero used to toss 
Christians to his lions. 

We cannot foretell the: course of 
events in Russia. It may be that the 
more extreme Communists will hold the 
control of the Soviets for a long time, 
and they do not wish to do business 
with the rest of us in less enlightened 
parts of the world. As long as they are 
in power the suggestion I wish to offer 
is meaningless. 

Those who have recently been in 
Russia talk of “an evolution towards 
the Right.” This is also a'possibility, 
provided: Lenin is able to win support 
from among those he has: persecuted 
and proscribed. He has already done 
many surprising things and he may be 
able to build up a political machine of 
people who are more loyal to his per- 
son than to his original theories. “The 
drift towards the Right” may continue 
until the Soviets are no more hostile to 
the rest of the world than are the 
occasional Socialist governments of 
Scandinavia. | 

There is also the possibility of a 
violent overthrow and the organization 
of a new government on the basis of a 
definite break with the communistic 
tradition. Those who have recently 
been in Russia feel that | this is the 
least probable of these three possi- 
bilities. But I do not think that we 
can ignore it. The old sword makers 
of Damascus, in the days of the Khali- 
phate were in the habit of etching on 
the blades they made,,|the Arabic 
proverb: “Who draws the sword, dies 
by the sword.” ‘There are a tremen- 


dous number of blood feuds in Russia—~ 
so many that I find it hard to believe 
in peaceful evolution, however desir- 
able it may seem. 

By whichever road events travel, we 
may assume that sometime—in the 
fullness of time—there will be a govern- 
ment m Russia which wants to do 
business with the rest of the world and 
with which we shall want to do busi- 
ness. I now venture a prophecy— 
that government will be broke! There 
will be no cash in the treasury, no 
income from taxation, no large imports 
on which to levy tariff duties and, 
worst of all, no credit. 

Such a new government would have 
to spend money. Even if the Arch- 
angel Gabriel should accept the pre- 
miership he could not maintain himself 
in office without funds. The manifold 
ameliorations which would immedi- 
ately be required would be costly. 
Suppose such a government should 
arise in Russia this winter. It would 
be faced by the tremendous expenses 
of famine relielf—and there is no money 
at hand. 

Lenin and his friends, in. the first 
days of their power, before hard times 
had made it fashionable to talk of 
giving up their theories and “swinging 
towards the Right,” set out with defi- 
nite intent and remarkable success to 
make difficult a capitalistic restora- 
tion, They were not nearly so worried 
over a return of the Tsar as they were 
by the “intrigues of international 
financiers.” All their financial decrees 
and policies were intended to erect a 
barbed wire entanglement against the 
attacks of capitalism. The dilapida- 
tion of capital assets, the dispersal of 
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the national gold reserve, the discredit 
which frantic printing presses have 
cast on currency, the repudiation of 
all foreign debts, have created a sitta- 
tion of exceeding difficulty for any 
future Russian minister of finance, who 
wishes to bring his country again in 
touch with the common economic life 
of the world. Without any available 
cash, a new government in Russia 
will be utterly hopeless unless it can 
very speedily get credit. 

Financially, Russia is bankrupt. 
But looked at from an economic point 
of view, she has better bases for credit 
than most of the European countries 
now in our debt. In comparison, 
— Belgium, for instance, is like a skilled 
artisan who has a steady job and a 
fixed income. There is a very definite 
and limited amount which he can save, 
over the imperative demands of con- 
sumption, to pay off the debts he owes. 
Russia is like one of our frontiersmen, 
who hasjust taken out a quarter section 
and who, by merely cutting down the 
trees, will double and triple the value 
of his land and has also a chance to 
uncover a gold mine or strike oil. 

Our own financial history—after 
the Revolution and the Civil War— 
shows that the way to pay off debts is 
to open up new and undeveloped re- 
sources. It is in tapping virgin terri- 
tories, by driving transcontinental 
railroads, by opening mines, that money 
is made rapidly and easily. Russia 
today is in a position very similar to 
that of the United States at the be- 
ginning of our industrial development. 
We had a vast country and consider- 
able energy, but we were very poor. 
It was only by borrowing heavily from 
Europe to get the necessary capital 
that we were able to speed up our in- 
dustrial development and get rich 
quickly.. From this point of view, 
Russia has very much better founda- 
tions for credit than the more highly 


industrialized countries of western 
Europe. They are already fully cap- 
italized; but Russia’s earning capacity, 
her ability to produce more than she 
consumes would be tremendously in- 
creased by wise capital investments. 
Granted an equality in political sta- 
bility, the undeveloped countries are 
very much better borrowers than those 
already capitalized. 

This brings me to the suggestion I 
wish to offer for your consideration 
tonight. The whole fabric of inter- 
national finance is threatened by the 
impasse of the Inter-Allied Debt. Any 
large scale repudiation or cancellation 
would be a death blow to “credit.” 
If the formal “promise to pay” of 
great governments cannot be relied 
upon, we will find it exceedingly dif- 
ficult to trust each other as individuals. 
But when we begin to discuss the pay- 
ment of these debts, we find ourselves 
in the unfortunate position of bemg 
the principal creditor. The only pos- 
sible way for the European nations to 
pay us is by exporting to us their 
surplus of manufactured goods. ‘To 
pay, they must send us more than they 
take from us and the prospect is so 
terrifying that Congress rushes through 
an emergency tariff to protect our 
own industries from such dumping. 
We are very much worried over the 
fear of what will happen to the theory 
of credit if they do not pay us, but 
not so much worried as we are over 
the prospect of disaster if they did 
pay us. 

Now, assuming for a moment that 
a government has arisen in Russia 
which inspires confidence, I suggest 
that the conversion of the present 
bilateral obligations into a three- 
corner credit arrangement might help 
to start again the wheels of industry. 

Suppose there is a French obliga- 
tion for $10,000,000 due to us on Janu- 
ary 1, 1923. The French cannot pay 
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except in industrial products which we 
do not want. Russia, however, needs 
such manufactured goods—needs them 
terribly. Suppose we sell that French 
obligation to the Russian Government 
in exchange for their long-term note, 
payable in 1953. The effect would be 
an immediate stimulus to ‘French in- 
dustry, because it would give French 
manufacturers a chance to sell the 
product of their factories for dollars. 
It would at once give Russia the pur- 
chasing power she so vastly needs. 
And as far as America is concerned, it 
would mean receiving a long-term note, 
underwritten and endorsed by all the 
_ undeveloped wealth from: the Baltic 
to the Behring Sea in exchange for a 
short-term note which we cannot 
collect. 

Suppose a factory in Petrograd needs 
machinery and its agents discover that 
it can be procured on favorable terms 
in England. The Russian Government 
issues its obligation in our favor for the 
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amount of the purchase price. Our 
Treasury then credits the British Debt 
account with that sum. The Russian 
importer pays his own government for 
the purchase in his own currency. The 
British Exchequer pays the. exporter 
in pounds sterling. Once more, we 
trade a short-term note, which could 
be paid only in manufactured goods 
which we are determined not to receive, 
for a long-term note which will be paid 
in the raw materials of Russia. 

Many other variations of such a 
scheme for credit conversion will sug- 
gest themselves to you. I believe that 
there is here a possibility for the future 
which warrants careful consideration. 
The difficulties to be overcome are 
obvious, but at present our whole 
international financial machinery is 
stalled. Perhaps in Russia our in- 
dustrial chauffeurs will find the in- 
gredient necessary to enrich the mix- 
ture in the carburator and start the 
engine once more. 


FOREWORD 
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HROUGHOUT the war period 

£ the cost of living was used as a 
basis for wage determination. The 
method in practice revealed many 
limitations. The members of the Edi- 
torial Council concluded that the best 
thought of the country should be 
summoned to the query as to what 
“were the fundamental factors deter- 
mining wages. Were they decent sub- 
sistence, an American standard of liv- 
ing demand and supply, productivity, 
differential productive or relative rat- 
ing? l 

The council asked Dr. Thomas 
Warner Mitchell to lead this discussion. 
Dr. Mitchell, for many years before 
his advent into the management 
engineering profession, had held the 
Chair of Business Administration in 
one of our large state universities and 
was an indefatigable’ student of eco- 
nomics. He had long been a student 
of wage determination. 

The plan of that portion of this 
volume which is devoted to bases of 
wage determination is as follows: In 
the first section are assembled a few 
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articles descriptive of noteworthy spe- 
cific plans of wage-rate determination 
and adjustment that are in actual 
operation in a few industrial plants. 
We earnestly recommend ‘that the 
reader peruse this section, particularly 
Mr. Beevar’s article, before reading the 
second section. The latter, devoted 
to a discussion of basic principles, 
consists of a detonating article by 
Dr. Mitchell, followed by discussions 
from four economists, two leaders of 
organized labor, and one management 
engineer. The third section deals with 
the problem of seasonal and cyclic un- 
employment. 

The value of this discussion is two- 
fold: (1) It re-examines the foundation 
of the living-cost and living-standard 
bases of wage determination. (2) It 
directs general attention to a method 
of valuing operations and determining 
wage-rates that, applied rather crudely 
as yet, is Just beginning to be used but 
may later come to play a very impor- 
tant rôle. 

CrypE L. Kine, 
Editor. 


A Method of Grading and Valuing Operations 


By Frank J. Becvar” 


Production Superintendent of the Clothcraft Shops of the Joseph and Feiss Company 


LL operations in our tailoring 

departments at the Joseph and 
Feiss Company are on a piece-work 
basis. Those in the ¢utting depart- 
ment are on a premium system. 

The process of arriving at a piece 
rate for any specific operation involves 
three main steps, viz.: (1) determining 
the best method and standardizing 
appliances and conditions; (2) deter- 
mining the best rate of output that can 
reasonably be expected of an operative 


who is adapted to the work and fully 


skilled in performing it, by the method 
chosen; (3) determining the value of 
such work per hour or per forty-four 
hours when performed at the standard 
rate.. The piece rate is arrived at by 
dividing the hourly rate thus deter- 
mined by the rate of output. 


J 
For instance, if we decide on the 


basis of careful time studies that in 
operation A the standard rate of per- 
formance under the specified condi- 
tions, with the specified appliances and 
the like, is to perform this operation on 
twenty-five garments per hour, and 
that the value of this work at this rate 
of performance is $1.25 per hour, the 
resulting piece rate is 5c per garment 
or $5 per one hundred garments. In 
like manner, the performance standard 
on operation B may be seventy-five 
garments per hour and the determined 
value of such work 90c per hour, 
which results in a piece rate of 1.2c 
per garment or $1.20 per one hundred 
garments. 

* Note—In preparation of this article I wish 
to acknowledge the assistance in presentation 


given by Dr. Thomas W. Mitchell as editor, and, 
also, the collaboration of Mary Hennan, Super- 


Determining the performancé and 
time standards is a technical process 
involving detailed elementary time 
study, standardization and control of 
operating conditions, appliances and 
methods, application of delay and 
fatigue factors and the like, an explana- 
tion of which is not Important for the 
purposes of this article. 

The illustration of the two operations 
cited above exemplifies two important 
problems that are involved in the 
valuation of an operation. First, there 
is the relation of one operation to 
another as shown by the fact that the 
one is valued at $1.25 per hour, the 
other, at 90 cents per hour when both 
are performed at the standard rate: 
the former is valued 35 cents an hour or 
88 per cent more than the latter. Sec- 
ond, there is a relation to the general 
wage level represented by the fact that 
these two rates are $1.25 and 90c 
rather than $1.75 and $1.26 or 75c 
and 54c or any other pair of rates in 
the same proportion. The same dis- 
cussion of these two questions with 
reference to grading of piece work | 
operations will also apply to the 
other operations for which there are 
valid production standards. 

Among the factors that determme 
that.the rate for the one shall be 38 per 
cent higher than the rate for the other 
are the factors of skill and the time 
required to learn the operation. 


Tue Factor or SKILL in RELATIVE 
VALUATIONS - 


Skill is something which we all talk 
about but for which there is no stand- 


visor at the Joseph & Feiss Company.—F. J. B. ard definition. And it is difficult to 
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define. We consider that it has refer- 
ence to the following elements, viz.: 

(1) the character of the work elements 
that compose the whole: operation, 
particularly the care with which they 
must be performed in order not to 
impair the quality of the product, 
together with the worker’s required 


knowledge and ability not only to ` 


judge effects after they have been 
produced but to foreknow them; (2) 
the complexity of the motions; (3) 
variation and complexity of the whole 
operation; (4) the type of operative 
that is adapted to the operation and 
the experience that he must have had 
in the organization in order to be 
properly qualified for the operation in 
question. . An excellent example of this 
first element is in hand pressing, where 
the operative must be able not only 
to recognize the quality of the effect 
he has produced, but to pre-judge this 


effect on each kind or texture of cloth - 


and thereby know how to treat it. 

In determining the ‘character and 
complexity of the motions that com- 
pose an operation, and the complexity 
of the operation as a whole, the careful 
analysis made by the’ time study ob- 
server is extremely valuable. The 
experienced time study observer is able 
to grade the elements from the charac- 
ter of his readings. The greater the 
number of difficult elements in the 
whole “operation, the 
grade.. 

À good comparison to illustrate the 
meaning of the third element is the 
comparison of the relatively short, 
simple and uniform operation of sew- 
ing wigans or rectangular silesia pieces 
onto the bottoms of coat sleeves to 
stiffen them, with the lengthy, very 
complex and variable operation of 
“pocket making” in which the opera- 
tive must know how to put in all kinds 
of pockets—flap, horizontal welt, ver- 
tical welt with inlaid facing, ;slanting 
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welt, crescent shaped pockets, piped 
edges, patch pockets and the like. 

Finally, some operations are of such 
character that the operative is not 
properly qualified to-perform them 
unless he knows the work that has gone 
before or that is to follow. Several 
years’ work on other parts of the gar- 
ment making process may be required 
of an operative before he can acquire 
the knowledge and ‘understanding 
needed for the operation im question. 
General experience with operations as 
performed under the general conditions 
in the organization may also be essen- 
tial. Furthermore, even without such 
versatility, some operations involve a 
longer training period than others 
before the operative can come up to 
the standard rate of performance. 

Thus skill, as above defined and 
judged, and the length of time normally 
required to bring the operative up to 
full proficiency in the given operation, 
inclusive of the time required to learn 
operations that lead up to it, are the 
factors that govern the relative valua- 
tions of the various operations. On 
this basis ‘all operations are divided 
into grades known as classes. © The 
values of these classes progress with a 
common difference of 5 or 10 cents per 
hour from the operations of the lowest 
to those of the highest class. 

This difference of 5 or 10 cents per 
hour between adjacent classes has a 
practical significance. It is large 
enough to constitute a sufficient in- 
ducement to operatives on one class of 
operation to seek advancement to the 
next higher class. With a smaller 
difference the added earning power 
often would not be considered worth 
the trouble of learning operations in 
the next higher class. 

Furthermore, this careful classifica- 
tion,of operations enables us to offer 
prospects of an attractive career by 
our adopting a policy of recruiting new 
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employes only in the lowest classes and 
filling all personnel needs in a higher 
class by advancement from a lower 
class. . 


RELATIVE GRADATIONS FROM 
GENERAL WAGE LEVEL 


Now comes the second question, 
namely, that of the wage level. 
establish starting rates in the lowest 
classes that aim te afford, for the type 
or grade of employe wanted, a reason- 
able subsistence which takes into con- 
sideration the prevailing rate in similar 
industries in the locality and is suff- 
cient to attract the grade of worker 
wanted in sufficient numbers. This 
subsistence rate is the employe’s guar- 
anteed rate, no matter what his piece- 
work earnings are. We determine the 
piece rates in these lowest grades so that 
when ‘the operative comes up to stand- 
ard he will earn from 25 per cent to 
334 per cent more than this minimum. 
This establishes the lowest class. The 
differential of 5 or 10 cents per hour 
per class does the rest. 

We also obtain a basis of check upon 
this process at the top of the scale. By 
the time we arrive at that type, we 
have employes of such length of service, 
variety of training and. versatility that 
they compare favorably with the most 
skilled craftsmen in the industry. Nat- 
utally their wage-rates must also com- 
pare favorably. 

All new operatives are put through a 
course of training in our vestibule 
training school and commence work 
in the lowest classes of operations. 
This is done whether or not the new- 
comer has been classed elsewhere as-a 
“skilled craftsman.” For no matter 
how “skilled” he may be under the 
almost universally prevailing method of 
conducting work in the clothing indus- 
try, he is not skilled in working by our 
standard methods, under our plan of 
performance standards, nor is he in- 
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structed in and filled with the spirit of 
our plan .of organization. However, 
if he does come to us a skilled crafts- 
man his progress will be vastly more 
rapid than otherwise; he will consume 
only weeks or at most months in pro- 
gressing to the grade of operations in 
which he has been rated as skilled 
as against years without such previous 
trade experience. 
~ Any plan of wage-rate determination 
must, in order to be satisfactory, 
satisfy the workers affected on two 
questions that they raise either ex- 
plicitly or unconsciously, viz: (1) Are 
the earning rates sufficient? (2) Are the 
various rates fair, relatively, one to 
another? The question of sufficiency 
refers not merely to what is needed for 
living but to other rates for the same 
grade of work in the community. The 
question of fairness involves such ideas 
as “equal pay for equal work,” “more 
pay for harder work,” andthe like. We 
believe that our method of determining 
and adjusting wage-rates yields satis- 
factory answers to these questions. 
Particularly is this true because we 
do not impose any determination or < 
adjustment by arbitrary methods. We 
systematically review our classifica- 
tions four times a year. We consider 
every operation and maintain or ad- 
‘vance its class according to careful 
weighing of its contents. We drop an 
operation to a lower class whenever 
the operation itself has been changed 
so as to include a smaller proportion of 
the more difficult and valuable work 
elements. We submit to a wage com- 
mittee and to the operatives affected, 
our revisions with our reasons in ad- 
vance of the pay period in which they 
are to go into effect; this gives the 
operatives time and opportunity to 
consider them and protest if they deem 
the revision wrong. Any such dif- 
ferences of opinion are carefully 
threshed out with the employes through 
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their representative and the Employes’ 
Council. Lowering the class of an 
operation occurs with great infrequency. 
When this is done, opportunity is 
sought to advance the operatives so 
affected to a higher class so that their 
earnings will not suffer. We have 
never yet been able fully to man the 
operations in our highest classes. - 

In the above we have been discuss- 
ing basic wage-rates, their determina- 
tion and adjustment. These are sup- 
plemented in our factory by bonuses. 
There is a daily production bonus 
which is paid to each operative who 
maintains his output at the standard 
rate; a daily quality bonus which is 
paid to each operative who avoids 
rejections for defects of workmanship; 
a daily attendance bonus that is paid 
to each operative whose attendance for 
the day is perfect and who reports for 
work on time at the beginning of the 
next work day and a daily length of 
‘service bonus that is graduated ac- 
cording to the number of years the 
individual has been in the company’s 
continuous employ. 


w 


INTER-FAcTORY VALUATION 
PROCESSES 


This process of analyzing, classifying 
and relatively valuing operations with- 
in a factory should also, be applicable 
to operations in different factories and 
different industries. Two things are 
requisite in such application, viz: (1) 
The performance standards must be 


determined by similar methods. (2) - 
The analyzing, classifying and valuing 
must also be accomplished by similar 
methods. In other words, these proc- 
esses must themselves be standardized. 

Furthermore, when it comès to 
relatively. valuing processes in dif- 
ferent factories and particularly in 
different industries, at least one addi- 
tional factor must be taken into 
consideration, namely, the degree of 
unemployment’ hazard. Degree of 
exposure to. personal injury and to 
health deterioration are also factors. 


The latter may vary within the factory 


as well as from industry to industry. 
In conclusion, while the extension of 
this process of analysis and classifica- 
tion to the comparison of work in 
different industries undoubtedly is 
desirable, it may not be practicable at 
the present stage in the development 
of industrial management. In. alto- 
gether too few plants and industries 
have there been carried on the careful 
scientific analysis and study of proc- 
esses, the standardization of work- 
content, appliances, conditions and 
methods and the determination of per- 
formance standards that must be the 
foundation of such classifications. The 
more rapidly plants in all industries 
come to this basis of management and 


analyze, classify and relatively value the 


various operations within the plants, the 
more rapid will be the progress toward 
valid classifications and relative valua- 
tions of processes between industries. 
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Analyzing, Grading and Valuing Operations in a 
Modern Manufacturing Organization 


By A. B. Ricx 
The Dennison Manufacturing Company 


HE following is a description of 

the procedure followed by a Massa- 
chusetts corporation in wage determina- 
tion. So much of the plan is dependent 
upon the company’s policies and the 
conditions of work provided, that it is 
impossible to judge as to its merits 
without some portrayal of these two 
factors. The determination of wages 


of foremen and other members of the 


management involves special consider- 
ation, so this article will deal only with 
the plan followed in regard to factory 
and clerical employes. 

The factory itself is highly suraia. 


By this is meant not so much that there - 


is an extreme subdivision of labor, as 
that a clean-cut definition has been 
made of the responsibilities of the 
management, of its various members, 
and of the responsibilities and the 
nature of the work of each of its em- 
ployes. 

For the most part production is 
planned by members of the organiza- 
tion who have been trained in this 
function of management, thus leaving 
the foremen and his assistants more 
free to attend to problems of personnel. 
As a consequence, working conditions 
are much more attractive than they are 
apt to be when the planning of work is 
left to the foreman and his assistants. 


In the majority of operations, methods’ 


of work have been most carefully 
analyzed and the details of the jobs are 
specified, as are also the working condi- 
tions and materials. The tools, equip- 
ment and materials described in the 
specifications are so far as possible the 
best obtainable for the task and the 
product, and it is “somebody’s job” 
to see that all these requirements are 


according to standard, and provided in 
the place and at the time they are 
needed. The practice of issuing job 
tickets with these specifications and 
instructions for all work done, is ac- 
cepted as a principle, and is being 
extended as rapidly as possible through- 
out the organization. 

There are limitations, of course,—in 
human ability, in the planning opera- 
tions and in materials provided. There 
is the “innate perversity of inanimate 
things’’—no one realizes this better 
than the engineer who makes it his 
work to reduce these limitations in 
some measure. But the extent to 
which work and working conditions 
may be improved by men trained in 
research in various fields is far beyond 
the average practice of today. 

This company has built up its busi- 
ness on a reputation for a fine quality 
of product, and this tradition of quality 
has influenced general working condi- 
tions in the plant to a marked degree. 
The neatness and comfort of work 
rooms and the type of people in the 
company’s employ are such as would be 
expected in consequence of this insist- 
ence upon quality during a great many 
years’ operation. 


Tue CoMPANY’S PERSONNEL 
POLICIES 


For the past twelve years this com- 
pany has been striving to prevent 
seasonal employment with the conse- 
quent “lay-off” of employes during 
dull periods, and the unemployment 
due to business depressions. It has 
also set aside part of its profits to be 
used as an “unemployment fund.” The 
“unemployment fund,” however, is 
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not considered in any degree so im- 
portant as the prevention , of lay-offs 
because of either seasonal or cyclic 
depressions in business. This preven- 


tion is accomplished by an analysis of | 


the facts, and by planning to balance 
the demands made upon the factory 
for .the full calendar year through 
various seasons. So far as is known, 
there is no one plan that will accom- 
plish this result and it is believed that 
in every case individual treatment is 
necessary. In this company this work 
is accepted as a responsibility of the 
selling organization, so the members of 
the management who have charge of 
sales and merchandising place orders 
for items of stock goods, devise articles 
to keep the factory busy during off 
seasons, increase their sales force to 
maintain a fair amount of business 
during a general depression, and in 
other ways guard against the unem- 
ployment and loss-.of skilled employes. 

This company has felt the need of 
the advice and criticism that its em- 
ployes may give to the management, 
and im consequence for the last few 
years the employes have elected a 
Works Committee under rules and by- 
laws drawn up by a committee of the 
employes (which rules and by-laws 
were accepted by the management 
without alteration). The Works Com- 
mittee, as will be noted hereafter, is 
always a potential and often an active 
factor in the determination of wages. 
Furthermore, the presence within the 
organization of a Works Committee 
whose responsibility it is to see that 
the employes, individually and as a 
whole, have a share in management, 
is evidence of the spirit of the company 
and of the reputation it “has in the eyes 
of applicants for employment. 

The company believes that each em- 
ploye has a right to be treated as an in- 
dividual and not as an undifferentiated 


unit of a group. Every possible means - 


is used to determine the ability and 
standing of each individual in relation 
to that of every other individual en- 
gaged in similar work. This is equally 
true whether employes are paid on a 
weekly, hourly, or production basis. In 
cases where productivity is measured 
and wages vary directly with produc- 
tion, the payment method is devised to 
insure the greatest amount of individ- 
ual variation. An hourly base wage is 
paid from a minimum starting figure, 
increasing as the employe’s record 
shows improvement in quality of work, 
greater versatility (ability to work at a 
variety of operations), or greater pro- 
ductivity. Increases are made-as soon 
as the records justify them. There are, 
consequently, no flat rates for any 
given kind of work, applying indis- 
criminately to all employes engaged at 
the same task. 


Services RECORDS AND Prompt 
RECOGNITION OF ABILITY 


Records of employes are kept in 
nearly every division of the factory. 
These are in various stages of develop- 
ment; some are more thorough and in 
more active use than others. For this 
article it is proposed to describe a divi- 
sion where most advanced steps have 
been taken in recording the individual 
standing of employes. Here a service 
record is kept of each employe, showing 
attendance, earnings and production, 
pay changes and rating, average piece 
earnings, as well as all information 
concerning the individual, such as 
schooling, physical rating, previous 
employment, and the training in vari- 
ous jobs with this company or with 
others. Each employe is mterviewed 
at least twice a year. At these meet- 
ings he is given the opportunity to 
examine his record card and discuss 
with the division superintendent or 
his assistant any particular difficulties 
he may have experienced. If he has a- 
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preference for certain work, it is re- 
corded, both on the employment record 
and by cross-index under job heading, 
so that when a vacancy occurs he will 
be transferred accordingly. ‘So far as 
possible, promotions are made in ac- 
cordance with each individual’s desires. 

All the various kinds of work are 
classified, and vacancies in the higher 
classes of employment are filled from 
the ranks of those whose knowledge, 
earning capacity and desires fit them 
for such advancement. It is held that 
the personal preference of an employe 
for a particular kind of work is a very 
strong indication that he will prove 
satisfactory in that occupation. The 
company has in its employ about 2,500 
people in the classes covered by this 
article and during 1921 over 700 trans- 
fers were made from one department to 
another in an effort to meet the desires 
and. needs of individual employes for 
different kinds of work. 

This is entirely aside from promotion 
within departments where have oc- 
curred vacancies which have been filled 
by advancement. New employes are, in 
consequence, practically always placed 
at jobs which are classified as least 
skilled, and only in the case of a few 
trades where apprenticeship has been 
served outside of the company’s em- 
ploy, are new people placed immedi- 
ately in the more remunerative posi- 
tions. It should be further mentioned 
here that new employes are placed under 
competent instructors, and are trained 
for the work they are to do until they. 
receive the approval of those capable of 
deciding as to their fitness for regular 
production. Even after they have been 
turned over to the. producing depart- 
ments as accredited employes, their 
record is followed up until the Training 
Division is certain that they are satis- 
factorily located. After this, the follow- 
up interviews already mentioned tend 
to direct the employe’s advancement 


“in accordance with his ability and 


desires. As noted above, changes in 
individual wages are made whenever 
the service records show they are justi- 


fied. All service records are examined 


monthly to insure prompt-recognition 
of any increase in ability. 

Almost without exception, those who 
constitute the management in this 
company started at the bottom and 
worked up to their present responsi- 
bilities, having earned their promotion 
by ability alone. This policy of pro- 
motion from the ranks in all possible 
cases is considered to be of the greatest 
value in its influence on the morale of 
the organization. . 

It is believed that if wages offered 
are higher than those prevailing for 
similar kinds of work and are:sufficient 
to maintain a comfortable standard of 
living, a larger number of high-grade 
people will desire to be connected with 
the organization offering these oppor- 
tunities. From such applications for 
employment, it is to be expected that 
only the finest types will be accepted, 
and only the best will be retained. 

Wages, however, are not the only 
attraction of the applicant for employ- 
ment. The company’s reputation for 
good working conditions, meaning all 
those conditions which vitally affect 
the employe—surroundings, instruc- 
tion, continuous employment, opportu- 
nities for advancement or transfer to 
congenial work, individual considera- 
tion at all times—has a considerable 
influence on the minds of the more 
intelligent class of employes. | 


ANALYZING, GRADING AND VALUING 
OPERATIONS 


The first thing done in the deter- 
mining of wage-rates is to make a 
careful analysis of the various jobs 
within the organization. It is the 
experience of this company that it is 
not necessary to be continually making 
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new analyses of jobs. A fairly thorough 
job analysis was made in 1917, and has 
been checked up from time to time 
since that date. When changes in 
methods of work are instituted, the 
job analysis is modified to conform with 
the new condition. A considerable 
proportion of the operations are very 
thoroughly specified as a result of time 
study and rate setting. There are, 
however, a good many jobs, particu- 
larly in the warehousing and shipping 
departments as well as in the office, and 
also in what may be classified as service 
work in the producing departments, 
that have not as yet been analyzed by 
the time study and rate setting depart- 
ment. A careful job analysis is re- 
quired for these jobs also, and the 
physical and mental qualifications they 
require need to be definitely indicated. 

When this analysis work is com- 
pleted, the next step is to obtain the 
“soing rates” of wages for similar 
work. By “going rates” is meant the 
rates of pay in effect in similar indus- 
tries in the general locality where the 
company is situated. This knowledge 
should be still further supplemented by 
reference to rates in effect for similar 
types of work in other parts of the 
country, and by reference to the cost of 
living in so far as it can be ascertained 
through published data.” In the past 
this information has been obtained 
from: | 

United States Department of Labor; 
Department of Labor and Industries 
(Massachusetts); Union scales; Massa- 
chusetts Commission on Necessaries of 
Life; other industrial concerns. 

In studying the relative wage-rates, 
all the various factors of the job analy- 
sis are considered, and great care and 
attention given to determining to what 
extent the various jobs within the 
organization compare with the class of 
work for which the “going rates” of 


wages have been obtained. For in- 
| 


1 


stance, there are many cases where 


operations are peculiar to a given in- 
dustry, to say nothing of the fact that 
even in any two concerns in the same 
industry similar work is not exactly 
comparable, owing to the different 
forms of organization in effect, and the 
variations in the method of operating. 
The employment or personnel manager 
should strive to see the operations and 
the conditions of work in other indus- 
trial concerns whose rates he is attempt- 
ing to use for comparisons. However, 
the training or skill necessary, the 
agreeable or disagreeable character of 
the work, the possibilities for advance- 
ment, the hazards of the occupation, 
etc., are all carefully weighed in each 
and every case as the rate is computed. 
Operations that are paid by a produc- 
tion method of payment are indicated 
in the different classes of work as well 
as those paid on an hourly basis. The 
range of base rates and the class of 
piece-rate earnings applying to the 
different types of work are given. Of 
course there are not as many different 
classes of wages for those paid on the 
production plan as there are for those 
paid on hourly or weekly rates, each 
employe’s productivity placing him 
more accurately in his particular rela- 
tion to his fellows. There is, however, 
a considerable variation in base rates; 
and a variety of bonus rates applicable 
to different types of work. 

In setting the wages for the different 
classes of work, it has been found to be 
a good plan to begin with the simplest 
types of work and make up rates for 
these first, and then advance, progres- 
sively, to the more difficult jobs. 

When wages for each class of work 
have been compiled, they are con- 
sidered by the division superintendents 
in conference. These division superin- 
tendents are assistants to the works 
manager and are responsible for the 
general oversight of the different pro- 
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ducing and service divisions of thé 
factory and warehouse. ' At this con- 
ference, a considerable amount of 
criticism is usually forthcoming, and 
many helpful suggestions are made 
which tend to improve the classification 
and more clearly distinguish the dif- 
ferent types of jobs. So far, a final 
unanimity has always been arrived at 
before taking any further steps in 
making up a classification. In every 
case where a general modification of 
wages has been made, it has first been 
submitted to the Works Committee 
for its approval or criticism. 

The outline of wages proposed is 
made to show the general range sug- 
gested for all classes of work; for in- 
stance, the minimum, standard and 
maximum wages to be paid for a given 
operation, and the minimum appren- 
ticeship period considered necessary 
before an individual could attain 
standard. It will be apparent that the 
actual rates of pay for any given group 
will include all variations between a 
minimum and a maximum according to 
the degree of experience and ability of 
each of the various employes. 

The maximum is published only as a 
reasonable maximum for the work 
indicated. There are instances where 
in practice it ‘is exceeded, but these 
cases are based on special merit and it 
is not considered necessary to insist 
upon this point in reaching an agree- 
ment as to general wage levels. The 
Works Committee have in the past 
appointed a subcommittee to study the 
wage classifications, and have them- 
selves compared them with the “going 
rates” of wages as they have appeared 
in the publications that the manage- 
ment used; and as far as they have been 
able to, they have checked them up 
from personal knowledge or investiga- 
tion. With comparatively few minor 
changes, the bases for wages outlined 
have been accepted. 


Recent READJUSTMENTS. OF Basic 
Wace-Ratrs 


The wage bases determined in March 
1921 im the manner described repre- 
sented from 100 to 130 per cent 
Increase (approximately) over 1913 
levels. During the spring and summer 
months of 1921 the cost, of living as 
reported by the Massachusetts Com- 
mission on Necessaries of Life began to 
show definite reductions, and in the 
latter part of June the management 
laid the situation before the Works 
Committee as follows: 


The company feels that the time has 
come when they must reduce their employes 
in proportion to, the general change in 
wage-rates, but in doing this, in the first 
place, the company will pay attention to 
the individual merit of its employes and only 
reduce those who are not able, by increased 
efficiency, to justify their present wage; and, 
in the second place, the range between the 
present maximums and minimums will be 
increased, thus allowing even those em- 
ployes who are now at the old maximum to 
maintain their present wages if they can 
show premium ability sufficient to justify 
the margin by which their wage exceeds 
present wage standards. 

Just how this can best be brought about 
we do not know. It is something that must 
be carefully worked out and applied suf- 
ficiently slowly so that it can be done with 
accuracy and fairness. The management 
is working now on plans to carry out this 
general policy, which it will submit to the 
Works Committee when completed, and 
will -be glad to have the Works Committee, 
either directly or through a subcommittee, 
work on the same problem and propose 
plans for the execution of these policies, or 
make suggestions in regard to their execu- 
tion. 


A conference committee representing 


- both the management and the Works 


Committee drew up plans by which the 
adjustment was accomplished in ac- 
cordance with the policies outlined. 
The starting wages, or minimum and 
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standard wages, were in practically all 
cases reduced to conform more nearly 
with general wage levels. ‘Maximum 
rates were maintained. ‘Individual 
re-rating with the new wage-rates for 
basis was carried out within six weeks, 


and although all had the privilege of 
questioning their final rating, either 
directly or through the Works Com- 
mittee, only 14 out of 2,500 raised any 
question im regard to their standing 
after the readjustment. 


Bases for Determining Wage-Rates: 
A Fair Day’s Pay- for a Fair Day’s Work! 


By R. M. Hupson 
Manager of Methods and Personnel, Holt Manufacturing Company 


N attaining the equity implied in 
the above title, there are twe major 
points of view—that of the employer, 
who is to pay the wage, and that of the 
employe, who is to render the service. 
No wage agreement or adjustment was 
ever mutually satisfactory in which 
one of these viewpoints was under- 
estimated, or lightly considered by the 
holder of the other. Industrial his- 
tory is full of examples which prove 
the- truth of this statement. Times 
change, but human nature is much the 
same today as it was when the wage 
system began. What every worker 
wants, regardless of his job, position, 
rank, or station, is an income that will 
satisfy his needs, his desires and his 
ambitions. Since it seems that no two 
of us have identically the same wants, 
tastes, desires, ambitions, or inclina- 
tions, 18 it any wonder, then, that we 
have made so little progress toward 
achieving a formula wherein wages and 
services are always balanced? ‘This, 
however, should not deter us from 
striving to establish a method that will 
work with greater justice than any 
heretofore; rather, we should accept 
the evident lack of such a method as 
a challenge to do our utmost toward 
bringing about a more general under- 
standing of what is a fair day’s work 
in evety industry or occupation, and 
what is a fair day’s pay for that work. 


I -= 


Taes EMPLOYE’S - VIEWPOINT 


Since the rendering of a service 
precedes the payment therefor, let us 
considef the employe’s viewpoint first. 
Work, to him,-is primarily the means 
to an end. It is the-medium through 
which he reaches a definite objective. 
That objective is first expressed in a 
living for himself and others dependent 
on him; after that, in a competence 
which shall insure him and those 
dependent on him against poverty and 
hardship in old age. And while the 
average worker is thus concerned about 
the present, and the relatively remote 
future, he is also interested in getting 
a certain amount of enjoyment out of 
life as he goes along. It is these three 
major interests that have the greatest 
influence in forming the conception, in 
each worker’s mind, of what is a fair 
wage for his work. The compensation . 
he wants is not based on the laws of 
supply and demand, though the com- 
pensation he gets, is! Therefore, 
employes as a class will never be satis- 
fied with any method of determining 
wages which fails to regard their services 
as something more than a commodity. 


THe PROBLEM CONFRONTING THE 
EMPLOYER 


The employer, however, is not with- 
out his own desires, hopes and aspira- 
tions, and, no matter how fair-minded 
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he may be in his dealings with his 
employes or co-workers, he finds his 
ability to pay high wages often limited 
by the demand for his products or 
services. Since that demand-is the 
expression of the price the employer 
can get for the products of his plant, 
it follows that the employer is not the 
final arbiter of the wages he can pay. 
It is the ultimate consumer that pays 
for all the activities involved in bring- 
ing to him the article he uses. 

The employer is thus in the difficult 
position of conducting his business 
so that he can maintain the demand for 
his’ products, pay satisfactory wages, 
and still derive sufficient profits to 
compensate him for the trials and 
tribulations of that position. 

Consequently, the narrow margin— 
which results from his effort to pay 
high wages to labor, give low enough 
prices to his customers to maintain 
demand, and also give a fair return on 
the investment or expenditure neces- 
sary to carry on the business—compels 
the employer to apply scientific prin- 
ciples of management in the conduct 
of that business. Otherwise, the entire 
proposition becomes a gamble and, 
rather than take any chance of loss to 
himself, the employer will often main- 
tain his prices as high as possible and 
will pay no more in wages than he 
absolutely has to—in other words, the 
current market price—for his labor. 

Unfortunately, the latter has been 
the more common method, and, in 
consequence, concerted action to raise 
wages or maintain them after ‘they 
have been brought to a higher level, 
has been-labor’s chief recourse. The 
future would offer little hope of condi- 
tions’ becoming any better, were it not 
for the fact that out of all the recent 
industrial strife and controversy, 
managers have come to realize that 
they must not only have a “much 
greater technical experience and ability 


than was formerly needed,” but they 
must also have sound views regarding 


the relation of their business to society, 


as well as a more highly developed 
sense of social responsibility than was 
heretofore regarded as necessary. That 
means the acceptance of the principle 
that industry exists for the benefit of 
humanity, and not solely for the en- 
richment of a few. 


MUTUAL Interest IN Best MODE or 
OPERATION 


Labor, likewise, in recognizing these 
truths, has the right to ask that the 
plants in which it spends so much of its 
time and effort, be well managed; that 
wastes be eliminated, and the business 
be conducted on a plane which shall 
msure to labor that peace of mind 
which comes only with the continuity 
and permanency of employment. En- 
lightened self-interest’ requires both 
employers and employes to seek and 
apply the “one best way” of operat- 
ing the business from which both 
derive their wages. Coincidently, the 
buying public, through the negative 
and highly effective process of not 
buying, is gradually asserting its right 
to obtain the goods it uses at the 
minimum price, and thus is demand- 
ing. that scientific methods shall be 
employed in producing those goods. 

No new discovery is needed to pro- 
vide ways and means whereby labor 
can obtain what it wants, viz., high 
wages, or the public obtain its desires, 
low prices, and still give capital a fair 
profit. The application of the princi- 
ples of scientific management, developed 
by the late Frederick W. Taylor, has 
proved in several industries in the past 
decade that these conditions can be 
met and adequately fulfilled. The 
increasing number of specific industries 
in which these principles have been 
tried and proven, is sufficient evidence 
of their practicability as bases for 
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sound management. Definite, pre- 
cise and exact methods are utilized to 
achieve the results sought. Action is 
based on facts, or positive knowledge. 
Opinion and guesswork, are, coinci- 


dently, relegated to the background. 


The use of facts as a basis for guidance 
means investigation, study and re- 
search. The truth must be known, and 
both sides of every question clearly 
visualized in order that error and in- 
justice may bereduced tothe minimum. 


SCIENTIFIC MANAGEMENT PRINCIPLES 
AND WAGE ADJUSTMENT 


In no phase of the work is that 
thoroughness more clearly emphasized 
than in the wage-adjusting process. 
Through the years in which the writer 
has been dealing with the problems of 
industrial relations, it has been his 
privilege to be very closely in contact 
witk both employers and employes in 
industries operating under scientific 
management principles; consequently, 
the statements made herein are based 
on personal observation. In that ex- 
perience, the most effective methods 
found for determining equitable wage- 
rates, have proved to be compromises 
in which the conditions sought by both 
employers and employes, as outlined in 
the earlier part of this paper, have been 
recognized. 

For example, we have studied the 
existing conditions thoroughly, ańd 
charted the prevailing wage-rates of a 
specific period as the base of subse- 
quent ratings. These periods have been 
chosen as those of low turnover, mini- 
mum industrial strife or disturbance— 
in other words, “periods when the 
working community was in good condi- 
tion, and workers were able to obtain 
satisfactory wage-rates without difi- 
culty.” The relative increase in cost 
of living from that period to the cur- 
rent period of wage adjustment was 
then determined by very comprehen- 


sive surveys. The wage-rates of the 
base period were then increased by the 
percentage rise in living costs from then 
until now. The resultant rates were 
then carefully checked with the wage- 
rates current in the community for the 
various trades and occupations found 
in the particular industry for which 
the wage adjustment was being deter- 
mined. Thus, the variation in money 
wages for those trades from the calcu- 
lated wage-rate, indicated the several 
influences which had worked between 
the base period and the current period, 
to alter the original relative position of 
those trades. ; 
In some cases it was found that the 
actual increase in wages was less than 
the resultant rates as above determined; 
whereas, in the same interim, wages for 
other trades had risen far beyond their 
original wage as increased by the rise 
in the cost of living. Strong organiza- 
tion and concerted action, especially 
among the more highly skilled trades, 
because of the greater demand for 
their services, enabled them to obtain 
the greater increases, but, in so doing, 
they “killed the goose that laid the 
golden egg,” for when these artificially 
high rates were passed on to the ulti- 
mate consumer the reaction was both 
swift and sudden. 


ARTIFICIALLY DEVELOPED WAGE- 
RATES AND OTHER FALLACIES 


The fallacy of artificially developed 
wage-rates has been well demonstrated 
during the past five years, for, while 
temporary advantages have been gained 
by labor when wages have gone up, and 
by employers as wages have come 
down, the final balance is governéd by 
the price obtainable for the goods 
produced by their joint efforts. The 
complete removal of wage determina- 
tion from the influence of the law 
of supply and demand is difficult to 
visualize, though it may be conceived 
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that the unanimous recognition by 
employers and employes of a uniform 
or highly standardized method of wage- 
setting might bring it about. Prices, 
however, would then, as now, be based 
on the costs of the goods produced, and 
since the costs include the labor charge, 
or wages paid in the production of the 
goods, we would soon be faced with 
the problem of a market for the goods 
at the price thus set. If there were 
little or no demand for them, further 
production would soon stop, and 
could be resumed only as the price 
became attractive enough to induce 
buying. Thus the relative skill, 
strength, accuracy, or other elements 
peculiar to the trade or occupation, 
would have value only in proportion 
to the market for them, as reflected in 
the market for the goods in the produc- 
tion of which those elements of human 
effort are required. 

All occupations vary to a greater or 
lesser degree in their elementary re- 
quirements. These variations range 
from a maximum of physical ability 
and a minimum of mental effort, to a 
minimum of the former and a maximum 
of the latter. The assigning of weights 
or relative values to these elements 
throughout the entire list of occupa- 
tions, even in one industry, would be an 
interesting analytical study, but of 
doubtful value for direct applica- 
tion in the wage-setting process. The 
relative hazard, or the periodicity 
of employment, would likewise have 
small influence in establishing a basis 
for a wage-rate, for all of these are 
incidental to the occupation, 'and the 
pursuit of any one occupation presup- 
poses a demand for the service repre- 
sented thereby. ‘That service, how- 
ever, is a component of a specific 
endeavor or effort which ends in the 
ultimate marketing of the product to a 
consumer. 

The principle is no different whether 


the example is that of a mason laying 
bricks, a machinist making parts of a 
machine, or a physician prescribing 
for a patient. In the last analysis, the 
economic law of supply and demand 
operates to fix the return to all pre- 
viously concerned, according to the 
price received by the final vendor 
from the ultimate consumer. The 
distribution of that return to each 
participant, is governed by the extent 
to which each has contributed to the 
final thing sold, or the final service 
rendered. The law of supply and 
demand is impartial in its operations, 
and irresistible inits rulings. Employers 
are no better able to defeat it than are 
wage earners, though they may tem- 
porarily gain an advantage by their re- 
spective combinationsor other attempts 
at monopoly control. Current con- 
ditions testify, however, to the appall- 
ing economic waste from such efforts. 


INDIVIDUAL Factors IN AN 
EQUITABLE WAGE SYSTEM 


An equitable wage system takes into 
account the contribution made by the 
individual worker toward the final 


_ object sold, regardless of what the 


worker’s status or relative value 
may be when he is considered as a 
member of a certain group or class. 
Two men may be classed as machin- 
ists, yet one will be of greater value 
than the other to the industry that 
employs him. The individual dif- 
ferences that make that greater value 
are as follows: 

(1) The relative rate of productivity 
or output is highly essential. If both 
men carry the same base rate, the faster 
of the two will be more of an asset than 
the other. It is concetvable, however, 
that both may be so slow in their per- 
formance as to be liabilities, for the 
costs of the work they do would be 
sadly out of proportion to the price 
obtainable for their products. It 
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follows, then, that certain, minimum 
standards of output must ‘be estab- 
lished for which the base rate is fair 
compensation. That minimum output 
is easily deduced from a study of the 
probable maximum price obtainable, 
and the consequent maximum allow- 
able cost for each component. Greater 
output than that standard can be re- 
warded by a direct return in the wage- 
rate of a share of the savings resulting 
from the lower costs effected by that 
higher productivity. 
tion of the standards can be most sci- 
entifically accomplished through time 
studies, made under highly standard- 
ized conditions of operation. 

(2) The tendency to speed up out- 
put, however, brings with it a greater 
risk of spoilage, and consequently the 
losses resulting must be shared by the 
worker responsible for them in a reduc- 
tion in his individual rate proportional 
to those losses. It is thus possible for 
the worker to govern his rate of pro- 
duction so that he earns more than his 
class rate, and yet have little or no 
spoilage. He soon learns the relative 
value of speed and accuracy in their 
relation to his rate of earning. 

(3) The worker who can do more 
than one particular thing, is entitled 
to recognition for his versatility; for 
obviously he is of more value to his 
employer in that he provides the latter 
with a more flexible organization than 
he otherwise would have, and, conse- 
quently, the annual labor turnover is 
lowered, and its expense lessened by 
reason of the worker’s greater ability. 

(4) Recognition of the years of con- 
nected service of an employe has its 
value in stabilizing the industry and 
further lessening the costs of turnover. 

(5) Regular attendance likewise is 
of value, for the losses due to idle 
machinery or interrupted routine, are 
thus minimized. 

(6) Good conduct and high coépera- 
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tion from employes are of appreciable . 


value to an employer, and though some 
may argue that’ “virtue is its own re- 
ward,” and that “custom does not give 
medals for honesty,” the influence of 
highly codperative, self-governing em- 
ployes is very helpful in obtaining a 
high efficiency of operations. 

These individual factors will have 
varying values with respect to each 
other, and according to the extent to 
which they contribute to the success 
of different enterprises; but they 
should be recognized in every industry, 
for to the industry, these factors are 
the expression of the value of the 
individual and to the worker, they are 
direct and tangible means of achieving 
his desires. 

The equating of these factors: into 
a monetary expression is a research 
problem for the industry which eon- 
siders them of value. Helpful sugges- 
tions as to method are found im the 
description given in “Taylor System 
in Franklin Management,” by Col. 
George Babcock. The effect on costs 
under such a method of rating workers, 
is to lower them, for the support of the 
workers is obtained in reducing the 
wastes that always exist in any plant 
until the recognition of these factors as 
a basis of wage payment brings them 
to light. Conditions which interfere 
with production, breed spoilage, in- 
duce absence, or limit ability, are 
promptly shown up in the individual - 
performance records. Intelligent man- 
agerial investigation and corrective 
action aid to remove these several 
obstacles, and the average productivity 
of the group rises steadily. Costs 
continue to lessen and the resultant 
savings: permit the higher wages. 
Quality of output is improved, and as 
quantity increases, it becomes possible 


to lower selling prices and thus obtain ` 


a greater volume of business. This/ 
logically brings about a continuity’ 
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of operation that makes for further 
economies in various ways other than 
merely those due to a highly efficient 
and stabilized working force. The 
beneficial influences of such methods of 
operation extend beyond the employe, 
the employer and the consumer, to the 
community in which the industry oper- 
ates, and thus the industry renders a 
genuine service to all concerned: 


MAXIMUM: COÖPERATION NECESSARY 
FOR Perrect EQUITY 


But these results cannot be achieved 
all at once. It takes time, effort, pa- 
tience and everlasting courage, coupled 
with broad vision, to work consistently 
toward the end sought; but the end 
justifies the means. The period of con- 
structive effort can be shortened only 
through maximum coöperation between 
employers and employes. Lack of faith 
in each other and selfish disregard of 


either’s point of view by the other, will 
delay the result indefinitely. There is 
nothing Utopian in the plan: it is in- 
tensely practical, even if it does take 
relatively more time. But wherever 
scientific management principles have 
been scientifically applied it has been 
demonstrated that “a fair day’s pay 
for a fair day’s work” is something 
more than a slogan. It is a living fact! 
Only through the prosperity of the 
industry that supports them both, can 
employer and employe hope to enjoy 


- that individual prosperity each desires. 


This means that each gets out of the 
industry what each puts into it, and 
therefore, since the maximum of ef- 
ficiency is gained only as output ap- 
proaches input, the application of 
scientific management principles to 
each industry offers the best means for 
providing a fair day’s wage for a fair 
day’s work. 


The Bases Used by Department Stores in 
Establishing Wage-Rates 


By -Paniere J. Remy 
Associate Director, Retail Research Association 


HE practice of large department 

stores at present is to use the cost 
of living as the principal base for 
establishing minimum starting rates 
for inexperienced adult workers. The 
margin in a starting rate above this 
minimum is influenced at any given 
time by the demand and supply of 
workers, and by the desire of a store 
to attract workers of a given type. 
some years ago, the base used almost 
solely by the large stores for starting 
rates was the payment of merely what 
the market conditions required. The 
change in policy has been effected not 
only by the general use of the cost-of- 
living base by state minimum wage 
commissions in formulating wage stand- 
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ards for retail stores, but also by the 
recognition of managers that a store 
cannot continue to attract and retain 
the type of worker necessary to render 
the intelligent service that customers 
demand unless it pays a starting wage 
that represents at least the cost of 
living. _ 

Some stores now pay a starting rate 
to inexperienced workers that repre- 
sents a substantial advance over the 
established legal minimum wage. This 
is done on the theory that, with labor 
as with merchandise, one gets in results 
precisely what one pays for, provided 
the workers are selected with discrimi- 
nation. Occasionally a large store in a 
given city can consistently follow this 
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practice and select a higher than aver- 
age type of worker. However, indi- 
vidual stores in large cities that wish to 
pay more than the customary starting 
rate frequently meet with a practical 
difficulty in following this policy. Be- 
cause of the keen competition among 
the larger stores, each is alert to see 
that no individual store solely enjoys 
the advantage of getting the pick of 
the applicants for work by paying a 
premium initial rate. This keenness in 
competition for workers was especially 
manifest during the War and immedi- 
ately after the Armistice. Whenever 
certain stores were unable to attract 
sufficient applicants, it was the custom 
in some cities where competition for 
labor was keen to “shop” other stores 
_oceasionally by assigning professional 
shoppers to the task of ascertaining 
what rates were being paid and if the 
working conditions were especially 
appealing in the stores which had the 
most success in securing workers. 
Therefore, because of this existing busi- 
ness rivalry, when one store starts the 
practice of raising the general starting 
rate, the other stores usually follow 
suit, especially when desirable workers 
are not too plentiful. Asaconsequence, 
` this competition usually results in all 
stores of the same class offering about 
the same rate. 


WIDE ADOPTION OF INDIVIDUAL 
Propuctivity Basis 


During the first month of employ- 
ment inexperienced workers in most 
stores are paid a straight weekly wage. 
It is the desire of store managers, how- 
ever, to establish for each person, as 
soon as practicable, a definite relation- 
ship between the weekly wage paid and 
the productivity of the worker. In- 
dividual productivity, therefore, where- 
ever the nature of the work permits it, 
is the base that is used byi most of 
the larger stores for determining the 
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wage of each experienced individual. 
In the selling positions, productivity is 
expressed not only in terms of the total 
value of sales but also in the number 
of sales or transactions that has been 
made by an individual and the average 
amount of each sale. The use of the 
number of transactions and the average 
amount of each sale as measures of the 
efficiency of a salesperson has increased _ 
during the past two years, and the 
recent drop in retail prices has made 
the use of all three of these factors 
especially valuable im determining 
wages. This drop in prices has made 
rt necessary to sell 15 per cent to 25 
per cent more pieces to approach the 
same sales figures that were attained 
before the price recessions. l 

In the non-selling positions, although 
most of the workers are still paid a 
weekly wage that is not directly related 
to a measured output, wherever it is 
possible to devise a unit for measuring 
directly the productivity of the workers, 
this is established and the wage paid on ` 
that basis. For instance, in office work 
this measuring unit may be the number 
of credit authorizations made; the 
number of invoices billed; or the num- 
ber of lines that has been typed. This 
productivity basis for determining 
individual wages has given the most 
satisfactory result in both selling and 
non-selling positions. It has resulted 
not only in stabilizing store forces by 
rewarding individuals precisely in ac- 
cordance with their efforts, but it has 
also enabled store managements to 
control their pay-roll expense so as to 
keep it proportionately reasonable. To 
respond to the public demand that the 
costs of distribution. be kept at a 
reasonable level, store managers must 
constantly watch pay-roll expense, since 
this is usually approximately 55 per 
cent of all operating expenses. 

Where the employe is to be continued 
for some time on a straight salary the 
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practice of most large stores is to 
review the work of the employe after 
one month’s service. The purpose of 
such a review is quickly to discover the 
worker who is not making progress and 
to meet this situation either by addi- 
tional instruction, transfer to another 
position or eyen dismissal. This re- 
view at the end of one month is deemed 
necessary, also, to adjust the rate of 
unusually promising employes, since 
experience has shown that it is neces- 
sary to make this adjustment a few 


weeks after employment in order to. 


correct the element of “guess” as to 
the value of a particular employe 
contained in the ayerage starting rate. 
Finally, this prompt review of all new 
employes with the resulting raises 
reduces labor turnover. An analysis 
of turnover figures furnished by a 
group of stores showed at one time that 
one-third of all employes who had left 
their positions had done so within the 
first month of employment. After 
following for a year the policy of con- 
sistently reviewing all new employes 
within the first month of employment, 
the turnover figures of the same stores 
showed that only one-fifth of all who 
left did so within the first month. 


SeLuiInc Cost Basis 


In regard to selling positions most 
stores base their wages on a selling cost 
base. This base is the per cent repre- 
senting the relation of total wages paid 
in a selling department to the total 
sales made. In a department selling 
$3,000 of merchandise a week with six 
salespersons whose wages average. $25 
a week or a total of $150, the selling 
cost is 5 per cent. This per cent is 
relatively low in the departments 
where the average sale is high, such as 
in departments selling dresses or coats 
and suits. It is relatively high where 
the average sale is low, such as in the 
notion and pattern departments. The 


selling expense in departments selling 
dresses or coats and suits will range 
from 3 per cent to 44 per cent, whereas 
in departments selling notions or pat- 
terns the wage cost or selling per cent 
will range from 74 per cent to 12 per 
cent. Generally speaking, individual 
wages are high m the departments 
where the selling cost per cent is low 
and they are relatively low where the 
selling cost per cent is high. The 
simplicity of the sale transaction in 
departments like those in which notions 
and patterns are sold permits the 
employment of relatively young and 
inexperienced salespeople at the lower 
wage-rates. In women’s ready-to-wear 
departments, however, sincé the sales 
involve a considerable outlay, most 
stores endeavor to maintain mature, 
experienced salespeople who can give 
customers expert advice and counsel 
as to the appropriate wearing apparel 
they should have. This service is 
being increasingly demanded by cus- 
tomers and can be given only by well- 
paid discriminating salespeople ex- 
perienced in apparel selling. 

= The department selling cost is 
usually determined on a six months’ 
season basis. At the end of each sea- 
son, the rates of individual salespeople 
are adjusted on their productivity 
showing, precisely in proportion to 
their having sold at the average depart- 
ment rate or lower. Individual sales 
quotas are determined by dividing the 
department rate into the weekly salary 
of each salesperson. An experienced 
salesperson earning $30 a week who 
sells in a 5 per cent department is 
expected to sell at least $600 a week to 
maintain her position at this wage. 
Although allowance is made for sea- 
sonal fluctuations, if she consistently 
sells less than this amount for a num- 
ber of weeks, resultmg in a higher 
selling rate, efforts are made to stimu- 
late her sales so that she can maintain 
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her position at the average department 
rate. If she sells, say $750 a week, 
however, resulting in a selling cost of 
only 4 per cent, which would be 1 per 
cent lowerthan the department average, 
her salary is generally increased pro- 
portionately so that there will be a 
consistent and a diréct relation between 
her earnings and the department 
rate. 

The foregoing describes the method 
of paying and adjusting individual 
wages in stores employing a straight 
salary wage plan. Under this plan a 
salesperson is assured the same income 
for each week. The diligent worker 
may not always be immediately paid 
the exact amount she may earn over 
and above her salary, pending the 
adjustment of her regular wage, and to 
this extent the straight salary plan may 
be open to criticism. On ‘the other 
hand, however, under this plan the 
worker is not forced to make up the 
deficit when her earnings are less than 
the salary she receives. In the case of 
inexperienced workers the earnings 
invariably are less during the first few 
weeks of employment, and at certain 
dull periods even many experienced 
workers are unable to sell their quota 
` and earn their rate. 


VARIATIONS IN THE COMMISSION PLAN 


Where salespeople work under a 
straight commission plan, arrange- 
ments are usually made with them for 
a weekly drawing account that repre- 
sents about 80 per cent of their earn- 
ings. The balance is paid in commis- 
sions and these commissions sometimes 
are paid only once a month, although 
many stores pay- the commissions 
weekly. Under the straight commis- 
sion plan, salespeople are paid precisely 
what they earn. A furniture or cloth- 
ing salesman working under a 5 per 
cent straight commission plan may 
have a weekly drawing account of $40. 
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If he sells over his quota and actually 
earns $50, the extra $10 a week is paid 
the following week or the following 
month. If, however, he earns only 
$35, the regular weekly drawing ac- 
count of $40 1s paid but the deficit of 
$5 is deducted from any commissions 
earned above his regular weekly draw- 
ing account in subsequent weeks, and 
the balance, if any, is paid as a com- 
mission. l 
The theory of the commission plan 
is that the direct relation between a 
sale and the payment of a percentage 
of the sale in a wage, acts as the most 
potent incentive for salespeople to sell 
diligently. It is not favored by some 
store managements, however, because 
it is felt that an employe’s success in an 
organization should depend not on 
sales alone but also on other personal 
factors; and that a commission plan is 
unsatisfactory because it does not 
permit evaluating anything else in an 
employe but the ability to sell merchan- 
dise. When determining individual 
wages of salespersons, some stores which 
wish to consider such factors as length 
of service, codperativeness, promptness 


.and steadiness in atteridance, versa- 


tility, loyalty and leadership qualities, 
feel that these factors can best be 
evaluated under a straight salary plan. 
To provide some incentive, however, 
for increasing sales, it is the practice of 
a number of large stores to pay a small 
commission on all sales in addition to 
the weekly salary. This commission 
frequently is 1 per cent, and it may 
represent an increase of 10 per cent to 
20 per cent over the regular weekly 
salary. 

Wm. Filene’s Sons Company, Bos- 
ton, after experimenting with various 
wage plans for several years, now pay 
all salespeople a straight salary which 
is based on the average selling cost 
percentage of the various departments. 
In addition to this, however, a com- 
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mission is paid on all sales. This com- 
mission varies from one-half of one 
per cent to one and one-half per cent in 
the various departments. Usually a 
bonus percentage of this sort represents 
about one-fifth of the actual selling 
cost of a department. Filene’s feel 
that it is necessary to have this com- 
mission percentage vary in order to 
make it possible to pay a commission 
in departments with a small average 
sale that will be substantial enough to 
act as an effective incentive for. sales- 
people in these departments to increase 
their sales. The disadvantage of 
paying a uniform percentage of bonus 
in all departments will be appreciated 
when it is realized that the average sale 
in a notion department in many stores 
will be approximately only 50¢, whereas 
the average sale in departments selling 
women’s coats and suits will range from 
$30 to $65, depending on the character 
of merchandise that a store carries. In 
the notion department the average 
salesperson will handle five or six 
hundred transactions per week, whereas 
in departments selling coats and suits 
the number of transactions per sales- 
person throughout the year will average 
only from twenty-five to thirty-five a 
week, At Filene’s, the commission on 
all sales is paid weekly in a separate en- 
velope, since this method of paying the 
commission is effective in impressing 
salespeople with the constant relation- 
ship that must exist between the wages 
they earn and the sales they make. 
The plan in effect at Filene’s has 
proved to be very satisfactory to the 
employes. While it attempts prop- 


erly to “weight” the sales factor, it - 


also permits a consideration of other 


factors. This is provided for at Filene’s ` 


by a periodical rating of all employes 
on such traits as (1) mental qualifica- 
tions; (2) technical ability; and (8) 
personality, health and general value 
to the company. : 


AN Errecrive Wace PLAN IN 
OPERATION 


One of the most interesting wage 
payment plans for department store 
workers is that in effect at the Joseph 
Horne Company store at Pittsburgh. 
Because this wage plan has been in 
effect for something over twelve years 
and has functioned satisfactorily both 
in dull and prosperous seasons, it has 
been the object of considerable study 
by many other department store 
managements. The plan commends 
itself because it is simple in operation; 
it is easily understood by employes; 
it shows the comparative worth of 
individuals at all times; and it provides 
for the adjustment of salaries on an 
individual productivity basis at regu- 
lar intervals. i 

When salespeople are engaged, they 
are paid the going rate paid by the 
better class of large stores and the 
method of adjusting salaries is ex- 
plained to them. After thorough 
training, they are given their weekly 
sales quota and placed at work. After 
two months their sales are reviewed 
and salaries are increased if the sales 
during this probationary period justify 
it. New quotas are then given based 
on the increased rate. Thereafter, 
salaries of the salespeople are adjusted 
in February and August of each year. 
The total salaries paid in each depart- 
ment for the six months preceding 
February and August are divided by 
the total sales of the respective depart- 
ments for the same period to ascertain 
the average cost per cent for selling. 
‘The average weekly sales of each sales- 
person are then computed for the six 
months and multiplied by the depart- 
ment rate to find what each one has 
earned. If the sales of an individual 
warrant a higher salary than she is 
receiving, her salary is increased ac- 
cordingly. If she has not earned her 
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salary, she is not reduced Kut i is inter- 
viewed. At this interview her record is 
shown and she is requested to make an 
effort to bring up her salės. At the 
expiration of the following six months 
if the salesperson is not earning her 
salary, she is then given a trial in some 
other department or is dismissed. 

In some departments experience 
has shown that salespeople will occa- 
sionally run behind their rate the first 
six months and ahead of their salary 
the second six months. In such cases 
their “worth” is averaged for the year 
and adjustments made on that basis. 
In addition to the above salary ar- 
rangement, which is based on the 
productivity of the individual, a sales 
bonus is paid March 1 and September 
1 on individual sales in excess of quotas 
' at the department’s average selling 
per cent for the corresponding period 
of the preceding five years. Under 
this arrangement all salespeople are 
afforded an opportunity to earn a 
bonus in addition to their regular 
salaries. 

Although à majority of the larger 
stores base their wages of salespeople 
primarily on the productivity basis, 
consisting of the number and the 
amount. of sales in a given period, many 
stores take other factors into considera- 
tion in determining individual rates. 
Through the use of rating plans which 
providefor rating employes periodically 
on such subjects as attendance, cour- 
tesy, suggestions, accuracy and co- 
operativeness, an effort is made to 
“weight” and evaluate these qualities 
also in salespeople. 


Propvucritviry Bases For NoN- 
SELLING GROUPS 


The satisfactory results . obtained 
from the use of the individual produc- 
tivity bases for salespersons’ wages has 
directed the attention of store managers 
recently to the use of the same basis 


foe. non-selling groups composed of 
clerical workers, stock-room people, 
delivery workers, etc. A number of 
stores through time studies have 
established a measure of the work in 
these non-selling positions and used 
this information to establish standards 


.for a proper day’s work. Some stores 


have based their wages on definite 
tasks and are paying a money incentive 
to the workers who surpass them. A 


large department store in Canada has 


established in its delivery department 
a quota of three hundred parcels per 
driver per day as an excellent day’s 
work. Their drivers are paid a bonus 
of 1c for every parcel delivered 
above this quota. It is claimed: that 
this bonus arrangement has resulted 
in their delivery department’s being 
able to take care of a 26 per cent in- 
crease in parcels with no increase in 
force or equipment. In the month of 
December, when deliveries are heavy, 
drivers'‘make from $25 to $35 in parcel 
bonuses for the month, although the 
average bonus earned during other 
times is approximately $3 to $4 a week. 
The management of. this store states. 
that the parcel bonus has saved much 
expense for them and has in addition 
promoted harmony and contentment 
among their drivers because of the 
additional money they have earned. 

A large Boston store pays a bonus to 
its parcel wrappers for all parcels 
wrapped over a certain quantity. The 
tasks were set after the average daily 
production of each wrapper over a 
period of months had been ascertained. 
If the first task is exceeded, a payment 
of 25c per day is made; for exceeding 
the second task, 35c per-day is paid 
and 50c a day for exceeding the 
third: 

At Wm. Filene’s Sons Company the 
billing machine operators, who are 
girls, are paid on a piece work basis of 
one cent a sales check on all checks 
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accurately billed to charge customers 
in excess of a certain amount. Regular 
weekly salaries for each operator are 
established. An operator earning $25 
a week is expected to bill 2,500 checks 
and she is paid at the rate of one cent a 
check for billmg any quantity over 
her quota. A penalty of ten cents each 
is imposed for errors. 

In a large department store in Ohio 
the billers are all expected to bill at 
least 7,500.checks per month, ‘since 
experience has shown this to be a fair 
month’s work in this store. Bonuses 
are paid, however, for exceeding this 
quota at varying rates depending on 
the quantity up to 75c per 100 for 
billing over 10,000 checks. 


ATTEMPTS TO REGULATE SEASONALITY 
AND OTHER Wacr FACTORS 


One of the most perplexing factors 
that store managers must keep in mind 
in formulating any wage plan is the 
seasonal fluctuation of sales on which 
wages are based. One quarter of the 
year’s business may be done in Novem- 
ber and December and only approxi- 
mately one-tenth or one-eighth may be 
done in June and July. A plan that 
will yield each worker a good salary in 


months when business is brisk may ` 


have quite disappointing results in 
other months. It is not by any means 
a simple management task to devise 
for all departments a plan that will 
provide a constant weekly wage return 
sufficient to retain ambitious workers. 
A. wage plan that is too closely related 
to-sales in a store which has marked 
fluctuations in its sales volume each 
month, may fail to hold workers in the 
relatively dull months. 

This seasonal fluctuation necessi- 
tates not only constant study and 
manipulation of individual sales quotas 
but also, at times, a strategic manipu- 
lation of the entire store force. This 
is because a drop in sales will result in 


expensive overmanning and overman- 
ning, in addition, will immediately 
depress the earnings of salespersons 
if they are paid a wage that is closely 
related to the volume of business that 
is done in a department. Efforts are 
being constantly made by department 
store managers to flatten the seasonal 
peaks and valleys, but the seasons of 
the year and fixed purchasing habits 
tend to make it very difficult to change 
materially this problem of seasonality 
and it will continue to be a bothersome 
factor in establishing wage-rates that 
are satisfactory to the employe and 
fair to the management, both in dull 
and busy periods. 

It is the practice of some stores to 
make no change in the basis of a wage- 
rate before thoroughly discussing the 
proposed change in advance with the 
group of employes affected, and then 
making changes only after the condi- 
tions have changed under which an 
existing rate was established. In afew 
stores, moreover, an attempt has been 
made not only to pay a fair indi- 
vidual rate but to pay, in addition, a 
group bonus wherever the payment of 
this results in developing a depart- 
mental esprit de corps. For instance, 
in the jewelry department of oné large 
store, individual salaries are adjusted 
on the basis of individual sales but, in 
addition, a group bonus is paid on all 
sales made in the department. This 
lump sum is divided equally among the 
various salespeople in the department 
and it has resulted in correcting to 
some extent the dissatisfaction that 
existed when bonuses were paid merely 
on individual sales. If a customer 
spent considerable time inspecting an 
expensive ring, but deferred making 
the purchase on the first visit, on the 
subsequent visit it frequently hap- 
pened, during the lunch hour, that, 
when the customer called again with 
her mind made up to buy, the sale was 
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effected and a substantia] commission 
earned, under the former plan, by a 
different salesperson from the one who 
had spent so much time in developing 
her initial interest in the merchandise. 
Naturally ‘this situation caused the 
first salesperson to-become dissatisfied. 

The group bonus plan has equalized 
earnings in the. department to some 
extent and it has also corrected the 
former dissatisfaction that was caused 
by certain salespersons’ getting the 
most sales because of their better 
stations in the department. It is the 
custom in.some stores to permit the 
long service salespeople to occupy cer- 
tain stations that may be especially 
strategic for making sales. 

In a large department store in St. 
Louis good results in developing store 
spirit have been achieved by paying a 
1 per cent bonus on all sales, provided 
the business of the store is increased 
$100,000 each month. Thus the 
management shares with employes a 
portion of its gains from increased 
sales and assists in emphasizing to the 
salespeople the direct relationship be- 
tween a store’s ability to pay good 
wages and an increase in sales. 


Propuctriviry Bast ror BUYERS’? 
SALARIES 


The salaries of buyers also have a 
productivity base. The buyer’s salary 
or drawing account frequently repre- 
sents 1 per cent or 14 per cent of 
the sales of a department for the 
preceding year. In certain depart- 
ments, however, and also under certain 


unusual conditions, such as when 


_exceedingly . competent buyers are 


engaged to build up weak departments, 
the buyer’s salary may represent as 
much as 2 per cent or 3 per cent of the 
annual net sales. Frequently, bonuses 
of 1 per cent or 1} per cent are given 
in addition on increased sales. Of all 
department store executives, buyers 
are always in the most advantageous 
position to effect the most satisfactory 
salary arrangement with -store man- 
agers. The technical information of a 
successful buyer can be utilized “in 
practically any other store. His con- 
stant trips to the market enable him to 
make contacts that frequently lead to 
better opportunities and the salary 
offered is usually sufficiently. attractive 
to induce him to go to almost any 
section of the country he desires. _ 
From the foregoing, it will be clear 
that store managers in determining 
buyers’ and experienced salespeoples’ ` 
wages usually use as the primary con- 
sideration the amount of sales made. 
In determining the wages of the non- 
selling groups of store workers, the 
tendency is to base these on some 
measure of productivity, such as the 
number of transactions handled. Wage 
plans, such as these described, that 
incorporate individual productivity as 
a fundamental, wherever it can be 
fairly measured, and’ wherever such 
plans can be equitably and reasonably 
administered under varying conditions, 
usually result in high individual wages, 
a relatively low labor turnover and a 
reasonable operating cost for stores. 


Relative Rating Versus Cost of Living as a Basis 
of Adjusting Wage-Rates 
By Tuomas W. Mircueiy, Pa.D. 


Management Engineer 


HE period that commenced seven 

years ago and is not yet finished 
has been a period of test for our ideas 
and institutions, political and indus- 
trial. Particularly has it furnished 
opportunity for applying, testing, re- 
viewing and revising some of our eco- 
nomic notions. 

The World War drew out of in- 
dustry and put into the military or- 
ganization between three and four mil- 
lions of our own young men, not to 


mention the millions of Europeans.. 


It transferred other hundreds of thou- 
sands from ordinary industry to the 
-production of munitions and other 
war materials. All these had still to 
be fed, clothed, amused and the like, 
although they had ceased to produce, 
either directly or indirectly, their own 
sustenance. It should have required 
but a moment’s thought to convince 
us that, unless these millions. were re- 
placed by other producers (by women, 


say) or unless those who remained in- 


. ordinary industry were considerably 
more effective than before, the whole 
population would have to live in poorer 
circumstances than prior to the out- 
break of the War. 

However it soon became apparent 
that the mass of workers, whether in 
factories or offices, did not comprehend 
the situation in this manner. Not 
only did a large part of the working 
population go shopping for jobs at 
higher pecuniary rates and keep up 
this shopping practice until the day of 
the Armistice—as if it were money they 
ate and wore and slept in—but when 
the inevitable price advances came to 
increase the pecuniary cost of living, 
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they demanded the privilege of living 
as well as they had been accustomed 
and demanded still higher wage- and 
salary-rates, which were followed by 
yet higher prices and living costs. 
Governmental wage-adjustment boards 
raised the wage-rates of shipyard 
workers and others to cover the ad- 
vance in living costs, only to find in a 
short time that further price increases 
had absorbed the pecuniary wage 
increases, so that they had the job to 
do over again. Finally, one board 
came to the conclusion that mere 
wage-rate increases only added to the 
cost of living, that no given standard 
could be maintained by that method, 
and ceased the practice. 

Several years before the World 
War at least one collective bargain- 
ing agreement specifically recognized 
changes in living costs as an important 
consideration in adjusting wage-rates 
up or down. During the post-war 
period of rising prices, arbitrators+in a 
number of cases granted general wage- 
rate increases on the basis of advances 
in living costs. Other demands have 
been made on that basis, although 
not granted. In one case the arbi- 
trator stated that workers were entitled 
not only to rate increases commen- 
surate with the advance in the cost of 
living; but, as time went on, to still 
further rate increases for the purpose 
of improving their living conditions. 
Many representative economists, in- 
dustrial engineers and other thoughtful 
persons, also put large faith in the 
living cost theory. 

Now, however, that prices are on the 
downward swing, while many groups 
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of workers accept rate-cuts with ap- 
parent cheerfulness, there, are other 
large groups who resist such reductions 
even to the extent of prolonged strikes. 
There are employers, too, who ’are 
following the cost of living theory out 
to its logical conclusion and, are asking 
such intimate questions as these: 
What is the average size of workers’ 
families? How’ many pairs of shoes, 
of stockings, how many suits of under- 
wear, of outer garments, how many 
ounces of beef, potatoes, bread, butter 
` and the like; how much bedroom and 
other room space, does each member of 
the family need, and what is the cost 
of these per week or per annum? 
When employers commence seriously 
to ask such questions for the purpose 
of cutting wage-rates, is it strange 
that workers and their representatives 
‘become uneasy and begin to wonder 
whether after all the living cost theory 
is a logical and beneficent one? 

The present situation furnishes the 
opportunity to reéxamine the living 
cost theory, to ask ourselves what the 
function of a standard of living is, 
through what channel it accomplishes 
its purpose and, more particularly, 
whether it is logical and effective as a 
basis of pecuniary rate adjustments. 


Livine Sranparps Have Rounp- 
ABOUT not Direct Errect 


Anyone who will take the trouble 
to review the development of economic 
thought on the subject or thoughtfully 
examine the facts of industrial opera- 
tion, must become convinced that the 
function of standards of living ‘is to 
control the proportion of population 
and the labor factor to the other fac- 
tors In production. 

In the production of any rane 
or the performance of any operation 
the various production factors—land 
or space factors, équipment factors, 
labor factors and planning and super- 
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vision factors—may be combined in 
any one of a range of proportions. To 
each combination there will correspond 
a rate of output that differs from that 
of every other combination. Advance 
in scientific knowledge, which makes 
possible a more effective . application 
of scientific laws, may increase the rate 
of output of each possible combi- 
nation. However it can be shown that 
without such advance in scientific 
knowledge and improvement in the 
industrial arts, there are two sets of 
proportions at the opposite extremes 
of a range such that for any set of 
proportions within the range, if the 
proportion of any one factor to the: 
others be increased, the total rate of 
output of the whole combination will 
be increased, it is true, but less than 
proportionately to the augmentation of the 
one factor. In other words, increasing 
the proportion of one factor in the com-~ 
bination within this range subjects the 
other factors to the operation of a “law 
of diminishing returns,” or the one fac- 
tor to a “law of diminishing Proci 
tivity.” 

Now the total quantities of equip- 
ment factors are capable of being in- 
creased and are increased as industrial 
society saves. Likewise, the human 
factors increase as the population’ in- 
creases. However the increase of the 
land factor is obviously limited by the 
fact that the total land area of the 
world is practically a fixed quantity. 
The bearing of this upon the welfare of 
mankind is obvious. If the population 
increases more rapidly than does the 
accumulation of the equipment fac- 
tors, particularly if it increases more 
rapidly than the advance of scientific 
knowledge and the effectiveness of the 
industrial arts, the average rate of 
production of commodities per person 
or per man-hour must fall, and the 
economic well-being of the human 
factors—and industry is carried on for 
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the benefit of the human factors— 
must be lowered. Indeed, barring 
the progress of science, there is a 
maximum beyond which the output of 
the whole industrial society of the 
world cannot be increased; to increase 
the proportion of the human and 
equipment factors beyond this limit 


is to decrease the total output of ' 


commodities. 

If, therefore, the economic well-being 
of the mass of people is not to be 
lowered, it will be necessary to prevent 
the population and the human factors 
from increasing more rapidly than the 
accumulation of the equipment factors 
and, more particularly, to prevent this 
increase from outrunning the advance 
of scientific discovery and invention and 
the improvement of the industrial arts. 

But how are we-to prevent the 
population from increasing so rapidly? 
Each person will have to do his little 
part by deferring marriage and limit- 
ing his contribution to the increase of 
population. As one labor manager 
remarked concerning the “make-work 
theory” that is said to pervade the 


ranks of industrial workers, “If work- 


people are going to limit output, the out- 
put to limit is the output of children.” 

But when shall a person marry and 
how many children shall he bring into 
the world? Here comes in the func- 
tion of a personal standard of living. 
The more kinds and degrees of his own 
wants a person puts ahead of his desire 
for his own home and family, the more 
kinds and degrees of wants of a poten- 
tial spouse and each potential child he 
puts ahead of his desire for a larger 
family, the longer he will defer his 
marriage and the smaller will be his 
personal contribution to the increase 
of population. From his personal 
viewpoint he will take more time to 
acquire skill and industrial effective- 
ness, to advance to grades of work of 
higher skill and value, ‘until he can 


command an income, and be reason-, 
ably sure of maintaining it, that is 
sufficient to enable him to support 
himself, wife and prospective children 
according to the standard he has 
chosen. The more people adopt high 
living standards, conduct themselves 
accordingly and so limit each his per- 
sonal contribution to the population, 
the slower will be its increase and the 
more chance will the progress of science 
and the industrial arts have to keep 
pace with and even outrun the increase 
in population. Indeed it is possible 
to hold the population stationary, as in 
France, or actually to decrease it. If 
a sufficient portion of the population 
adopts relatively high standards of 
living and conducts its marital practice 
accordingly, within limits, any stand- 
ard of living can actually be attained 
and maintained. 

Observe, however, that it is not 
sufficient, at a gtven set of market 
prices of commodities, to say, “Go to! 
I want to live on a scale requiring an 
income of $5,000 a year and insist on 
having $5,000 a yearinstead of $2,000.” 
That might be effective for one person 
or a comparative few so long as the 
mass of people were not doing the same 
thing; but if the mass of people should 
attempt to do the same thing, even 
though they might actually get the 
larger money income, as happened all 
over the world during the last seven 
years, so long as they did not increase 
their volume of production correspond- 
ingly, the only effect would be to mark 
up the prices of commodities in like 
proportion. Wage boards can better 
the living conditions of selected groups 
of workers for a little while by marking 
up their pecuniary wage-rates, pro- 
vided that other wage boards or agen- 
cies do not simultaneously mark up 
the wage-rates of the remainder of the 
working population. In other words, 
so long as they do not increase the 
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productivity of industry, all that wage 
boards, arbitrators and labor unions can 
accomplish by marking up wage-rates is 
to alter the division of the total product of 
industry among the various groups of 
workers. However the improved living 
conditions of the few come at the expense 
of the others. 

To sum up, raising the ET of 
living produces its effects only indi- 
rectly: (1) by causing the individual to 
put forth the improving effort and take 
the time necessary to increase his own 
productivity; (2) by restraining the 
growth of population, thereby keeping 
down the proportion of labor force to 
the other factors, particularly to land. 
Its effect is a long run and round-about, 
not an immediate and direct effect. 
Neither wage boards nor legislative 
nor collective bargaining fiat can ac- 
complish it. 

Furthermore, a standard of living is 
not something that can be chosen by 
one person or by a wage board for 
another person. I can choose my own 
standard of living and I can accustom 
my children to it so as to be reasonably 
sure of passing it on; but I cannot 
efféctively impose any given standard 
of living. on any person outside my 
family. For even though I place the 
corresponding income at the other 
person’s command, unless he has al- 
ready chosen that standard for himself, 
I cannot compel him to keep his family 
so small as to make the standard ef- 
fective. . A standard of living is a per- 
sonal affair. -Each person must, con- 
sciously or unconsciously, choose his 
own. There is not one standard of 
living; there are millions. 


GENERAL Wacre-Rarme CHancses Im- 
POTENT TO ArFrect Economic 
WELL-BEING 


This thought that wage’ boards 
arbitrators and labor unions are power- 
less to better or to injure the economic 
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well-being of the masses of workpeople 
by mere general increases or decreases 
of wage-rates, that they can only 
discriminate in favor of or against one 
group of workers as compared with 
the other groups, is so important as to 
merit further demonstration. 

It is possible to benefit or to injure 


-tool makers or glass-blowers or loco- 


motive engineers or clothing workers 
or any other group of workers or even 
a number of such groups in this manner 
so long as the movement is not general. 
However, any attempt to make. a 
general and universal proportionate 
advance or recession in’ wage- and 
salary-rates immediately defeats its 
purpose. For, unless such advance or 
recession is connected with, and ac- 
companied by, an increase or decrease 
in the rates of production of commodi- 
ties, it will immediately be followed or 
accompanied by a like proportionate 
general advance or recession in the 
prices of commodities, so that the 
general advance or recession in wage 
and salary incomes will be wholly ab- 
sorbed in a proportionate advance or 
recession in the money-cost of living. 
The pressure of the real cost of living 
will be unabated. , 

Economic relationships. and the 
operation of fundamental economic 
forces are obscured by the form and 


‘mechanism of our present industrial 
‘organization—by the fact that no one 


person himself produces more than a 
small part of what he himself uses; by 
the fact that he works as a small part 
of an industrial unit and does only a 
small part of the total work: involved 
in producing the product that his unit 
produces; by the fact that he does not 
receive as his share of the product of his 
unit, a part of that product, but re- 
ceives, instead, money; by the fact that 
exchange is not made directly of prod- 
uct for product, or of labor for prod- 
uct, but that, on the contrary, the 
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worker exchanges his labor for money, 
his employer takes the product and ex- 
changes it for money, and all the people 
who receive money mcomes exchange 
the money for the products they want. 
The fact that all our exchange is thus 
indirect; that there is, and must be, a 
medium. of exchange, money ,—necessary 
though this is in our modern industrial 
organization which is based on the prin- 
ciple of the division of labor—obscures 
the real purposes of industry and the 
working of economic laws. 

However, if we look through this 
external mechanism to the underlying 
purposes and forces, we shall see that 
it is impossible to improve or lower the 
well-being of the whole mass of in- 
dustrial workers. by merely increasing 
or decreasing their money incomes. 
The only way to effect either is to in- 
crease or decrease, in all or nearly all 
lines of production, the total volume 
of product. No matter how much 
money is paid to the masses of the 
people, with it they cannot- buy bread 
that does not exist; they cannot buy 
shoes that do not exist; they cannot 
buy clothes that do not exist; they 
‘cannot buy any of the necessities, 
‘comforts and luxuries of life that do 
not exist. And these things exist and 
are available for purchase only to the 
extent that. they are produced. To 
increase or decrease money incomes 
without at the same time increasing or 
decreasing the volume of,output in the 
various lines of production, must of 
necessity result in, be accompanied 
or preceded by, a like proportionate 
change in the general level of prices— 
by a like proportionate change in the 
money-cost of living. 

Every dollar of money income, no 
matter by whom received, is spent in 
the purchase of goods and services. 
The goods purchased are either cou- 
sumption goods, -i.e., goods that di- 
rectly satisfy human wants; or pro- 


duction goods, t.c., machines, tools; 
buildings, etc., used in further pro- 
duction. The exception to this in 
the form of money hoarding is negli- 
gible; indeed, it merely alters the divi- 
sion of the product of industrial society 
slightly at the time of hoarding and at 
the time of bringing the money out of 
the hoard. The fact that not quite all 
of the money income received during 
a given period of time—given week, 
given month, given year—is spent in 
that period but that there 1s a lapping 
over into the next period, is of negli- 
gible consequence because of the drag 
from the preceding period. 

That the income that is “saved” by 
depositing it in savings banks and 
other institutions is also spent becomes 
‘evident if we follow it to its ultimate 
disposition. For these institutions 
“invest”? it, t.e. buy national, state 
or municipal bonds or the securities of. 
railroads and industrial corporations. 
The ultimate receivers of the saved 


funds spend them either on consump- 


tion goods or in the purchase of ma- 
chinery, tools, erection of buildings, 
bridges,- street paving, road building 
and soon. Whether spent directly or 
“saved,” every dollar of money income 
is spent in the purchase of goods or 
services. | 

All goods that are produced are sold. 
The spoilage of strawberries over the 
week-end and of other perishable 
goods may be neglected for the purpose 
of this analysis. Indeed, any spoilage, 
any failure to sell goods once pro- 
duced, represents to some extent a de- 
feat of the ultimate purpose of our 
industrial structure and activity, which 
is to provide the greatest attainable 
abundance of all goods in the propor- 
tions in which they are needed for the 
satisfaction of the wants of all people. 

It follows that the sum total of 
money incomes received during a given 
period, particularly if that period be a 
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year, is exchanged against the sum 
total of goods produced and personal 


services rendered during a correspond... 


ing period. We say “corresponding” 

rather than “same” period for two 
reasons. First, we have already 
shown that a large portion of our cur- 
rent weekly or monthly money in- 
comes are spent, not for the products 
on which we worked during the week 
or month in which we earned the in- 
comes but upon the products of our 
earlier endeavors—earlier by a few 
weeks, possibly months: the purpose of 
this week’s productive activity is to 
provide for our wants of next month 
or next winter: Second, there is a 
little elasticity in the relationship. In 
the case of those goods whose pro- 
duction is seasonal, stocks accumulate 
duting the production period and are 
depleted during the remainder of the 
year, or consuming season. Also, 
the stock of consumption goods may 
be built up during a given year or other 


comparable period of time; but there is | 


a practical limit to the extent to which 
this can be done because of the ex- 
pensiveness of carrying large stocks. 
In foods and other materials produced 
by the extractive industries, stocks are 
accumulated only to the point re- 
quired as a margin of safety against 


lean years (and not always to that 


point) and then simply maintained. 
Again, in the case of savings, time is 
consumed in their transition through 
the financial institutions to the organ- 
izations that ultimately spend the 
funds; furthermore, a large part of 
this spending waits upon the appear- 
ance of its objects of expenditure which 
are produced to order. Therefore, we 
say “corresponding”’ period. 


Money, Prices AND GOODS AND 
SERVICES | 


This relationship establishes a close 
correspondence between three systems 


of facts; viz.: (1) the volumes of out- 
put of the various kinds of commodities 
and services; (2) the aggregate volume 
of the [flow of money income and its 
division among persons with their 
varieties of wants; (3) the prices of 
commodities and the penera, level of 
prices. 

Keep the volume of money income 
steady and increase the rates of pro- 
duction of the various kinds of goods, 
and two things happen. First, the 
money costs of production of these 
various kinds of goods are reduced; 
for what are money incomes to the 
recipients, are money outgoes to the 
firms and corporations paying them. 
Consequently, these goods can be sold 
at correspondingly lower prices and 
still leave the business as profitable as 
before. 

On the purchasers’ side, they have no 
more money per week to spend in the 
purchase of all these goods than pre- 
viously at the smaller rates of pro- 
duction. Cohsequently, if a greater 
volume of goods is to be sold they must 
be sold at lower prices. And com- 
petition among rival producers, no 
one of whom wants unsold goods left 
on his hands or wants to close his 
plant and let the still normally prof- 
itable business go to his rivals, as well 
as competition among products under 
the aforesaid condition of reduced 
costs, will bring the prices down. 

In this case, there is an increase 
in social well-being. With the same 
money incomes the masses of people 
are able to supply themselves in 
greater abundance. Such bemg the 
case there may be a change in the pro- 
portion between direct consumption 
and “savings,” in the direction either 
of a greater proportion of saving or of 
a greater proportion of immediate con- 
sumption, according to what seems the 
more worth while to the mass of the 
people, each person deciding for him- 
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self. Nevertheless there will be an 
absolute increase in both consumption 
and saving. Because of the change m 
proportion, however, the prices of 
production goods and of consumption 
goods may not be reduced proportion- 


ately, and, in fact, because of a shift- — 


ing of industry, the total volumes of 
the two classes of goods will not be 
permanently increased in the same 
proportion. 


If the volume of money incomes is - 


maintained constant and the rates of 
production of the various commodities 
are lowered, the reverse situation is 
produced. Money costs per unit of 
output are increased and the goods 
cannot be sold so profitably, perhaps 
not profitably at all, at the old prices. 
' On the other hand, purchasers having 
the same amount of money per week as 
before and competing for a smaller 
available quantity of goods, will bid 
up the prices. And the producers, 
because of- their increased unit-costs, 
will ask higher prices and be able to 
get them. Thus, even if money in- 
comes are maintained constant, de- 
creased production means decreased 
well-being of the recipients of income 
—of the mass of the people. What 
probably happens in this unfortunate 
situation is that the prices of con- 
sumption goods, particularly of the 
necessities. of life, rise more than do 
the prices of production goods, that 
there is a change of proportion between 
consuming and saving, saving being 
reduced under the pressure, and that 
the expansion of industrial facilities is 
checked. Ii the stress is great enough, 
existing facilities may not even be 
maintained; railroads, industrial plants 
and so on are let run down, producing 
a condition for which industrial society 
later must pay. 

If the rates of production are kept 
constant and money incomes generally 
are increased, two things happen. 


First, since from the viewpoint of the 
producing firms these money incomes 
are production costs, these production 
costs per unit of product are thereby 
increased, the products cannot be sold 
so profitably at the old prices and 
higher prices will be asked. And 
higher prices will be paid. For, sec- 
ond, the whole mass of purchasers, 
finding themselves with more money 
per week, there being, in fact, no more 
goods available for purchase with this 
money, will be able to pay the higher 
prices for such goods as are available. 
Competition among this great mass 
of rival purchasers, each of whom will 
insist upon getting at least as much as 
he was getting before, will cause the 
prices to rise until the whole increased 
volume of money income is absorbed 
in the higher prices. 

Thus mere increase in the money in- 
come of the mass of the people does 
not cause increased well-bemg. In 
this case, since the various kinds of 
goods are produced not only at the 
same rates of flow but in the same pro- 
portions as before—in other words, 
since the sum total of economic well- 
being is not changed—all prices will 
tend to rise in the same proportion. 

In like manner, if production rates 
are maintained constant and money 
incomes lowered, prices must come 
down proportionately. On the pur- 
chasers’ side, there is less money with 
which to buy this same volume of goods 
and there must be a reduction in 
prices if all the goods are to be sold. 
On the other side, the money costs of 
production are lowered so that the 
producers can sell at proportionately 
reduced prices and still leave the same 
proportionate margin of profit; and 
competition among rival producers no 
one of whom wants goods left on his 
hands or an idle plant when it could still 
be run profitably, will force the prices 
down. 
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Therefore, the economic. well-being 
of the mass of the people can no more 
be bettered or injured by: a general 
proportionate increase or decrease of 
money incomes unaccompanied by a 
‘like change in the general productivity 
of industries, than can a man lift him- 
self-over a stone wall by pulling on his 
boot-straps. Indeed the general level 
of money incomes is nothing and the 
general productivity ‘of industries is 
everything in the economic well-being of 
the great mass of people. 

However, it may be claimed that, 
while this is true of the sum total of 
money incomes, wage incomes consti- 
tute only a part, not the whole, of this 
sum total and that a general wage and 
salary increase will benefit the re- 
cipients because it will increase the 
wage earners’ proportion of this sum 
total; that therefore the wage and 
salary class will get more, and the 
profit taking class will have less. 

- This reasoning would be valid if the 
increase in the sum total of money 
incomes were of necessity limited to 
the wage and salary increases granted 
—if the wishes, beliefs and motives of 
land owners and business men, whether 
farmers, manufacturers, transporters 
or distributors, were of no weight in the 
matter. But they are of the same pro- 
portionate weight as before and the 
increase in the sum total of money 


incomes is not limited to the wage and. 


salary increases. On the contrary, the 
landowners have the power to ad- 
vance money rent rates to the point at 
which they can get the same proportion 
of the total social product as before; 
business men have the power to ad- 
vance their prices so as not only to 
cover the advance in production costs, 
inclusive of land and other rents, but to 
restore their margin of profit to the 
same proportion as before. Not until 
the mass of workers simultaneously 
find means of changing the, motives, 


convictions and desires of landlords 
and of business men so that com- 
petition among their weakened wills 
will compel them in a given situation 
to be content with less rent and a 
smaller margin of profit than is now 
the case, will workpeople bt able, 
through a general proportionate ad- 
vance in their money incomes, to in- 
crease their proportion of the total 
social product. When they attain 
this power, they can increase their 
proportion withouf any advance in 
their wage- and salary-rates. È 
It is true, indeed, that if the wage 
earners of one particular business ‘es- 
tablishment obtain a general increase 
in week-wage rates without giving a 
corresponding increase in production 
and without there being a correspond- 
ing adjustment of the wage-rates and 
production costs among that house’s 
competitors, then the increased wage 
incomes may be at the expense of that 
firm’s profits. For while its unit-costs 
are increased thereby, this firm cannot 
recoup itself by raising the price of its 
commodity. Competition of rival pro- ` 
ducers, who are not restricted by like 
increased costs, will prevent. 
However, if all competing firms 
are subjected to a proportionate wage 
increase, they are left on the same 
competitive footing as before the wage 
increase and can, and will, increase 
their prices not only to the extent of 
the increase in unit wage-cost but to 
the extent of a margin of profit on this 
cost in addition. In this case, the 
manufacturers may not be able to 
maintain the same proportionate mar- 
gin of profit, because, with the ad- 
vance in the prices of this commodity, 
the mass of the general public—the 
people in the other industries—who 
have not had their money incomes 
increased, cannot buy as much of this 
commodity and, at the same time, buy 
as much of everything else as before. 


+ 
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They must reduce their purchases of 
something. Probably they will re- 
duce somewhat their purchases of 
many. things; however, the commodity 
whose purchases are most reduced 
is the commodity whose price is ad- 
vanced. The more necessary is the 
commodity, the less is the effect on its 


purchases; the less it is necessary, the’ 


greater is the effect. So that unless 
those industrial workers who get the 
increase spend the whole of it, and 
even more, in the purchase of the very 
commodity they are producing (an act 
that would leave them worse off than 
before) their increased money income 


would to a certain extent come out of ` 


their employers’ profits. 

However, reduced volume of sales 
“means reduced production and reduced 
employment. Advancing the price of 
one commodity out of its former re- 
lationship to the prices of other com- 
modities, reduces the effective demand 
for it and creates idleness and unem- 
ployment within that industry until 
a transfer of production facilities and 
working force to other industries can 
accommodate the remaining capacity 
to the reduced demand. During this 
period of adyustment,. unemployment 
will offset, to a considerable extent, 
the increase in wage-rates, perhaps 
“even reduce the total annual money 
income of this group. There is such a 
thing as a group of persons’ over- 
reaching themselves. 

However if the wage increase be 
general, not to one industry but to all 
industries, then the remainder of the 
buying public also would have pro- 
portionately more money to spend, 
could sustain the higher prices and 
not only would the increased cost of 
the product of the industry in question 
all be passed on in higher prices, but 
the higher unit-costs of all other com- 
modities would also be passed ‘on in 
higher prices. Furthermore, materials 
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would cost more; machinery and tools 
would cost more; for these are them- 
selves products. And when the proc- 
ess of adjustment was complete, we 
should have passed to a general higher 
price level in which money profits 
would share proportionately. 

While workers cannot increase their 
proportionate share: of the total prod- 
uct of industrial society. by means of 
a general proportionate increase in 
wage- and salary-rates, unless the vol- 
ume of production is also increased, 
neither can employers increase their 
share of this product, or reduce the 
workers’ share by a general propor- 
tionate decrease in wage- and salary- 
rates. For, as we have already seen, 
unless production is reduced, prices 
must come down in like proportion and 
a 20 per cent less money income will buy 
the same quantity of commodities as 
before. The essential thing is that pro- 
duction be maintained undiminished. 

Likewise, if industry has come to 
equilibrium at a given system of rates 
of production, income rates and prices, 
there cannot be an arbitrary reduction 
in prices not justified by increased 
productivity and reduced production 
costs without a corresponding. re- 
duction of money incomes inclusive 
of wage- and salary-rates, 1.e. unless 
production stops. A reduction in 
prices without correspondingly in- 
creased productivity of industry means 
reduced gross money income of busi- 
ness men. If the expenses of pro- 
duction are not decreased, this means 
not only that profits are _ reduced 
both absolutely and relatively but. 
that they may even be converted 
into losses. The latter condition can- 
not last long. Nor can a relative 
reduction in profits endure long unless 
the normal mental attitudes of business 
men have altered in that’ direction. 
Pressure will be put on workers 
through demands, argument and un- 


J ai 


rad 
Paai 


‘ » 
46 
employment until- wage- and salary- 
rates have -undergone a, like pro- 
portionate change. 

-~ While wages cannot entrench on 
profits by means of general pro- 
portionate wage-rate advances and 
profits cannot entrench upon wages by 
means of general proportionate de- 
creases in wage-rates, nevertheless it is 
possible for one person to benefit at the 
expense of the mass; for one group of 
industrial workers to benefit at the 
expense of the others; for clothing 
cutters, for clothing workers as a 
whole, for glass-blowers or railroad 
workers either to benefit at the ex- 
pense of the mass by means of a wage- 
rate increase or to be injured by 
a wage-rate decrease. If the total 
money income of society 1s $100,000,- 
000,000 a year, of which my portion is 
$10,000, then my annual purchasing 
power over the product of industrial 
society is 10,000/100,000,000,000, or 
one ten-millionth part of the total, the 
exact meaning of which depends upon 
the proportions in which I value the 
various commodities as compared with 
the proportions in which the remainder 
of the whole competing mass of pur- 
chasers values them. Double my in- 
come, keeping that of everybody else 
unchanged, and my purchasing power 
becomes 20,000/100,000,000,000, or 


'2/10,000,000 part of the total; I have 


practically doubled my purchasing 
power at a slight loss to every other 
member of society. Cut my income in 
half without changing that of anybody 
else, and my purchasing power becomes 
§,000/99,999,995,000, or 1/19,999,999 
part of the total; it has been cut prac- 
tically in half to the benefit of every 
other member of society. 

The foregoing takes no account of 
the effect upon production that may 
be caused: by doubling or halving 
my income. Likewise, if the original 
hundred billions includes, say, $416,- 


. left for other people. 
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000,000 earned by 200,000 clothing 
workers, and they can get this in- 
creased by 100 millions without there 
being any change in the money in- 
comes of anyone else, their combined 
purchasing power becomes increased 


‘thereby from 416/100,000 to 516/100,- 


000 part of the total product of indus- 
trial society, an increase of nearly 24 
per cent in the purchasing power of 
this small group’ at an expense of 
slightly less than one-tenth of one per 
cent to every other member of indus- 
trial society. A like proportionate ad- 
vance to 3,000,000 workers in the 
building trades would come at the ex- 
pense of fifteen times as much or 13 
per cent, to the remainder of industrial 
society. : 

We say “expense” because if the 
wage increase is not accompanied by a 
corresponding increase in the pro- 
ductivity of these workers, the more 
purchasing power they get the less is 
We do not mean, 
however, that such increases may not 
be .justified—that they may not 
merely correct a relative under-remu- 
neration of such groups of workers 
as compared with the great mass of 
other workers, as probably was true of 
some of the wage increases obtained by 
the formerly sweated clothing workers. 

Therefore, while it is not possible to 
better the standard of living of the 
whole mass of industrial workers by 
a general proportionate increase in 
money wage-rates, or to lower their 
standards by a general proportionate 
rate decrease, and since, therefore, the 
cost of lwing as a basis of wage-rate ad- 
justment is impotent for the mass, un- 
sound in principle and vicious in its 
operation, it is possible to give pref- 
erence to one class of industrial 
workers or to a few classes as against 
the others by increasing their wage-. 
rates and holding those of the others 
down. 
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This is all that wage adjustments 
that are made on the basis of living 
cost do; whether the basis of adjust- 
ment is some assumed “living wage” 
or merely relative changes in the cost of 


living. They merely give a preference — 


_ to the workers affected as against the 
remainder of the mass of people. 


Revarions Between Wace-Rates 
oF VARIOUS OCCUPATIONS THE 
Important MATTER 


It may well be that m certain cases 
such preference is just—that, as a 
matter of fact, these industrial workers 
were underpaid as compared with the 
general mass of industrial workers and 
that what appears to be.a preference 
merely adjusts the wage-rates of these 
workers to proper relation to_ the 
general system of wage-rates. No 
doubt clothing workers were at one 
time so underpaid—the time when they 
received mere pittances under the 
piece-work sweatshop system and per- 
haps even in more recent times. It is 
not unlikely that department store 
sales girls have been so relatively un- 
derpaid. However, the question in 


such cases is not what is the relation ` 


of the money wages to a living wage 
(such an undefined expression!), not 
what is the relation between the change 
in wage-rates and the change in the 


cost of living. The real question is. 


this: What is the relation between 
the wage-rates of the various occupa- 
tions in this industry to the general 
mass of wage-rates? Are these work- 
ers underpaid, overpaid or properly 
paid for the work that they do as com- 
pared with the general system of wage- 
rates for the work that their recipi- 
ents do? 

Answer this question EE and 
adjust rates accordingly, and distribu- 
. tive justice as between various groups 
of industrial workers will be accom- 
plished. Answer it correctly and ad- 


just accordingly, and the purpose 
of “minimum wage” legislation will be 
accomplished and more than accom- 
plished, if the affected workers produce 
a minimum of subsistence or more. 
Answer this question correctly and ad- 
just accordingly, and we need not in- 
quire how large a man’s family ought 
to be, how many pairs of shoes, how 
many pounds of potatoes, of beef, of 
sugar and the like, he needs. As if 
industry were carried on primarily for 
the benefit of landowners or business 
men and they were to get all the prod- 
uct of industry in excess of what the 
members of the labor factor need 
barely to sustain life or in excess of 
some uniform standard of living that 
some self-constituted body may fix 
upon! As if there were or could be a 
uniform standard of living! As if an 
attentive, ambitious, highly productive 
tool maker should be deprived of a 
part of his product for the benefit 
either of his employer or of his: un- 
ambitious, inattentive, relatively un- 
productive brother tool maker! As if 
highly trained, highly skilled tool 
makers should receive no more pay and 
live no better than the untrained, un- 
skilled worker just entering industry! 
As if the structural steel worker who 
risks his life every minute should re- 
ceive no greater remuneration and live 
no better than the farm worker who 
works in comparative safety! As if 
the coal miner who spends a large part 
of his life in damp dusty darkness, 
or the drop forger who sweats before 
fierce furnace fires should receive no 
greater remuneration and live no 
better than a sleeve maker, sitting 
comfortably before a sewing machine 
in a well-lighted sanitary factory! We 
have already shown that a standard of 
living is a personal thing, effective only 
as it restrains and stimulates and 
governs individual conduct. There is 
not one standard of living among the 
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workpeople of the world. but millions 
of them. 

When a worker feels the pressure of 
the cost of living (and no matter how 
large money incomes may be, workers 
will continue to feel the pressure of the 
cost of living so long as the productive- 
ness of industry is little more than 
sufficient to meet the primary needs of 
the people, so long as the increase of 
population keeps pace with the accu- 
mulation of capital and the advance of 
science and the industrial arts), he 
naturally is also pressed to increase his 
own income. Any group of workers 


so pressed naturally reacts in the same - 


way and, if organized, makes its de- 
mands. ‘This should raise the question 
of whether this group is properly paid 
for what it does as compared with the 
remuneration of other groups for what 
they do. 


ELEMENTS DETERMINING NORMAL 
Revations Amone Wace-Ratss 


The answer, however, .must be 
sought, not in comparing their wage- 
rates with the cost of living at any as- 
sumed standard, but in a comparison 
of the wage-rates of the group in 
question with the mass of other wage- 
rates, and in an analysis of the various 
jobs, operations or occupations with 
reference to those influences or factors 
that, at any given system of rates, 
affect the relative supply of workers in 
these various jobs, operations or oc- 
cupations. Here we hark back to 
Adam Smith. Let us consider the 
production of, the various commodities 
in certain given volumes. With a 
given technique of production there 1s 
a certain system of operations, on each 
of which is needed, at certain given 
rates of effectiveness or productivity, 
a certain number of workers. ' There is 
a certain given population potentially 
available for distribution among these 
operations. Will workers be available 


2 
z 
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for these various operations in the 
quantities and proportions needed? 
That depends upon the relative rates 
of remuneration. Some operations re- 
quire quick, keen intelligence, some 
do not; some require a long time in 
which to come up to full proficiency, 
some can be mastered in a few days; 
some require a certain background of 
general knowledge and education, some 
can be well performed by gross illit- 
erates; some require great strength, 
some require very little; some require 


fine precision and close attention, some 


require much less accuracy and put 
no strain on the attention; some entail 
large responsibility because of the loss 
or damage that can easily result from 
carelessness, some entail little respon- 
sibility; some subject the workers to 
great discomfort, some are comfort- 
able and-agreeable; some subject the 
workers to health deterioration, others 
are perfectly healthful; some are dan- 
gerous, some are safe; some subject the 
workers to long seasons of idleness, 
some offer opportunity for working as 
continuously. as the worker himself is 
willing to work. Andsoon. Between 
the extremes there are all gradations. 

Each of these aspects of an operation 
or occupation constitutes a degree of 
restraint that prevents the free flow of 
workers from one to another, or a 
repelling influence ‘or, perhaps, an 
attracting Influence. At a given sys- 
tem of relative wage-rates the indus- 
trial population will, m the course of 
time, distribute itself among these 
occupations and operations in certain 
proportions. If these are the pro- 
portions in which they are needed, well 
and good. At any given arbitrarily 
chosen system of wage-rates, how- 
ever, it is altogether probable that the 
supply of labor would be short of the 
demand in some operations and in 
excess of the demand in others. 
Competition will tend to raise wage- 
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rates in the one case and lower them in 
the other. Competition will tend to 
adjust relative wage-rates so that the 
demand for labor will equal the supply 
in each operation. And the final test 
of the relative accuracy of any system 
of wage-rates is their relative power of 
attracting and holding workers in the 
proportions in which they are wanted. 

The proportions in which workers 
are needed in the various operations 
and occupations are undergoing con- 
tinuous change, however, owing to the 
coming of new employers, the dis- 
appearance of old, the expansion of 
some establishments, the contraction 
of others, the appearance of new com- 
modities or improved designs of old 
and the fall of others from favor, the 
change of fashions and the change of 
consumption habits. Industry is in a 
state of continuous flux: equilibrium is 
never attained. Because of the re- 
straints spoken of above, the working 
population cannot adjust itself instan- 
taneously to these changes. Hence, 
even if demand equalled supply all 
along the line at one time, it would be 
out of adjustment at another; there 
would be a relative deficiency of 
workers in some lines, a relative sur- 
plus in others. In the occupations 
with relative surplus force, market 
wage-rates may temporarily be de- 
pressed below the normals, the rates 
that will normally be approximated, a 
condition that leads to high labor turn- 
over; while in others, the temporary 
scarcity and resulting abnormally high 
rates may attract more people rela- 
tively than can normally be accom- 
modated, a condition that later will 
contribute to abnormally low rates and 
high labor turnover there. 

These mutually disadvantageous con- 
ditions could be avoided if we had 
some means of determining the nor- 
mals and could pass directly to them. 
We know of no way to accomplish or 


even appro. 2te these except by 
conscious analys. of each operation 
with reference to the .’>gree to which it 
involves each of the abo» ` enumerated 
influences and any other wsich later 
analysis and more mature consideration 
may find pertinent, rating all opera- 
tions with reference to each influence, 
getting for each operation a rating fac- 
tor for each influence, and combining 
all the factors for any given operation 
into a single relative rating factor. 
Thus a certain operation might be rated 
unity on the danger factors; 1.5, on 
strength; unity, on precision and atten- 
tion; 1.25, on discomfort; 1.3, on in- 
termittency, of employment and so on 
resulting in a combined relative rating 
factor of 1 x 1.5 x 1 x 1.25 x 1.3 x and 
so on, or 2.44 for the five component 
factors given. For another operation, 
the series of factors might be 1.05 x 1 x 
1.2 x 1.1 x 1.15 and so on, or 1.59 for 
the same five components. ‘Were these 
the only components or were all the 
other components unity for each of 
these two operations, then the relative 
wage-rates for equal degrees of tech- 
nical effectiveness would be as 2.44 to 
1.59; if the wage-rate for one was 48.8 
cents per hour, that of the other would 
be 31.8 cents. 

Such relative rating would be no 
easy process. It involves painstaking 
analysis of each operation. It in- 
volves invention and definition of units 
of discomfort, of exposure to injury, of 
exposure to ill health, of exposure to 
unemployment, of strength, and so on; 
it involves a relative valuation of these 
influences one to another. It involves 
much that has never been undertaken 
except to a small extent recently in 
psychological laboratories. It is not 
something that can be completed this 
year. Itis not a basis of wage-rate ad- 
justment that is available in the pres- 
ent situation. Yet it is something the 
results of which are approximated by 
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every concern that adopts a successful 
wage scale at which to hire, and by 
which to advance, workers in the occu- 
pations and operations with which it is 
concerned. And it is something that 
may, be available in the next situation, 
like the present one, if we commence 
and carry on the researches through 
which we must go to reach the goal. 


PERFORMANCE STANDARDS NECESSARY 
ror ErrectivE RELATIVE RATING 


Such a relative rating must refer to a 
definite amount of work or rather a 
definite degree of effectiveness in each 
operation or occupation. We cannot 
effectively rate handkerchief hem- 
stitching and coil winding as mere 
names of operations; we must rate a 
definite degree of effectiveness of per- 
formance in these two operations. If 
stitching rolled edge hems on 100 
dozen 9-inch by 9-inch handkerchiefs in 
_ 7.8 hours with 24 stitches per inch on a 
machine speeded at not less than 2,825 
stitches per minute is a fair rate of per- 
formance, and if winding 390 Ford igni- 
tion coils in 12.3 hours under similarly 
specified conditions is a fair rate of per- 
formance, then in relatively rating these 
two operations they should be rated 
at these rates of performance. This 
establishes relative ratings at cer- 
tain standards of performance. Then, 
within the operation, the individual 
worker may be remunerated according 
to his actual performance; if his rate of 
performance is 90 per cent of the stand- 
ard his remuneration can be fixed at 
90 per cent of the standard rate for the 
operation; if 110 per cent, it can be 
fixed at 110 per cent of the standard 
rate. Ge 

Obviously this involves the careful 
analysis and study of work and the 
careful determination of fair standards 
of performance. Furthermore, to be 
_ fairly applied, it involves a kind of 
management thal effectively main- 


tains the conditions on which the per- 
formance standards are based. 


Revative Raring A Force MAKING 
FOR STABILITY 


Such a relative rating would operate 


_ to stabilize the rates of remuneration 


for the various classes or grades of 
operations and occupations. Sta- 
bilizing these automatically stabilizes 
the prices of commodities except in so 
far as natural phenomena, such as 
variations of weather conditions in 
agricultural and animal husbandry, 
intervene to vary the productiveness 
of industry, and except in so far as 
progress in the industrial arts makes 
industry more productive and lowers 
the price. 

We submit that such stabilization is 
highly desirable. We submit that 
such instability as that we have ex- 
perienced in the last few years is de- 
moralizing and distressing. 


ReEetAtTiIvE Rarina Not a Bar TO 
INDIVIDUAL ADVANCEMENT 


Does stabilizing rates of remunera- 
tion mean that the individual worker 
will strike a level of earning power and 
go no further during the remainder 
of his life? By no means. The -in- 
dividual can still progress as. rapidly 
and as far, on the average, as is now 
possible. The ranks of industrial work- 
ers, whether managers or workers 
at the bench, are continuously being 
depleted by retirement, disability and 
death; they are continuously being re-_ 
cruited by others who enter industrial 
work, mostly by the young persons who 
come up to the age of self-support. 
Naturally as persons drop.out of the 
operations of higher skill and value, 
their places will be taken by advance- 
ment from the operations of less skill. 
Naturally the person who is just en- 
tering industry is inexperienced, un- 
skilled and must go into relatively less 
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skilled and low valued work. Hence 
the normal course of development of 
the individual is gradual advancement 
from work of relatively low value to 
work of relatively high value. ` 

The thing for workers to insist upon 
is that these opportunities for ad- 
vancement to work of higher value, in- 
cluding advancement to all grades of 
executive work, be offered on the basis 
of proved merit rather than upon the 
‘basis of either favoritism or indefinite 
Impression. 


PRACTICAL PROCEDURE TO START 
Rerarıve RATING AT Once 


Is it necessary to`wait until all this 
analysis is completed in order to get a 
working basis for relative rating? We 
thnk not. The Franklin Motor 
Works used the rates for the various 
occupations that prevailed in 1905 as 
the basis of their relative rating. The 
rates of that year were chosen because 
those seemed to be the rates most 


satisfactory to workers as evidenced 
by the low labor turnover rates of that 
year. From the viewpoint of workers 
this is probably the best index to the 
relative satisfactoriness of rates. If 
the rates of turnover are the same in 
the various occupations and operations 
or if they increase as we go downward 
from the highest valued operations, 
but increase gradually (for we hope 
that those in lower valued operations 
are less contented than those in the 
higher valued and seek to progress), 
this fact may be taken as indicating 
fair satisfactoriness of such.rates. 

Such a basis gives us astart. Then, 
if workers and employers accept the 
principle of relative rating and are 
willing to codperate in putting it into 
operation, the work of analysis, rating, 
testing and correcting can start and 
proceed until in. the course of time the 
datafor more satisfactory relativerating | 
accumulate and become practically 
available. 


Wage Adjustment 


By Sanrorp E. THOMPSON 


The Thompson and Lichtner Company, Consulting Engineers in Industrial Management 
and Construction 


HE problem of wage adjustment 
must be considered from three an- 
sles and each of these three requires 
independent treatment: 
1. General wage levels 
2. Relative wages 
3. Individual earnings 
Wage levels, meaning the average 
earnings of large groups of workers, 
are governed not merely by laws of 
supply and demand and all of the vari- 
ables incident thereto, but ‘also by 
fluctuations In money values that are 
produced largely by causes outside the 
range of wage action. 
Relative wages may be considered 
as the relative levels of earnings in 


different operations in the same es- 
tablishment and, in a broader sense, 
the relative levels in different localities 
and in different industries. 

Finally, individual earnings should be 
determined by individual production. 
In these, more and more account is being 
taken—although this is often excluded 
in economic theories—of the ability 
of the particular shop or the particu- 


Jar industry to pay through natural 


causes, or the skill of the managerial 
organization to obtain with the coéper- 
ation of the worker, exceptional results. 
At the present time it is the general 
wage level that is uppermost in the 
treatment of the problem of wages. 


i ` , 
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Cost OF LIVING AND GENERAL 
WAGE LEVELS | 


Mr. Mitchell is correct in his con- 
clusion that the actual cost of living 
cannot be used as a general basis for 
the fixing of wages, not only because 
the volume of wages must be governed 
by production, but also because the 
varying needs and different sizes of 


families prevent the fixing of a definite 


figure as a necessary requirement for 
earnings. The variation in budgets 
has been brought to the attention of 
the writer very forcefully in connec- 
tion with recent arbitration proceed- 
ings.! At the same time, budgets -of 
cost of living are useful incidentally in 
examiming minimum wage-rates pro- 
vided these are considered as real 
minimums and not, as is too frequent, 
average wages. They are also useful 


in comparing wage levels in different 


localities. where living costs vary. In 
other words, data on cost of living may 
be considered as one of the factors to be 
used in adjusting the distribution of the 
returns to the workers, in preventing 
a too low minimum remuneration when 
the supply of workers is largely in ex- 
cess of the demand, and, in fact, in 
considering the workers’ share of the 
returns in cases where this is assumed 
to be the important element. 

The increase or decrease in cost of 
living, on the other hand, provides 
definite information of distinct value 
in the adjustment of general wage 
levels. The cost of all products is 
chiefly a labor cost. Analysis of cost of 
building construction,’ for example— 
although materials, such as lumber, 
brick cement, etc., average some.43 per 


cent of the total ‘cost—shows labor as - 


1 The Rochester Shoe W age Arbitration presented 
before the American Society of Mechanical Engi- 
neers, December 6, 1921. l 

2 See diagrams by the Thompson & Lichtner 
Co. in the Boston Evening Transcript May 21, 
1921. 
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87 per cent of this total building cost 
because the cost of the materials them- 
selves .so largely consists of labor. 
Other products show similar results. 
In fact, 80 to 95 per cent of the value 
of practically all products represents 
labor. For this reason the curve of 
the cost of living, made up as it is of 
the cost of various products, propor- 
tioned substantially on the basis of 


. consumption, furnishes a guide to the 


trend of wages in the manufacture and 
distribution of these various products 
and, therefore, one of the bases for 
wage adjustment proportional to the 
cost of living prices. 

Comparison of cost of living and 
wage curves over long periods shows 
the same general trend. The tend- 
ency of both is upward from year to 
year with extreme fluctuations only in 
such periods as that through which 
we are now passing, when conditions 
have been so abnormal. The upward 
slope of the wage:curve should be 
greater than the upward slope of the 
cost of living curve because the in- 
creasing productive capacity of a man, 
due to improved machinery and meth- 
ods and standardization, tends to raise 
wages and reduce costs, thus giving 
more and more margin for savings, 
luxuries and recreation. 


SCIENTIFIC ANALYSIS AND 
Revative EARNINGS 


In thus considering the general äs- 
pects of the problem, however, the 
importance of scientific treatment of 
the features that affect relative earn- 
ings must not be minimized. Certain 
efforts, as Mr. Mitchell indicates, have 
already been expended along these ` 
lines with interesting results. One fac- 
tor, labor turnover and its effect on 
the cost of training workers in the vari- 
ous branches of the shoe industry, has 
been investigated from a practical 
standpoint so as to provide a basis 
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for the consideration of this particular 
element in this particular trade.? In 
recent discussions’ with labor union 
officials the factors of training and skill 
have been brought out as elements in 
the determination of relative wages in 
the shoe industry. One of the most 
irritating features in this industry, in 
fact, to both the workers and manu- 
facturers, are the uneven earnings due 
to lack of balance in the different 
departments, in some of which the 
workers earn relatively too little and 
in others, relatively too much. The 
unions at the present time are advo- 
cating analyses of fundamental condi- 
tions to get at the various factors which 
affect the relative and actual earnings. 
The necessity is evident, then, for 
studies such as are suggested by Mr. 
Mitchell, for more exact records of ac- 
complishments, for laboratory exper- 
iments, and, particularly, for analyses 
in the shop which, after all, is the 
most effeetive laboratory. For this 
there must be greater codrdination 
between industries and keener layout 
of the activities of the various manu- 
facturers’ associations not merely for 
investigating price fixing but for com- 
paring methods, collecting facts, and 
analyzing conditions in the individual 
shops of the associations. 

3 See “Assay on the Boot and Shoe Industry” 
by Sanford E. Thompson in Waste in Industry 


presented by the Federated American Engineer- 
ing Societies, 


‘two. 


Tre FIXING or THE INDIVIDUAL 
WAGE- 


The third division of the problem, 
the fixing of the individual wage, is as 
fundamentally important as the other 
Not until more definite standards 
of production are available, not until 
the manufacturers and workers alike 
realize more fully the need of intensive 
study, of job analysis, of the type of 
production control that eliminates the 
delays and idle time of man and ma- 
chine, not until the wastes in the in- 
dustry are recognized—and not merely 
recognized but attacked im scientific 
fasbion—can we hope even to ap- 
proach a solution of the wage problem. 
But we have this fact to prove to us 
the possibility of’ attaining the goal: 
certain plants, few to be sure, but 
representative, have attained notable 
results in their attempts to solve the 
wage problem. They have attained 
these results not through chance, 
not through fortunate conditions, not 
through superhuman efforts of a phe- 
nomenal executive, but through a study 
of causes, a presentation of facts and 
a derivation of standards.. And these 
have been attained, moreover, not by 
the employer working as an autocrat of 
the old-fashioned school, but through 
the coérdination and the coöperation 
of efforts of the employer and the 
worker. 
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The Development and Accessibility of Production 
Records Essential to Intelhgent and Just 
Determination of Wage-Rates 


By SAMUEL GOMPERS 
President, American Federation of Labor 


R. Mitchell’s discussion empha- 
sizes the fallacy of determining 
wages on the basis of costs of living— 
a fallacy which labor pointed out in 
our Denver convention, directing that 


an effort be made to develop a theory - 


of wages that accords with industrial 
facts. Such an investigation must 
come to grips with fundamentals not 
only of economics but human nature. 

A glimpse into the nature and the 
ramifications of this field is given in 
Dr. Mitchell’s discussion of relative 
_ rating. The distinguishing character- 
istic of the human being is creative 
ability—ability to record experience 
and to utilize past experience to make 
progress. What Dr. Mitchell calls 
performance standards ought to be of 
such a nature as to release all the 
creative energy of the workman and to 
enable the workman and the manage- 
ment to judge the quality of creative 
workmanship manifested. What the 
workman wants is opportunity “‘to be 
something,” to master forces and 
materials and to show the power of his 
mind and the skill of his hand. On 
the other hand, the necessities of 
economic conditions of life demand 
that creative ability be compensated, 
and the human sense of justice re- 
quires that the compensation be in 
proportion to the value of the work 
done. A sense of injustice inevitably 
represses creative ability. 

It seems to be a difficult thing to 
bring many practical business men to 
understand that the spirit of produc- 
ing workmen must be uncurbed if 
production is to rise to full capacity. 


To unfetter the spirits of men is the 
underlying philosophy of our trade 
union movement. We want to scatter 
opportunities for use of brain through- 
out the whole industry. We want an 
opportunity to master our machines 
and production processes. Labor, is 
seeking a wage philosophy based upon 
these fundamentals. 

While those sections of Dr. Mitchell’s 
paper which precede his discussion of 
relative rating may coincide with the 
academic theory of static economics, 
it is not altogether in harmony with 
the fight which wage earners have been 
forced to make to increase or maintain 
their wages. Our national income is 
computed both in terms of money and 
of products. I have repeatedly stated 
there can be no general permanent 
betterment of standards of living 
without increased productivity. But 
we wage earners know that from time 
to time we have increased our home 
comforts by forcing a more equitable 
distribution of incomes. That was 
worth doing; it meant opportunities 
for ourselves and our children. We 
also know that when we force wages 


‘up the management at once begins to 


consider labor-saving machinery and 
improved methods. Increased produc- 
tivity follows. Economists have before 
this tried to discourage us from asking 
for wage increases by assuring us that 
all our gains were absorbed by price 
increases. Statistics have been mar- 
shalled to demonstrate lessons in pes- 
simism. However, there are not ade- 
quate statistics in the industrial field to 
demonstrate any theory conclusively. 
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Not five per cent of managements 
keep production accounts in such a way 
_as to show real production conditions. 
Managements seem to feel that such 
accounts as are kept are for their 
private information. Now every work- 
man who puts his creative ability into 
an industry has a right to an account- 
ing in order to know the justice of his 
compensation. The purchasers of the 
products have a right to know produc- 
tion costs in order to judge the fairness 
of the price. There ought to be just 
as much publicity about the bases 
upon which prices and wages are 
determined as about prices and wages 
themselves, And yet we find steel 
companies challenging the authority 


of a governmental agency to access to 
production costs! 

The prerequisite to intelligent con- 
sideration of wage problems is full and 
complete knowledge of production ac- 
counts and distribution of incomes from 
producing establishments. We need 
that data over long-time periods so as 
to determine the-results of managerial 
policies and to determine the curves 
of the relative allocations of income. 

There should be a steady increase in 
the compensation allotted to creative 


ability if that ability is to be sustained. 


I urge as essential to more intelligent 
and more just wage determination, the 
development and: the accessibility of 
production accounts and statistics. 


Relative Rating’ Leaves the Main Industrial Problem 
Untouched 


By A. J. PORTENAR 


Formerly, Superintendent, Bureau of Employment, New York State Department of Labor 


N our industrial system labor is a 
commodity, the Clayton Act to the 
contrary notwithstanding. It is there- 
fore subject to the law of supply and 
demand, modified by monopoly and 
gentlemen’s agreements on the one 
hand, and by the myriad variations of 
individual circumstances and individ- 
ual temperament on the other. Indi- 
vidual workers being manifestly at a 
disadvantage, workmen are gravitat- 
ing to the method of collective bargain- 
ing, not because they are then assured 
of just and properly graded bases of 
remuneration, but because they are 
then in a better position for haggling 
with their employers, according to the 
methods of the market place, without 
regard to that vague thing called ‘jus- 
tice, either in relation to employers or 
to each other. 
This is elementary, as are some of 
your propositions. For example: 


t 


(1) Increases to one class of workers 
without corresponding increases to 
other classes of workers is at the ex- 
pense of the latter. 

(2) Increases to all classes of workers 
without increase of productivity is no 
increase to any of them. 

(3) Increases to some classes of 
workers without increase of production, 
if of considerable proportion, lead 
eventually to decreased consumption 
and less employment. 

There are other statements which 
are truisms. However, you must not 
think that I believe they should not on 
that account be stated: the right way 
is to begin at the logical beginning. 
But you have made some general state- 
ments which are at least debatable. 
For example: 


The sum total of money incomes received 
during a given period is exchanged against 


$ 
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| 
the sum total of goods produced and per- 
sonal services rendered. 


That statement is not true, as I 
shall later show. 


Competition among rival producers . . . 
will bring the prices down. 


This is only partially true: there are 
many artificial obstacles obstructing 
the unhindered operation of supply 
and demand—monopoly in any form, 
for mstance. 


There is not one standard of living; there 
are millions. 


Here we have a statement tech- 
nically correct, but essentially wrong. 
There is, within not very wide limits, a 
very distinct uniformity of standard of 
living among large groups of wage 
earners, . 


Answer this question correctly (adjust- . 


ment of wage-rates between workers) and 
distributive justice as between groups, of 
workers will be accomplished. 


From my viewpoint this is a falla- 
cious statement. If it can be done— 
and it is more than difficult—there 
would still be the necessity of adjusting 
return for capital invested in a “just” 
relation to wages. In other words, 
this is really the thing we have been 
fighting about for centuries. How 
much ought the boss to get and how 
much the worker? If we produce more, 
and then fight each other for jobs, the 
increased usufruct will be a by the 
employer. 

And the final test of the relative accuracy 
of any system of wage rates is their relative 
power of attracting and holding workers in 
the proportions in which, they. are wanted. 


This admits of dispute. The use of 
the word “relative” gives a ‘loophole. 
But as a dogmatic statement, without 
a lot of qualifying “ifs” and “buts,” 
it will not do. There are many factors 
besides wages which influence selection 


of jobs by workers when they happen 
to be in a position to choose. 


Relative ratings. 


If relative ratings are the arbitrary 
product of an engineer’s calculations, 
I should not want his end of putting 
it over—not on organized workers. In 
that connection {I refer to your refer- 
ence to structural steel workers, miners 
and drop forgers. Yet you must 
know from experience how much the ` 
employer cares about either danger or 
hardship for his employes as long as 
the “iron law of wages” makes them 
risk one and accept the other. Of 
course, a mathematical solution at- 
tracts an engineer, but the outstand- 
ing defect of his method ‘is that he 
takes the labor factor and treats it in 
the same way as he does machines and 
products. i 


Performance standards. 


In other words, piece work! Now 
piece work vs. time work is in itself so 
big a controversial subject that I will 
not start to argue what I cannot 
finish. The remainder of the article, 
which is connected with this phase of 
the subject, could also be argued at 
length. But I will say this much: If 
you did sueceed in making relative 
rates of remuneration, you would still 
have the industrial controversy if 
everything else was left unchanged. 

But you casually put your finger on 
one of the fundamentals in an earlier 
passage, where you say: 


On the contrary, the landowners have 
the power to advance money rent rates to 
the point that they can get the same propor- 
tion of the total social product as before. 


Here you have concealed a whole 
volume within one sentence. You 
know what unearned increment is— 
how everything that men do finds its 
eventual and permanent expression in 
increased land values. That is what I 
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referred to above when I stated that I 
would show to be untrue your state- 
ment that “the sum total of money 
incomes received during a given period 
is exchanged against the sum total of 
goods produced and personal services 
rendered.” People live as well as they 
can, but there is still an unconsumed 
increment and that is absorbed in land 
values. Build a subway or a sewer, a 
railroad or a factory, the eventual 
result is the same—a larger productiv- 
ity and a larger return to the lord of 
the land. It is no answer to say that 
one owner sold to another, and the new 
owner paid the bigger price. The old 
owner collected his unearned incre- 
ment, and the new owner charges the 
price on his investment account and 
gets a return on it.” Maybe he also 
sells and the process is repeated. If 
he does not sell, he charges the in- 
creased value and gets the return 
himself. All the while, the more we 
increase in numbers and productivity, 
the more we dump into the bottomless 
pit known as economic rent. Before 
the employer as such and his workers 
have anything to divide, they must pay 
the non-productive landowner for the 
privilege of producing. The more he 


gets, the less there is for them to divide 
on any basis. 

I am painfully aware that I have not 
said anything in all this discussion 
that definitely assists in the solution of 
the particular problem you, present. 
The subject involves psychological as 
well as other factors: status as well 
as cost of living. For the moment, 
and until great changes are made, 
both in the mechanism of industrial 
society and the psychology of the 
human beings ‘involved, I can see no 
better way of adjustment than the 
way in which it is accomplished now— 
by agreement between groups if pos- 
sible, and by fighting for it when we 
must; voting for it when we have 
sense enough to abolish the underlying 
causes of dissatisfaction. 

If the results of your “relative 
rating” and the union scale coincide 
closely, there will not be any trouble at 
that moment. If you let us in on the 
making of it, it will lubricate the proc- 
ess. But my conclusion is that no 
purely mechanical scheme can have 
any but a limited success, according 
to surrounding circumstances, and, 
under some circumstances, no success 
at all. 


The Requirements of a Policy of Wage Settlement 


By HERBERT Fes 
University of Kansas 


ee fruitful discussion must be 
launched from a point of empha- 
sis, and in the preceding article Dr. 
Mitchell seems to me to have launched 
the discussion of wage settlement from 
the proper one. ‘That is the emphasis 
it places upon the fact that all incomes 
are governed in the main by the total 
volume of the product, and tend to 
vary with variations in this total; tend- 
ing to rise when the volume of the 
product of industry increases, and tend- 


ing to fall when the total volume of 
product decreases. With that empha- 
sis, and the conclusion it suggests, that 
high real wages are possible only in a 
country in which the general level of 
productiveness is high, there can be no 
quarrel. Once beyond that point of 
emphasis, however, I am compelled to 
differ with many of the conclusions 
he reaches in regard to a proper basis 
of wage settlement. 

The chief differences I wish to make 
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clear may be approached by distin- 
guishing between two principles, often 
used in wage settlements, which: Dr. 
Mitchell treats as part of each other 


and subjects to a critical analysis. - 


The first is the principle of wage ad- 
justment by reference to price move- 
ments, which has been widely adopted 
in recent years. The point of refer- 
ence under this principle has usually 
been an index number of the cost of 
living, and the principle is familiarly 
known as “the cost of living” prin- 
ciple. The second is the “living wage” 

principle, which has been applied main- 
ly by state minimum wage commis- 
sions to a limited number of classes of 
female industrial workers. In this 
principle, the point of reference has 
been to a calculation of the cost of a 
hypothetical minimum standard of 
life, which standard has been variously 
defined in statutes and by agencies of 
wage settlement. 


y 
EFFICACY OF THRE “Cost OF ~ 
Livine” PRINCIPLE 


The first of these—the cost of living 
principle—has been applied in wage 
disputes involving all grades of work- 
ers. Itis invoked in times of chang- 
ing prices. In practice it has usually 
been interpreted so as to support such 
an adjustment of money wages as 
would make real wages the same as be- 
fore the price movement. Dr. Mitch- 
ell declares in substance that this 
principle is both ineffective and un- 
necessary—save, perhaps, as its use 
may indirectly affect the growth of the 
industrial population. This opinion 
he bases upon an analysis of the dis- 
tributive mechanism under conditions 
often assumed in economic reasoning— 
the conditions of perfectly effective 
competition’ throughout industry, and 
of perfectly stable economic motives 
and habits. In other words, the eco- 
nomic situation he analyses is in a 


i 


state of static equilibrium. His con- 
clusion is that each factor of produc- 
tion is receiving and must receive 
that share of the total product which 
is determined once for all by that 
state of relative plenty or scarcity of 
the different factors which underlies 
the position of equilibrium. No change 
in the amount of any one form of in- 
come, for example, wages, is possible 
without an increase in the total prod- 
uct. Any general advance in money 
wages is, according to his analysis, 
bound to defeat itself, because it will 
inevitably give rise to a proportionate 
rise in prices, rent and profit incomes. 
Thus, to change wages as the cost of 
living changes, is an ineffective and 
useless process. 


A QUESTION OF THE DISTRIBUTIVE 
Process 


It, seems to: me as if this general 
analysis of our distributive mechanism 
must be challenged even in periods of 
stable prices, and, doubly so, if it is 
applied to a period of changing prices. 
At no time do I believe that the dis- 
tribution of the total product moves 
towards an inevitable or “natural” 
result. At all times, due to the non- 
realization of the conditions on which 
Dr. Mitchell bases his analysis, there - 


-is a considerable part ot the product 


which may be secured by any of the 
claimants upon it: at times of chang- 
ing prices this part of the product is 
unusually great. The proportions m 
which the total may be shared out are 
variable, not fixed, These propor- 
tions are not governed entirely by a 
simple set of fundamental facts. The 
outcome of the distributive process— 
by which phrase we mean the whole 
series of negotiations and transactions 
in which the income of groups and in- 
dividuals are arranged—is constantly 
being affected by the movements of 
the human beings interested init. The 
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distributive situation is never tending 
to à position of equilibrium, expressive 
merely of a simple set of basic facts. 
On the contrary that outcome is al- 
ways being influenced by the pressure, 
perception and plans of those con- 
cerned in it. 

Thus I would conclude that the pro- 
portions of the total received by any 
and all groups may be, and is, to some 
extent changed by the decisions of wage 
boards, the activities of trade unions, 
employers’ associations and the like. 
In a period of changing prices, it may 
be repeated, the extent to which the 


outcome may be influenced by such. 


activities is greater than usual. 

This amounts to saying that there 
is a part of the total product which 
may be ultimately secured by any of 
the claimants in distribution, depend- 
ing upon their organization, activity, 
and public opinion as expressed in 
wage decisions, statutes and the like. 
The self-assertion of the wage earners 
is directed at obtaining this part of the 
product. Any principle of wage settle- 
ment that strongly favors their claims 
and restricts the claims of others, 
tends to serve the same end. This 
result may be effected only indirectly, 
if at all. A multitude of means are 
used to bring it to pass. Among them 
are the principles which the wage 
earners seek to enforce as the basis of 
wage settlement. Jt is impossible in 
this discussion properly to explain and 
justify this view of the distributive proc- 
ess. The elements of it may be found 
in Ricardo. Various aspects of it are 
presented by Hobson, the Webbs and 
Clay. 


“Cost or Livina”’ PRINCIPLE AN 
INSTRUMENT IN Price Move- 
MENT PERIODS 


In the light of this analysis of distri- 
bution the significance of the “cost of 
living” principle is easily understood. 


As many statistical studies stand to 
prove, in periods of changing prices, 
wage movements do not follow price 
movements m any steady or natural 
proportion. The whole field of distribu- 
tion is in a flux. Profits may mount to 
fall very rapidly. The course of wage 
movement may be very decidedly in- 
fluenced by the activity and organiza- 
tion of the wage earners and other 
industrial groups. Any group that re- 
mains merely passive will probably 
receive a smaller share of the product 
than it might otherwise. In periods of 
price increase, the wage earners have 
found the “cost of living” principle 
a useful instrument to justify their 
claims; in periods of falling prices, the 
employers have found it hardly less 
useful to justify theirs. For public 
opinion, and official and unofficial 
agencies of wage settlement. have ap- 
proved it because of the fact that it has 
produced results not too unjust or 
unreasonable, on the whole. 

The conclusion to which all this 
tends may be briefly stated. It is that 
in periods of price movements, due to 
the fact that the consequences of ac- 
tivity may be unusually real, there will 
be an unusual outbreak of movements 
designed to alter wage-rates. There- 
fore any policy of wage settlement 
must contain some principle for ad- 
justing wages with reference to price 
movements. Whether the “cost of 
living” principle is the most satis- 
factory one possible, I will not attempt 
to discuss. Perhaps an index of change 
of the prices of all commodities pro- 
duced within the country, rather than 
an index made up entirely of the prices 
of the important consumption goods, 
would be more in accord with fun- 
damental economic relationships (or a 
compromise between the two). 

It may be argued against this view 
that the price changes are themselves 
caused by the wage adjustments, and 
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that.if no wage adjustments were made 
price changes would not take place. 
But that argument overlooks the plain 
fact that very many different influences 
may initiate price changes, chief among 
which are variations in the total -vol- 
ume of the product and monetary fac- 
tors. 


dependently of wage changes. Unless 


some way is found to nullify the effect - 


of these outside influences upon prices, 
price movements such as have con- 
stantly in the past evoked unusual or- 
ganized activity will continue to occur; 
and this situation will have to be tec- 
ognized by the use of some principle 
which adjusts wages in accordance with 
prices. 


LIMITED APPLICATION OF ‘LIVING 
WAGE” PRINCIPLE 


The other principle of wage adjust- 
ment that was made distinct from that 
of the “cost of living” principle can 
be more briefly dealt with. It is the 
“living wage” principle. By its very 
nature it must be but one element in a 
larger policy of wage settlement. It 
can be used only as a basis of settle- 
ment for the lowest paid groups of 
workers. It has been a practical 
method of attempting to bring about 
such changes in production methods 
and in the distributive situation as 
would raise the wages of these groups. 
If it were embodied in a policy of wage 
settlement, it would give these groups 
strong representation in matters of dis- 
tribution. Its ultimate success would 
depend in a decisive measure upon the 
course of growth in numbers, of those 
who are able to do only the simplest 
and most unskilled work. Combined 
with other social activities for educa- 
tion and protection of these ‘workers, 
the enforcement of the minimum wage 
principle, it is hoped, would lead to a 
reduction in their proportionate num- 
bers. i 


Many price changes occur in” 


The principle has the support of a 
deep social conviction. Its object 
would be to improve-the economic con- 
dition of the lower paid workers, by 
securing to them, in particular, the 
greatest possible share of that part of 
the total product which is indeter- 
minate. 

The two principles so far discussed 
would by no means form a workable or 
satisfactory policy of wage principles 
by themselves. They would have to 
be but parts of a more elaborate policy, 
which must meet difficulties not yet 
considered. 


ADDITIONAL AIMS OF A SATISFACTORY 
Wace SETTLEMENT POLICY 


It would have still other results, 
chief among which I would put the 
following: 

First, it would have to result in the 
gradual building up of an orderly 
scheme of relationship between the 
wages received by the different classes 
of workers in industry. 

Second, it would have to contain pro- 
visions by which profit income (using 
the term to denote a mixed form of 
income, inclusive of interest) would 
be kept at a just level, so that the 
resulting distributive situation satis- 
fies certain general ideas of industrial 
justice. 

Third, it would have to be of such 
a character that any new forces of in- 
dustrial change that may win public 
support could be worked out within 
its framework. 

The first of these aims is at the basis 
of Dr. Mitchell’s proposals of relative 
rating. The result sought is that 
brought out by Dr. Mitchell—the es- 
tablishment of a stable relationship be- 
tween the wages of different groups of 
workers, in order to prevent those dis- 
turbances in the price level and in in- 
dustry which result from attempts on ~ 
the part of particular groups of wage 
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earners to improve their relative po- 
sition in the industrial scale. At pres- 
ent such attempts are constantly made 
and frequently result in extensive wage 
movements and many industrial con- 
flicts. 


POSSIBILITY OF AN ORDERLY SCHEME 
oF Wacrt RELATIONSHIP 


There is no certainty that any such 
scheme of wage relationship can be 
established. Its success could be as- 


sured only by consent, which in turn’ 


would be derived from satisfaction 
with the results of the policy of wage 
settlement taken asa whole. It would 
depend upon acceptance by the wage 
earners of the ethical doctrine that the 
interests of them all stands above the 
interest of any particular group or 
groups. It may even ‘be said that 
a spirit of class consciousness would 
have to supersede the present spirit of 
group consciousness before any such 
scheme could be maintained. For un- 
less the-strongest groups of workmen— 
skilled men in essential industries— 
forbear to use their strength to the 
utmost at all times in their own be- 
half, any scheme of wage relationship 
would be in constant danger of de- 
struction. 

The chief difficulty to be met in the 
formulation of any ordered scheme of 
wage relationship, would be to fix the 
relative reward for different kinds of 


work. As Dr. Mitchell points out, © 


any such scheme would have to be ac- 
curate enough to possess the power “of 
attracting and holding workers in 
the proportions in which they are 
needed in various occupations.” It 
would, therefore, necessitate an analy- 
sis, on the one hand, of the character 
of each occupation and the qualities 
demanded by it, and, on the other hand, 
of the influences governing the move- 
ments of wage earners into different 
occupations. - 


5 


A starting point for such analysis 
would be the existing “differentials” 
between the wages paid in different oc- 
cupations at the present time. The 
scheme. would have to permit, however, 
of the revision of these existing differen- 
tials affer a study of the pertinent m- 
fluences (chiefly, as has been said, the 
character of the various jobs and the 
capacities and preferences of the wage 
earners). If Dr. Mitchells analysis 
of distribution were so, it could be said 
that existing differentials were neces- 
sarily correct, because of underlying 
economic facts and they could there- 
fore be made permanent. But he him- 
self rejects this conclusion. And his 
suggestions in regard to the methods 
that might be used in determining 
sound and satisfactory differentials 
(“relative rating” in his terms) are 
valuable. 


FURTHER CONSIDERATIONS IN SCHEME 
or Wace RELATIONSHIP 


In attempting to establish an or- 
dered scheme of wage relationship, two 
further .considerations would have to 
be reckoned with. First, employers 
and wage earners. would have to be 
left free to enter into agreements which 
depart from the general scheme, as 
long as such agreements are reached by 
the -mutual consent of those directly 
concerned. For no plan of “relative 
rating” could possibly be so accurate 
as to secure to employers the amount 
of labor of different kinds they required 
under all circumstances, or so accurate 
as to prevent wage earners from being 
sometimes thrown out of employment 
which they would rather hold at a 
lower wage. The scheme would have 
to permit all special arrangements 
reached by common consent. Indeed, 
and this is an important matter, the 
only occasions for applying it should 
be in settlement of serious industrial 


‘disputes. 
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Secondly, if any scheme of wage 
relationship is to be successfully es- 
tablished, the general policy of wage 
settlement will have to keep profits 
down to what is judged a fair level. 
For no group of wage earners will con- 
tentedly accept its relative position in 
the industrial scale, if inordinate prof- 
its are secured by the owners of in- 
dustry. Here we touch close upon 
what has been said before. The main- 
tenance of a scheme of wage relation- 


ship will depend upon the decision of | 


particular groups of wage earners to 
forego the active use of their economic 
strength to get as large as possible a 
portion of that part of the product, 
which is indeterminate. ‘This decision 
they will persist in only if the general 
policy of wage settlement assures the 
wage earners as a whole a great share 
of the indeterminate part of the prod- 
uct, as signified by the fact that profits 
do not stand at an unfair level. 


NEED to Kreer Proritrs Down TO A 
Fark LEVEL 


To assure that profits will be kept 
down to a fair level is the hardest 
task to be faced im the search for a 
policy of wage settlement, based on de- 
fined principles. One of the principles 
might be specifically addressed to that 
purpose. If such a principle is to be 
consistent with the maintenance of 
any scheme of wage relationship, it 
probably would have to take all in- 
dustry within its scope: that is to say 
that if wages are adjusted with ref- 
erence to profits, the point of reference 
would have to be the profit return 
throughout all industry. For it is 
likely that if wages in particular in- 
dustries are adjusted with reference 
to profits in these particular indus- 
tries, the scheme of relationship, of 
relative ratmg, would be disturbed. 
There may be a way in which such ad- 
justments in particular industries might 


be carried out without leading to a dis- 
turbance of relative rating, but it is 
difficult to discern. Conceivably, ad- 
justments to profits in particular mdus- 
tries might be kept separate from all 
other adjustments, and made annually 
only, but any such plan would present 
many difficulties. Profit-sharing ar- 
rangements in particular industries, or 
even particular enterprises, could, of 
course, be entered into without dis- 
turbing the general scheme. 

_ Qn the other hand, no principle of 
wage settlement which called for wage 
adjustments with reference to the prof- 


‘its return throughout all industry, 


could be adopted without calling for 
important changes in current business 
practices. For one thing, the enforce- 
ment of a standardized system of ac- 
counting (at least in representative 
firms) would probably be required. 
Only by some such means could an in- 
dex of profits be secured. 

It may be contended that the prof- 
its return in Industry ‘is not one of the 
pertinent factors to be considered in 
formulating a basis of ‘wage settlement. 
For it may be argued that the forces of 
competition will keep profits down to 
the only level that can be called just— 
that determined by the facts underly- 
ing distribution. My dissent from this 
view follows from my disagreement 
with the theory of distribution which 


supports it. It is a simple matter of. 


fact that all agencies of wage settle- 
ment in the past have had to give con- 
sideration to claims for wage revisions 
which were based upon the fact that 
profits in a particular industry were 
much higher or much lower than they 
could possibly be if the conditions of 
static equilibrium in distribution were 
fulfilled. Exactly the same sort of 
claims will arise in the future unless the 
principles adopted go beyond a passive 
trust in the power of competition ta 
keep profits at a proper level. 
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NEED ror ADAPTABILITY TO CHANGING 
- INDUSTRIAL FORCES 


Finally, there remains the fact 
that any principles that are adopted 
as a basis of wage settlement would 
have to be of such a kind that they 
could be modified to take account of 
changing industrial forces. They would 
have to be such, for example, as would 
be compatible with the possible exten- 
sion of profit-sharing arrangements, 
Or, to take .a further example, they 
would have to be compatible with a pos- 
sible future growth of joint industrial 
councils in industry. They would have 
‘to be of such a character that they 
could be used in connection with a 
variety of relationships in industry 
between employers and employed, 


and changes in those relationships. 

At the risk of repetition I wish to end 
this short survey of the subject pre- 
sented in Dr. Mitchell’s paper, with the 
opinion that any policy of wage settle- 
ment will have to reckon with a large 
number of difficult requirements— 
which cannot be wholly reconciled with 
each other. No single principle such 


as that of “relative rating” will suffice 


to meet them all. The policy would 
have to be more complicated. It 


could remain in use only by virtue of a 


public belief that its results were more 
beneficial and just than any alternative. 
It could expect support above all from 
the growing belief that a continuation 
of industrial strife on an ever-growing 
scale is insupportable. 


The Effort of the Worker to Improve His 
Own Condition is Indispensable 
By Horace B. Drury 


Investigator for the Committee on Work Periods in Continuous Industry, 
7 Federated American Engineering Societies 


N the leading article of which this 
paper is a discussion, Dr. Mitchell 
calls into question the practicability of 
attempting by wage award, union 
pressure, or other means to bring the 
wages of workers in the various indus- 
tries up to some “standard of living” 
which may have been set up as desir- 
able. Unless the amount of goods 
produced. is increased, he reasons, 
higher labor cost in any one industry or 
in any group of industries simply 
means-higher money prices, a higher 
cost of living, and in the end other. 
workers, if not the workers in the par- 
ticular trade affected, will lose as much 
as is gained. If all wages go up, the 
cost of living will be proportionately 
increased and no workers will benefit. 
If the wages of only part of the workers 
are increased, then those workers may 


benefit, but all that they gain will have 
been at the expense of other workers. 
This main proposition which Dr. 
Mitchell has so squarely put before us 
goes to the very root of the whole ques- 
tion of wage fixing. The question as 
to whether wage advances are simply 
a matter of robbing Peter to pay Paul, 
or a means of really raising the general 
standard of living is fundamental. It 
is the view ofthe present writer that 
the article under discussion has shown 
the existence of limits of the most 
genuine character to what labor can 
hope to secure by the road of wage in- 
creases; limits that are, in fact,.so im- 
portant that the main hope of those 
who would aid labor must be turned to 
measures very different from simply 
holding up wage-rates. But though 
this is the central truth which ought 
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to be impressed upon every friend of 
labor, yet the present writer feels that 
its statement should be accompanied 
by certain qualifications. He pro- 
poses, therefore, to draw attention to a 
number of important circumstances 
under which, in spite of its general tend- 
ency to futility, the effort to increase 
wages may serve an important func- 
tion and may indeed be of. positive 
benefit to the general body of labor. 


ADVANTAGES TO BE DERIVED FROM 
PRESSURE ror HIGHER WAGES 


The first point that needs, qualifica- 
tion, in connection with the general 
contention that wage increases are 
always at the expense of the workers, 
is the assumption that when wages are 
advanced and prices also go up, the 
increase in prices is caused by the in- 
crease in wages. In the limited field 
of a single industry or small group of 
industries, in a period when prices tend 
to be stationary, that might indeed be 
the order of cause and effect. But in 
the case of all the more general in- 
creases in money prices—such as 
occurred during the War, or after the 
discovery of gold in California, or 
during the years between 1897 and 
1914—the rise in prices was due, not 
to increased wages, but to factors con- 
nected with the supply of money, the 
demand for goods and the methods of 
government and private finance. In 
each of these periods, the increase in 
prices was bound to go on whether 
wages went up or not. So that if the 
wage earner had not pressed for higher 
pay, he would in general have had to 
meet the high cost of living without 
his own wages having gone up as it 
should. i 

It is true that the very increasé in 
money prices tends in time to bring the 
wage level up; so that without con- 
scious effort on anyone’s part the 
forces of competition, explained by Dr. 


Mitchell, would tend to raise the 
money income of workers to meet the 
higher level of prices. But this in- 
crease in wages ordinarily lags behind 
the increase in the selling price of the 
goods which labor is making. By 
prompt pressure labor, in industries 
where selling prices are rising, can 
obtain wage increases sooner than they 
would otherwise come, and without 
necessarily increasing selling prices 
more than they would be increased 
were such wage advances not pressed. 
The year 1920 furnishes an illustra- 
tion of how wages throughout an entire 
country may for a considerable period 
be lower than economic conditions 
would seem to warrant. During a 
large portion of 1920 industry was ap- 
parently demanding more men than 
were available. Whenever industry 
is thus running full with a marked 
shortage of labor, it may be assumed 
that the wage-rate is for the time 
being below the. real value which em- 
ployers place on getting work done. 
Theoretically, it would have been to 
the advantage of almost every em- 
ployer as an individual to have raised 
wages and attracted more labor. But 
employers fall short m domg this, 
partly because they do not get around 
to it, partly. because they are afraid of 
bringing confusion into the labor situa- 
tion, partly because even at the higher 
wages it would be hard to get labor, 
and partly, also, because of a sense of 
solidarity among themselves. So for 
many months the general level of 
wages may remain below the ‘rate 
which perfect competition would bring 
about; and at such times a strong effort 
of employes to better their condition 
should be able-to cause a general in- 
crease in both money and real wages, 
which would, at least in part, come out 
of. profits and not out of living costs. 
On the other hand, it is equally possi- 
ble that falling prices may leave wages 


— 


‘ too high for the best interest of em- 
ployes—including among employes 
both those at work and those thrown 
out of work. Strange as it may seem, 
it is entirely possible that it would have 
been to the interest of labor in America 
early in 1921 to have come forward and 
compelled a general reduction in wages 
through all the industries, provided, 
of course, that the reduction did not go 
toofar or too fast; that labor could have 
been assured that the employers them- 
selves would not, by a failure to.re- 
adjust selling prices, have thrown ob- 
stacles in the way of a business revival; 
and provided, also, that retail dealers 
would not refuse to pass on to the con- 
sumer the reduction in the level of 
wholesale prices. Indeed, it might have 
been a profitable course for labor to 
have followed even if all these provisos 
had not been perfectly carried out. We 


are not commenting here on the practi-. 


eability of carrying through such a 
program, but simply wish to point out 
that falling prices may leave wages 
above a serviceable level, just as rising 
prices may leave them too low. 


Kerpine WAGES IN LINE WITH 
Risine PRICES 


In discussing labors policy towards 
both raising and lowering wages and 
prices, it must be remembered, there- 
fore, that the general level of prices is 
for the most part determined outside 
of the field of labor. 
going a little too far to say, as was in- 
timated in the main article, that labor 
is not concerned at all as to whether 
the general level of prices is high or low. 
For the absolute level of the purchas- 
ing power of money is of real signifi- 
cance when it comes to buying goods 
from abroad; it is also important that 
the absolute level of money incomes be 
what it should: be in view of the quan- 
tity of money and the cost of producing 
gold; it makes a great deal of difference 


o 


It is perhaps’ 
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to the workers as to whether the value 


` of money is stable or trends upwards or 


downwards. Labor, accordingly, like 
everyone else, does have a real, though 
it may be an unappreciated, stake in 
the question of a high or low level of 
prices.. But whatever may be the 
wishes of labor m the matter, the 
fact is that the general price level 
moves for the most part m an orbit 
of its own, pulled about somewhat by 
the demands or lack of demands of 
labor, but, on the whole, finding its 
successive levels in response to deeper 
forces. If labor should refrain from 
advancing the wage-rate when con- 
ditions invite, the probability is that 
its self-denial would redound mainly 
to the benefit of employers, or specu- 
lators, or traders. If labor does suc- 
ceed in getting an Increase in its money 
wages, it is probably more from these 
classes that the profits are taken than 
from any group of consumers. 

This is the situation in the rough. 
In actual practice, of course, things are 
much confused during a period of either 
rising or falling prices, and in many 
specific instances the demands of labor 
would doubtless hasten the raising of 
prices. But in all cases the tendency 
to a rise in prices would already have 
been there; in many cases the rise 
would already have taken place; and 
in practically all cases it would come 
eventually, even if labor tried to hold 
its own wages down. Usually the 
increase in wages which labor could 
gain in this manner, without tending 
to start a fresh rise in prices, would be 
very much limited. But during the 
war period and the two years following, 
the difference in the prosperity of © 
labor, depending on close, as contrasted 
with loose, attention to the matter of 
keeping wages in line with rising prices, 
was bound to be enormous. Indeed, 
it was in no small measure because of 
the failure of labor and, indeed, the 


i 


. i 
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inability of labor to meet this situation 
in any carefully planned way that there 
arose, on the one hand, so large a vol- 
ume of war fortunes, while, on the 
other hand, there was a considerable 
impoverishment of certain’ groups of 
workers. 3 l : 

The chief other respect in which it is 
necessary to qualify Dr. Mitchell’s 
contention that an increase in money 
wages necessarily comes back in higher 
living costs, has to do with the possi- 
bility of workers’ in this plant or that 
or in this industry or that winning for 
themselves a part of what may be 
termed differential profits. 


- Tae Possiniity or DRAWING on 
DIFFERENTIAL PROFITS 


One of the outstanding characteris- 
tics of modern industry is the fact that 
there is a wide difference between the 
efficiency, the business luck, or, per- 
haps, the special privilege enjoyed by 
different firms in the same industry, or 
perhaps for a period of years by a 
whole industry in comparison with 
other industries. These differences of 
merit or fortune constitute the real 
reason why some companies make a 
large amount of money while others 
are no more than able to pay their bills. 
Differential profits are a chief explana- 
tion -of the wealth of the millionaire, 
and an important source of all those 
inequalities of income which separate 
those who live well from those in mod- 
erate circumstances. The wealthy, of 
course, are so few compared with those 
who are not wealthy that a division 
among all the people of all the property 
of the country would not bring the uni- 
` versal enrichment that some picture. 
Nevertheless, the differential profits of 
business are large enough so that if 
labor participated in them, it would 
mean for many of the workmen affected 
a substantial increase in individual 
income—not one hundred per cent on 


the whole or anything like that, but 
yet enough to make a good deal of 
difference in a man’s outlook. Indeed, 
differential profits constitute almost 
the only fund out of which it would be 
possible permanently and materially to 
increase labor’s share in goods. — 
Now the whole argument in the 
leading article regarding the impossi- 
bility of increasing real wages unless 
the amount of goods is increased, rests 
on the assumption of a uniform wage- 
rate for all plants. Our author holds, 
in accordance with the theory that has 
been accepted in economics since the 
days of the founders of the science, 
that the rate which will be paid all 
labor is determined by what the less 
efficient and less successful plants are 


‘able to pay—those plants which are 


barely able to make ends meet and yet 
whose product seems to be needed to 
fill the demand for goods. If wages 
are raised above the productivity of 
labor in these less efficient plants, then, 
it is held, these marginal firms will be 
forced out of business, the supply of 
goods will be lessened and prices will 
rise.” Or, more likely, the higher level 
of wages together with the shrinkage 
in the industry will bring a surplus of: 
labor which will of itself brmg wages 
down again. In any case, the wage- 
rate for an entire industry and for all 
industries is set at what those plants 


‘which just manage to survive are able 


to pay, the more successful plants 
needing to pay no more. The whole 
of the differential earnings, all the su- 
perior yield of the plants which do well 
over those which do poorly, goes to the 
owners of the successful plants, or to 
others who control property rights. 
There is no way. by which labor may 
increase its share. 

Under conditions of perfect compe- 
tition, the writer can see no weakness 
in this line of reasoning. But when 
we speak of trade unions and of boards 
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of arbitration we are speaking of forces 
which are more or less departures from 
competition of the traditional type. 
The traditional economic theory also 
assumes that complete control, in legal 
theory and in actual practice, is in the 
hands of the owners of an industry, 
and that any unusual profits go entirely 
to the owners and not to the men who 
put their lives into the industry, ex- 
cepting' that labor of the higher sort 
which ‘is connected with management 
and perhaps ownership.- But it is ob- 
vious that if we could conceive of an 
industrial practice in which it was 
recognized that profit accrued to labor 
in the form of higher wage income as 
well as to capital in the form of higher 
dividend income, or if it were possible 
for labor to invent forms of organiza- 


tion which were strong enough to take — 


a larger return from the more success- 
ful plants or the more fortunate indus- 
. tries, or if it were possible to think of 
society as developing a type of arbitra- 
tion board which might take these 
matters into consideration ìn its awards 
—then, under any of these three 
conditions, there is open a possibility 
of labor’s, in many concrete instances, 
increasing its wages in such a way as 
would reduce differential profits but 
would have no influence on selling 
prices.’ 


CurarpEeR Goops More EFFECTIVE. 


THAN SHARING OF DIFFERENTIALS 


The present writer is inclined to 
believe that, on the whole, the solution 
of the-problem of a fair division of the 
proceeds of industry should not come 
by the method of simply transferring 
: to the workers in the more profitable 
plants or industries the gains that now 
go to property owners. He believes it 
would be much more logical and more 
just all around to work for the leveling 
of profits_and their distribution in the 
form of cheaper goods. Cut out all 


forms of favoritism for those who now 
have more than their share of fortune; 
increase the efficiency: of that pre- 
ponderate section of production that is 
now carried on below a reasonable 
standard of efficiency, and these meas- 
ures will in themselves tend to prevent 
the accumulation in the first place of 
income that does not arise from labor 
or come as a reasonable return upon 
investment. But this is a task which 
will take many years and never be per- 
fectly accomplished. In the meantime 


the unevenness in the returns to differ- 


ent enterprises remains. Many people 
receive income out of proportion to 
investment, or to the quality of enter- 
prise shown, or to service rendered. 
Is there any reason why it should be 
laid down as a law that labor in these 
industries or plants should be held to 
the common level for the country? It 
is more in line with the spirit of the 
times to give labor at least a measure 
of interest in the industry. 


MonoroLyY iw DISGUISE 


In the special case of some of the 
large scale industries where there is an 
approach to monopoly, the writer 
sometimes wonders as to whether it is 
in reality a true portrayal of things, to 
think of selling prices and labor costs 
as finding their equation and determin- 
ing one another in the less efficient 
plants; or whether it would not be 
truer to consider that the large com- 
panies who alone operate by efficient 
modern methods determine more or 


_ less arbitrarily what selling prices and 


wages shall be and limit their produc- 
tion to an amount consistent with the . 
selling price established; and then, 
because there is so substantial a mar- 
gin between cost and selling price, 
other companies with antiquated or- 
ganizations or methods spring up and 
operate at the margin. If we may 


‘distinguish the “real industry” from 


i 
i 
1 
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33 


the “pseudo-industry,” the real in- 
dustry has no marginal plants at all 
but in all of the plants there is a sur- 
plus of selling price over cost. 

The entire production of the country 
could be and should be supplied by 
plants working on the high level of effi- 
ciency. But because there is no real 
competition, because the best raw 
materials, or the only modern methods, 
or the cream of the country’s technical 
skill is massed together under the con- 
trol of one well-knit group, so as to 
give in effect a monopoly, it is possible 
strictly to limit that production which 
is on a modern scale; the pseudo- 
industry is allowed to spring up because 
it preserves the appearance of competi- 
tion and because it is consistent withthe 
perpetual collection of large profits by 
those who have the real control, on as 
large a part of the business as they dare 
carry on. The establishment of this 
marginal production is, considering 
everything, a highly artificial device; 
it does not remove the fact that the 
industry — that is, the true industry — 
is a monopoly, and that there is no 
sound reason why wages should not be 


much higher, or else the selling price 


of the product much reduced. 

The writer does not know that he is 
-perfectly describing the conditions in 
any industry. But im view of the 
dominant position occupied in so many 


national or local industries by a well- . 


knit group of low-cost companies, who 
perhaps have all the best supply of 
raw materials, or the best methods, or 
the best organization, it is possible that 
we have in this country much monopoly 
in disguise, as we certainly have high 
differential profits. If this should be 
so, then an insistence that wages 
should be what the capable modern 
companies could pay, and a repudiation 
of the principle that no one should pay 
more than could be afforded by those 
unsoundly operated plants with which 


direction. 


a sane national industrial policy would 
dispense, might give to labor a very 
substantial volume of income that does 
not now pass into its hands. As already 
indicated, the writer believes that the 
best plan is to work for-the leveling or 
regulation of monopoly gains rather 
than their distribution in wages. And 
doubtless the forces of law and inroads 
of competition are ever working in that 
But in the meantime the 
problem just described is a real one 
and might be assailed by measures 
which would give, temporary relief as 
well as those which would mean per- 
manent solution. 


SURGE OF WORKERS Acainst WAGE, 
RATE tHe FOUNDATION OF THE 
- PRESENT SYSTEM 


Turning from these special cases to 
the more general situation, perhaps the 
most insistent reason why workers can- 
not under our present system abandon 
concern over the level of their pay is 
because society relies on the continual 
surge of groups of workers against the 
wage-rate—and the counter resistance 
of those who oppose wage increases— 
to fix in all its details the .wage-rate 
which shall actually prevail. Dr. 
Mitchell emphasizes the importance of 
establishing a right relation between 
pay in different industries and especially 
for different types of workers. ‘Those 
relations ought in time to be worked 
out on a basis of justice. But at the 
present time the very foundation of 


Sour whole system of distribution rests, 


not oh any reasoned correlation be- 
tween merit and desert, or between 
need and satisfaction, but, so far as 
rates have a degree of moral or scien- 
tific sanction, primarily on an idea of 
what is right, based on rates as they 
have actually been worked -out during 
a long period of economic struggle. 
We may say that a manager is worth 
ten times as much as a machinist and 
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not five times; that a policeman is 
worth twice as much as a school teacher 
and not half as much. But if we 
think either of these are the proper re- 
lations it is only because that, roughly, 
is the way it has worked out. If forces 
had worked out a little differently, 
managers might receive a hundred 
times as much or only twenty-five per 
cent more than machinists, and, police- 
men might be the very lowest in the 
economic scale or paid like prize fight- 
ers; and we should have adjusted our- 
selves to the idea of any of these ratings 
as appropriate. Until the world adopts 
some very different basis for the de- 
termination, not only of wages but of 
other forms of money income, the real 
reason why some men are to be rated 
high, and, especially, the real key to 
discovering the proper degree of differ- 
ential, must be sought for, not simply 
by studying psychology, or physiology, 
or the details of men’s work, but by 
noting what peoples’ labor can actually 
command in the competitive market. 
But the healthy functioning of the 
competitive market depends on stren- 
uous efforts being made on both sides, 
the one to raise incomes and the other 
to depress expenditures. Suppose it 
were true that the raising of wages 
beyond a certain point defeats its own 
purpose. How is the worker or em- 
ployer to know where that point is, 
until after it has been reached? Even 
in the case of-so comparatively simple 
and fundamental a matter as the 
general level of prices, economic 
science cannot predict the course of 
prices with even approximate certainty, 
much less can statisticians, or employ- 
ers, or workmen tell what will be the 
price for particular commodities, or 
what industry can afford to pay this 
or that type of worker. Even though 
it were known that the gain of one 
worker would come out of the pocket 
of another, a perennial concern on the 


part of each worker or class of workers 
over the size of his income would serve 
much the same useful function in 
stabilizing and adjusting prices that 
the labors which accountants undergo 
in balancing books to the cent have in 
keeping the wheels of business from 
getting fouled. 

But the truth of the matter is that 
in a great host of concrete cases, both 
those large cases where wage-rates are 
adjusted to new price levels, and, more 
particularly, in the innumerable small 


“cases where the workmen -in single 


plants or individual workers are re- 
rated; the increment which the worker 
adds to his wage, or the loss that he 
takes, goes back no farther than to his 
immediate employer. It is only in the 
long run and remotely that workers 
take from one another. While a 
general program of wage advancement 
affecting all workers would oftener than 
not benefit no one, the constant guer- 
rilla warfare, if we may call it such, the 
persistent worrying up of wage-rates 
for this individual or that one or this. 
group of workers or that, the process of 
bringing individual remuneration all 
along the vast, intricate line up to 
the level that in the particular case 
is possible—such detailed pressure 
should give workers as a whole a sub- 
stantially larger volume of real income 
than would the opposite policy, under 
which each worker implicitly relied on 
the general principle that his wage 
made no special difference because it 
would all come back in lower living 
costs. : 

In passing it should be observed that 
even if wage imcreases caused a pro- 
portionate increase in the cost of living, 
yet the wage earners of whom we are 
speaking here, the people whose wages 
it is proposed to increase or not increase 
by union action or arbitration boards— 
these really constitute, not only merely 
a portion of the total population, but 
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indeed, only a portion of ‘the actual 
workers. Theoretically, farmhands 
(and farmers too), clerks, professional 
men, and unskilled workers of every 
degree are all labor. But many of 
these people do not consciously identify 
themselves with the working class. 
As the years go by and the capitalistic 
system spreads over more and more of 
the field, all classes of workers come 
closer to being one group. But such 
an amalgamation of classes is far from 
being complete. So it is conceivable 
that glass blowers and tool makers and 
the whole range of labor—in the ordi- 
nary, practical usage of that term— 
might win wage advances, and the cost 


be borne in part by the farmer and ~ 


draftsman and the countless other 
workers who are as yet only imper- 
fectly linked in that fellowship of labor 
whose group interests we are here 
weighing. Doubtless many leaders of 
labor would hesitate to approve of a 
method of advancement which mani- 
festly depended on taking from these 
unassociated groups; but complete can- 
dor compels us to recognize that the 
wage earner—he who belongs to Labor 
spelled with a capital letter—is not yet 
so dominant a factor. in society but 
that his status might be ‘considerably 
improved by what could be transferred 
from other groups. 


Tue Screntiric ESTABLISHMENT OF 
Waae-Rarrs 


The circumstances which have been 
mentioned, taken singly or all together, 
do not alter the fact that the raising of 
money wages falls far short of being the 
fundamental solution of the labor prob- 
lem. They do help to explain why it 
is often necessary and beneficial to the 
interests of labor that labor make posi- 
tive effort to merease its wages. Com- 
petition does not work so perfectly, 
nor is the power of organized action 
so unavailing but that in many con- 


crete cases activity by labor or by 
arbitration boards might succeed in 
raising wages, without its causing a 
corresponding increase in the cost of 
living. It has, moreover, been pointed 
out that in the mixed-up world in 
which we still live, it 1s not easy to say 
how wages could be determined with 
any: degree of precision without making 
use of the underlying desire and effort 
of each class of workers to bettér its 
own prospects. Nevertheless, when all 
is said, it is believed that Dr. Mitchell 
is right in urging against any more than 
the most necessary attention’s being 
given to the money. level of wages. 
It is believed that as the years go by, 
attention should be concentrated more 
and more on the establishment of 
correctly adjusted as opposed to merely 
high wages. | 


PRACTICABILITY OF AN OBJECTIVE 
STANDARD OF LIVING. 


Our chief ground for difference with 
the author of the leading article of this 


‘volume is on the matter of the way 


in which these correct wage-rates, in 
particular the general level of wage- 
rates, should be ascertained.. Dr. 
Mitchell grounds his whole plan upon 
a rejection of the standard of living 
idea. He regards ‘the standard of 
living as something that varies with 
each individual according to the size of 
his family, his ideals with regard to 
living, etc. It must be admitted that 
there is a subjective standard of living 
which is necessarily of a variable qual- 
ity. But there is also an objective 
standard of living, which might more 
accurately be called a standard of pur- 
chasing power, which is something 
tangible and which could be fixed very 
definitely for every man and woman. 
Our author’s idea of this objective 
standard of living, or of purchasing 
power, would evidently be that it, too, 
is something that is .of no value; for 
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what is the use of setting up a standard 


of living when industry can in any case 
produce only so much goods? But that 
all depends on the kind of standard of 
living one has in mind, whether it be 
an ideal standard that persons would 
like to attain, or a standard which 
study shows is a practical standard for 
actual application. Perhaps not every 
one will agree with this definition; but 
the writer’s view is that the standard of 
living which is useful m wage deter- 
mination is not some artificial standard 
that people say ought to exist, but 
rather one which should be regarded as 
the resultant, the product of ‘the ex- 
istent stage of industrial development. 

There is no definite minimum wage 
that men and women must have to live; 
there is’ no objective minimum that 
they ought to have in order to live a 
full and rich life. The standard of 
living is a variable. But it is possible 
in any country at any degree of in- 
dustrial efficiency to say that such and 
such a standard is attainable; that 
industries that do not support it are 
subnormal and parasitic. And, if care 
be used in setting up the standard, it 
should be possible to establish a stand- 
ard above that which prevails in many 
lines of work but not out of possibility 
of attainment by every necessary in- 
dustry. The correct standard of living 
upon which the general level of wages 
should be based is the highest possible 
minimum that the industry of the 
country as a whole can afford to pay 
and still run sufficiently fully and 
successfully. 


Wace Revision to MEET CHANGES 
in Living Costs 


This conception of a standard of 
living, and more particularly of the 
cost of living, is of special practical 
importance when it comes to making 
allowance for changes in the cost of 
living due to changes in the value of 


t 


money. Dr. Mitchell is perhaps right 
in pointing out that in war-time people 
must consume less; so that it is un- 
reasonable to expect the buying power 
of people generally to keep pace with 
rising prices. Wages could be allowed - 
to keep pace with increases in the cost 
of living if people could be trusted to. 
curtail their expenses drastically and 
invest in government bonds; and possi- 
bly in the case of the industries which 
must be expanded, or in the case 
of groups of labor which have been 
underpaid, it may be advisable or just 
to Increase incomes faster than the rise 
in the cost of living. But, generally, 
the coming of a serious war—which 
calls not only for suspension of peace- 
time capital construction, .but for a 
diversion of labor from making con- 
sumption goods to manufacturing mu- 
nitions—could probably most easily be 
handled by planning for a decline in 
the real incomes of labor and people in 
general. 

But when the author speaks, appar- 
ently with disapproval, of the manner 
in which during the post-war period 
arbitrators granted wage increases on 
the basis of advances in living costs, it 
would seem that he is running counter 
to his own fundamental principle. 
An advance in wages that merely takes 
care of the increase in the cost of living 
due to a decline in the purchasing power 
of money, is not a disturbing of the 
existing level of wages but a means of 
preventing the existing level from being 
disturbed. Those persons, therefore, 
who hold that economic forces make _ 
inadvisable and futile any change in 
the level of wages except such as would 
serve to bring particular wages in 
proper line with other wages—those 
persons should hold that it would save 


‘a great deal of needless strife and con- 


fusion if wages could be adjusted almost 
automatically to changes in the value 
of money, so that the only special 
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_ attention that would need'to be given 
to wages would be to pick out those 
occupations where for some special 
reason the advance in wages should be 
greater than the advance in the cost of 
living, or, on the other hand, those 
industries where it should be less. In 
the absence of such a disturbing factor 
as war, the peaceful and scientific ad- 
justment of wages would be much 
furthered by agreeing that there was 
a prima-facie case for an advance 
equal to the advance in the cost of 
living. 

The revision of wages to meet 
changes in the cost of living is, how- 


ever, only a first approximation to de-~ 


termining what wages really should be, 
because such revision leaves untouched 
the question as to whether wages were 
at the right level before the change 
in the cost of living, and it also takes no 
account of the question as to whether 
new circumstances, contemporary with 
and perhaps related to the change in 
the cost of living, have not introduced 
reasons for a change either in the 
general level of wages or in the relative 
remuneration of different groups. 


STANDARD OF Livinc PRINCIPLE Es- 
SENTIAL IN Frxina or PERMA- 
NENT WAGE-RATES i 


_ In dealing with the problem of the 
permanent level of wages, the writer 
would again hold that the best method 
of approach is from the point of view of 
the standard of living. In localities 
where living costs are higher than at 
other points it is obvious that the set- 
ting up of a common standard of living 
will be especially useful in arriving at 
proper ratios. But under all circum- 
stances the idea of a national standard 
of living should give the best possible 
basis for taking in all the country and 
all industries at one view and getting a 
real equivalence and justice! of wage- 
rates. | 


t 


This national standard of living 
should, as already explained, be fixed 
upon with a view to what is actually 
attainable in the industries generally. 
The procedure in determining it would, 
of course, depend on the methods by 
which wages in general were deter- 


‘mined. If wages were fixed generally 


by arbitration boards or industrial 
councils, or even by trade agreements, 
the standard of living could be deter- 
mined with greater and greater accu- 
racy, as the years go by, on the basis of 
actual examination of the productivity 


‘of mdustry and analysis of what it is 


possible for the country to pay labor 
generally. If, as is the common prac- 
tice now, wages were determined not 
by any very general program, but by 
forces working independently in the 
several industries or several localities, 
the idea that there was a standard of 
living which should be met would 
nevertheless be of help in bringing 
wages to a standard and true level. 
At any one moment there is always a 
tendency toward some general stand-' 
ard of wages, which would be the 
more nearly one definite rate if the em- 
ployers and men in each industry had 
before them the conscious aim of hit- 
ting upon such a general standard and 
would accordingly go to some pains to 
ascertain what was paid elsewhere. 
But there would be at all times more 
or less pressure towards a higher level; 
and as one industry or another found 
itself prosperous enough to set up a 
standard of its own a little in advance 
of the usual rate, that would tend to be 
done. If conditions in other indus- 
tries warranted it there would be a 
tendency for them to follow, until in- 
dustry as a whole would be on the 
higher Jevel. Perhaps some plants at 
the margin would have to suspend 
operations or modify their methods. 
But if during this effort to attain a 
somewhat higher standard it developed 
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that the new rate was beyond the 
reach of industry generally it would 


fail of general adoption and the ideal of © 


standardization would tend to hold the 
whole fabric of rates down to the rates 
which it was found had to be fixed if 
certain of the important industries 
were to operate. 

Wages have been set somewhat in 
this manner in the past, but with a 
great deal of unevenness because of 
lack of contact and information be- 
tween different sections and industries. 
More conscious attention to and sup- 
port of the idea of wages fitting a 
national standard of liviig, would 
cause the general level to be more uni- 
form. However, the extension of the 
services of a high type of arbitration 
board or industrial councils with juris- 
diction over large areas and over great 


numbers of men would tend to bring 


the standard of living to a greater 
uniformity and to a quicker accommo- 
dation to new levels made possible by 
industrial progress. It might of 
course be decided that the standard of 
living should be a minimum, and that, 
where it was possible, industries should 
pay more. 

Dr. Mitchell has really avoided this 
whole subject of the fixing of the 
general standard, or, perhaps we 
should say, left it to the gradual work- 
ing out of economic forces. He would 
have a system of rate-setting which 
was inherently much more stable, 
which obtained its results much more 
smoothly and with more of justice if 
he would plan for somè method of 
standardization of the general level. 
We have not much more than touched 
here on the actual method of setting up 
a general standard of living; but surely 
the idea of such a standard would be 
almost essential to any studied effort to 
work out a general level, either through 
the industries themselves or through 
some kind of boards. 


~ 
character. ‘These 


Tre Frxinc of DIFFERENTIALS 


But the idea of fitting wages to some 
understood standard of living is no 
less useful: when it comes to fixing not 
the general rate but the differentials 
for different groups of workers. Dr. 
Mitchell speaks of a great variety of 
scales of remuneration based on the 
intelligence, the training, the education, 
the strength, the degree of attention 
required, the accuracy, the responsi- 
bility, the comfort, the healthfulness of 
environment, the perils and the steadi- 
ness of employment of the different 
workers. Doubtless all these factors 
should have some influence on the 
wage-rate. But the writer is inclined 
to believe that taking everything into 
consideration the variety of wage-rates 
could be reduced immensely; and that 
the great body of the workers could be 
rated at either a single standard— 
modified, of course, through a scale of 
seniority or proficiency—or on a few 
scales bearing very simple relations to 
the main standard. 

The industrial world is full of wage 
differentials between workers; but 
many of them are of the most illogical 
differentials are 
based on historical accidents, on the 
relative skill of different groups of men 
in gaining increases and on unessential 
peculiarities of place and practice. 
During the War, some of the great 
wage boards established uniform rates 
for men from the Atlantic to the Pa- 
cific and from the Great Lakes to the 
Gulf of Mexico (barring colored labor in 
certain parts of the South) and set up 
identical rates in all this area for skilled 
men in a great variety of trades. These 
awards wiped out a host of old differ- 
entials. Sometimes they fitted im- 
perfectly and caused embarrassment. 
But on the whole they worked. Since 
the War, the reversion to thè old princi- 
ple of special wage fixing in each place 


; 
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has brought about a certain measure of 
diversity. But as long as the war- 


time idea of national standards was 


adhered to there was nothing in- 
herently impractical about the system. 


National standards may be too high or- 


too low or wrongly drawn up, but it 

has been demonstrated that if we want 

them they can be made to work. 
There are good human and indus- 


trial reasons for believing that under a ` 


truly fair and logical system of re- 
muneration devoid of accidents, the 
pay, the worth, of most persons would 
be not far from uniform. When it 
comes to creative work, when jt comes 
to very special peculiarities, persons 
differ enormously; so that one man 
might well be worth a thousand others. 
How many workmen would it take to 
fill the place of Newton, or Lincoln, or, 
perhaps, of some of the real makers of 
modern industry? But in proportion 
as industry becomes standardized on 
the basis of the best practice, in pro- 
portion as there is education, trans- 
ference of skill, and the spread over 
great areas of each new thing that 
someone discovers, the great majority 
of people are put at work carrying out 
measures thought out by others. Real 
ingenuity becomes more valuable than 
ever; but nine-tenths and more of 
the actual work of the world becomes 
routine. Now at routine work people 
are potentially not so far from equal. 
There may be many occupations that 
- not everyone could fill; but as long as 
there are many more people who could 
fill these occupations—and would be 
glad to do so—than ‘there- are such 
positions to be filled, such distinctive 
callings have no special value under our 
system and draw no more remuneration 
than the other work of the world. 
Not everyone may be able to read, 
or engage in this or that work requiring 
special knowledge. But when more 
people can read than there is need for 
l 


E 
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-of learning and trade. 


clerks, when more people are educated 
than there is need for school teachers, 
when more people are versed in lan- 
guages than there is need for transla- | 
tors, these occupations tend to losetheir 
special economic importance. - Edu- 
cation and the greater adaptability of 
labor tend to wipe out old aristocracies 
The unit of 
industrial labor power tends to be 
fixed at the value of one pair of hands, 
or one pair of eyes, or one center of 
mental attention. Most persons are 
about as rich as all others in their pos- 
session of one or more of these ultimate 
factors of production. So, in spite of 
great differences of character and phy- 
sique, we find the earnings of women 
approaching those of ‘men, of the 
illiterate approaching those of the col- 
lege bred, of clerks and skilled journey- 
men, of -bram-workers and common 
laborers tending to one level. The 
very exceptional man, or the man 
whose income is dependent on what he _ 
has himself built up outside of the field 
of the great industries, may conform to 
no standard at all. But it will become 
increasingly possible for wage earners 
throughout our country, and indeed 
in not so long a time throughout the 
world, to be rated on the basis of one 
standard of living. 


RATE-SETTING Bureaus, UNIONS AND 
Wace Boarps 


With the increasing tendency 
towards nation-wide industrial enter- 


- prises, with the increasing frequency 


with whieh workers move about, with 
the increasing standardization of the 
conditions of ‘culture everywhere, this 
task of working out sound wage stand: 
ards based on a broad view of the 
standard of living will become in- 
creasingly essential: 

-So the writer feels that it would 
be a mistake to reject the standard of : 
living basis for determining wages, 
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especially when it comes to future de- 
velopments; just as it would not be 
fair for society to ask the workers, 
under present conditions, to refrain 
from striving for increases in their own 
money wages. We are very far, how- 
ever, from finding fault with the efforts 
of companies and managers to do what 
can be done to line up in their proper 
relations the pay of the different groups 
of workers in their own employ. 


Probably the best plan that is. now - 


generally possible would be to take the 
general rate paid in the line of work, or 
make an advance on it if it is desired, 
and then work out by some such 
method as Dr. Mitchell has suggested 
a system of differentials for the higher 
or the more trying sort of tasks. The 
effort should be made to minimize, 
rather than magnify, the difference in 
rates between different varieties of 
work. But pains should be taken to 
give liberal pecuniary encouragement 
to the development of those higher 
qualities of ingenuity and trustworthi- 
ness which often take years properly to 
develop and are of inestimable value. 
Also, care should be taken to reward 
different people on the same job in 
proportion to service rendered. 

What we have especially wished to 
bring out, however, is the fact that the 
best andthe most scientific rate-setting, 
if confined to a plant, will be short of a 
complete solution of the problem. No 
amount of psychology or study of con- 
ditions within the shop can take the 
place of the adjustment, through 

instrumentalities wider than the shop, 
of those great forces and principles 
whose sphere of action may be as 
broad as all industry. As long as in- 
dustry falls as far short as it does at 
present of being just, there must be 
some means by which rate-setting is 
influenced by the great movements of 
groups of workmen to safeguard or 
improve their condition. As industry 


gets better control of itself and its 
plans become more comprehensive, 
there must be developed some means 
by which the agents for many plants 
and industries, and for countless num- 
bers of employes, may get together and 
work out generally applicable and fair 
standards of compensation. Scientific 
rate-setting in the plant is a good 
tangible place to begin. But there 
will remain a place for the labor union 
and the collective bargain through all 
of today; and tomorrow, a very large 
function should be served by the board 
of arbitration or the council of industry. 
All are needed if rate-setting is to be 
broad as well as minute. 


. Tuar Frouirron Way to [MPROVE 
CONDITIONS 


There is one by-product of Dr. 
Mitchell’s discussion which is perhaps 
of greater importance than the maim 
problem which we have been trying to 
solve. He says that money advances 
in wage-rates do not on the whole bene- 
fit labor. While we have tried to 
modify that in certain particulars, on 
the whole it should be agreed that 
money advances do not in themselves 
advance the workers very far along the 
road to economic betterment. Dr. 
Mitchell says that, not a general 
money advance, but the establishment 
of a right relationship between the pay 
of different groups of workers is the 
important matter. That relationship 
should, indeed, be worked out. But 
the subject should not be dismissed 
without its being pointed out, as Dr. 
Mitchell would be the first_to agree, 
that the real solution of the problem of 
the betterment of the worker is through 
greater production. 

But, for the individual worker or the 
individual plant or even the individual - 
industry, greater production does not 
necessarily mean a gain to the men in 
that plant or industry. It may if the 
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management agrees to make it so. 
The last thought which the writer 
wishes to bring out is that while greater 
production makes possible the greater 
welfare of the worker, and while in the 
long run, if the greater production is 
wide enough, it is bound to improve 
his condition, the one way for the 
worker to assure himself of increasing 
his real wages—either now, or in the 
event of greater production in the 
future—is for him to develop a pro- 
gram, not so much of raising wages, as 
of reducing profits (in the economic 
sense of returns, in excess of wage-cost, 
interest charges, and necessary ex- 
penses). The way out lies not ‘so 
much inplanning to make incomes 
greater as in starting a resolute cam- 
paign to make goods cost less. 


LOWERING or SELLING Prices, THE 
GOAL 


That, perhaps, is the real lesson to he 
drawn from this whole discussion. The 
forcing up of the general money wage- 
rate, even if it were possible, is too 
sweeping and indiscriminate a measure. 
It would under most circumstances do 
little or nothing beyond increasing the 
cost of livmg. A much more logical 
and effective procedure would be to 
begin at the purchasing end and, where- 
ever there is an obvious gulf between 
labor cost and the selling price of goods, 
work for a lowering. of selling prices. 

From the strictly practical point of 
view of furthering the workers’ in- 
terests, this concentration on the ques- 
tion of what goods cost furnishes a 
better starting point than even. the 
ultimately more important question of 
efficiency of production. For, so far as 
the consumer is concerned, it is only 
those improvements in’ production 
which actually cheapen goods on the 
market that count. The lowering of 
selling prices is, therefore, the tangible 
thing to watch, the concrete goal to 
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work for. With this measure of suc- 

cess in mind, labor and all those who 
consume (and that means everyone) 
should start back along the stream of 
goods, looking for all the places where 
wealth may have been diverted. All 


` the places where cheap goods have be- 


come dear should be examined; all the 
wastes should be stopped, until finally 
that point is reached where the stream 
can be increased in its original flow - 
through greater production. The en- 
richment of production is, of course, 
the fundamental thing; but from the 
standpoint of popular welfare it is no 
less important to overhaul that whole 
system of production and exchange 
through which goods which may be 
cheap in the making in so many cases 
become expensive in the buying. 

In general, then, the campaign must 
be aimed at every form of privilege, on 
the one hand, and inefficiency, on the 
other. But the possibility of success 
lies in its being a piece-meal under- 
taking. Losses must be attacked ac- 
cording to the ways in which they 
occur. The campaign must be waged 
on a hundred different fronts, on 
monopoly and profiteering of every 
form; on tariffs whose purpose is privi- 
lege, and on wrongly or weakly con- 
structed systems of taxation; on un- © 
earned increments, on unstable money, 
on violent changes of all sorts, and 


‘ devices for keeping out competition; 


on wars, and the preparation for wars, 
and the aftermath of wars; on anti- 
social trade practices and harmful 
union rules; on ineffective systems of 
employment; on ignorance, on out-of- 
date methods; on inadequate education 
—on the host of forces which make 
some people undeservedly rich or bury 
great sections of industry under a load 
of inefficiency. The solution is complex 
beyond description; but it is the only 
way in which society at large can ad- 
vance. , 
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If by consistent effort along these 
lines selling prices can be kept reasona- 
bly close to necessary labor (and in- 
terest) costs, it makes little difference 
(so far as we are concerned here) what 
the general level of incomes is. Let us 
make sure, as Dr. Mitchell urges, that 
the different rates of remuneration are 


in proper relation to one another; and 
then be content to have the general 
level of incomes established wherever 
monetary considerations prescribe. 
Some attention the money wage must 
always receive; but it will tend in- 


creasingly to become the small end of 


a very big problem. 


The Equilibrium Wage 
By T. N. Carver 


Harvard University 


KNOW of only one approximately 

satisfactory price for any commod- 
ity and that is a price which will 
tempt producers to produce as large 
a product as buyers are willing to 
buy at the price, or which will tempt 
buyers to buy as much as producers 
are willing to produce at the price. If 
the price is sufficient to call forth an 
adequate product, producers must find 
it relatively satisfactory. If buyers 
are willing to buy the whole product, 
they must find the price relatively 
satisfactory. 

Of course no price is ever absolutely 
satisfactory to anybody. Sellers would 
always be better satisfied, or more 
nearly satisfied, if the price were dif- 
ferent—generally if it were higher than 
that which they are getting. Buyers 
would be more nearly satisfied with a 
different price—generally a lower price 
than that which they are paying. We 
may as well dismiss at once, therefore, 
the possibility of ever finding an ab- 
solutely satisfactory price for anything. 
Except in cases of siege, famine or 
abnormal scarcity when supply can- 
not increase to balance demand, we 
must be content with a price which 
producers find satisfactory enough to 
induce them to keep on producing and 
which buyers find satisfactory enough 
to induce them to keep on buying, so 


between production and consumption. 

With one important exception, I 
should apply the same test to the 
determination of a satisfactory price 
for any economic service, whether it be 
that of the laborer, the saver or the 
business man. If the incomes of busi- 
ness men are sufficient to attract into 
business as many men of high quality 
as the industrial conditions can sup- 
port, business men must find their in- 
comes relatively satisfactory; that is, 
as satisfactory, all things considered, 
as those of alternative occupations. 
We are assuming, of course, that 
violence and fraud are eliminated and 
that the incomes are secured as the 
result of service rendered. There is no 
more reason, however, for insisting 
upon this assumption in the case of 
business men than in the case of savers 
or laborers. One class is no more 
likely than any other to make use of 
violence and fraud. As a matter of 
actual history, at least in recent years, 
business men have not made larger 
use of these methods thanhavelaborers. 

If interest rates are high enough to 
induce people to save as much as can 
be invested in productive industry 
without loss to the investors, interest 
rates are relatively satisfactory; that 
is, savers find them satisfactory enough 
to induce them to keep on saving. 


that there is a balance maintained $ Borrowers and investors find them . 
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satisfactory enough to induce them to 
keep on borrowing and investing and 
the balance is maintained. 

With the one exception. suggested 
above, wages are satisfactory: i In any oG 
cupation when they are high enough to 
induce as many laborers to seek that 
occupation as employers are willing to 
employ at those wages. 

The exception referred to above 
occurs when there is a gross oversupply 
of unskilled labor. When that condi- 
tion exists, very low wages will be 
sufficient to attract as many unskilled 
laborers as can be used. If those low 
wages are not high enough to enable 
the unskilled laborer to live according 
to a standard which is considered 
decent for a civilized country, they are 
not satisfactory to the country, even 
though sufficient numbers of unskilled 
laborers are willing to accept them. 

A minimum wage must then be 
adopted and enforced. It should be 
based upon the cost of living accord- 
ing to the lowest standard of living 
that is consistent with a dignified and 
civilized life. It has no reason for its 
existence except where this minimum 
standard of civilized life 1s threatened. 
When this minimum standard is threat- 
ened, the minimum wage must be 
enforced without fear or favor, declar- 
ing every self-dependent person who 
cannot earn it to be an’ object of 
charity and treating him as such. 


Minimum Waar tae OnLy WAGE 
RELATED to Cost or LIVING 


The only wage, therefore, that needs 
to be based upon the cost of living, or 
pay any attention to the cost of living, 
is the minimum wage below which we 
do not consider it decent to, allow any 
one to live. There is no reason for 
inquiring into the cost of living at all 
in trying to establish incomes for 
skilled laborers, business or profes- 
sional men. Here the equilibrium wage 


| 


is the wage that most nearly approxi- 
mates that which is satisfactory. There 
is, of course, the possibility that some 
skilled or learned occupation, or in- 
dividuals following a skilled or learned 
occupation, might not be able to get 
the minimum wage as above defined. 
In such cases the minimum wage should 
be enforced in the interest of decency ` 
and civilization. ‘The effect of this 
would be to force these unfortunate 
individuals either into the acceptance 
of charity or into some other occupa- 
tion where they could earn a decent 
living. 

To attempt to enforce a wage higher 
than the equilibrium wage in any oc- 
cupation where the earnings are above 
the decent mmimum will produce 
at least one unfortunate result. The 
wage would then be so high as to 
attract mto that well-paid occupation 
more than could be employed. Large 
numbers of laborers, would justly feel 
aggrieved at being unable to get into~ 
so attractive an occupation and com- 
pelled to find employment in one that 
was less attractive. If all the well- 
paid and attractive occupations be- 
come similarly overcrowded—in. other 
words, if the wages are so high in 
all occupations above the unskilled 
trades as to attract more than can get 
in or find employment—it means 
necessarily and arithmetically that the 
surplus must be crowded downward 
toward the unskilled occupations. 

So far as the present problem is 
concerned, it is not necessary to go 
very far into the question as to what 
determines the equilibrium wage in 
any occupation. It is rather obvious 
that the demand for labor in any 
productive occupation in some way 
depends upon the productivity of 
labor. If labor is very searce and hard 
to find, so that each individual is 
badly needed, the productivity of each 
individual will be high. You can say 
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of such a trade, “A few more laborers, a 
great deal more product—a few less 
laborers, a great deal less product.” 
In technical jargon, the marginal pro- 
ductivity is high. Jf there are so many 
crowding into the occupation that 
you can say, “No more are needed,” 
or “A few more laborers, very little 
more product,—a few less laborers, very 
little less product,” it is not likely that 
any employer will offer high wages m 
such an occupation. The marginal pro- 
ductivity of labor is low. 

No wage board, however, would need 
to waste any time trying to figure out 
the marginal: productivity of labor. 
The equilibrium of demand and supply 
would be a better indication than any 


figures that any body of experts would 
be likely to find. All they would need 
to do would be to see whether the 
wages were sufficient to attract into 
the occupation as many workers with 
adequate skill and trainmg as em- 
ployers were willing to employ. 

I have read most of the things that 
have been written in recent years to 
becloud this issue. It would be a 
tedious and rather profitless task to go 
over their arguments in detail. I have 
decided that the most effective refuta- 
tion is to state the essential principle 
in as definite and dogmatic form as 
possible, leaving readers to make up 
their own minds as to the relative rea- 
sonableness of the contending theories 


Factors Determining Real Wages 


By Ernest Minor PATTERSON 
a University of Pennsylvania t 


CONOMIC theorizing is by no 
means confined to professional 
economists. So-called practical men 
of necessity have their theories on 
economic questions, or they would not 
be able to direct the enterprises which 
they lead, or to formulate policies in 
connection with them. Both business 
men. and economists have suffered from 
two weaknesses in their theorizing, 
and several of the articles before us for 
discussion in this issue of The Annals 
indicate what these difficulties are. 
One is the desire to find an explana- 
tion of economic happenings in as 
broad principles as possible. Physi- 
cists, chemists, astronomers and others 
are constantly seeking for all-inclusive 
generalizations such as the law of 
gravitation, the periodic law, the law 
of inertia. Such generalizations are 
extremely valuable, and with their aid 
much more progress can be made than 
without it. If similar laws could be 
found in the social sciences, they would 


~ ditions. 


be equally helpful. There is much 
reason, however, to doubt whether 
such laws can be formulated, at least 
with our present knowledge. The 
field of social science is one in which 
there are so many forces of such un- 
known or immeasurable strength that 
it is probable that very few broad 
generalizations can as yet be made. 


. Certain it is that not many of the so- 


called laws in economics have been 
able to stand the test of current criti- 
cism. 

One of the reasons for this is to be 
found in the second of the weaknesses 


‘referred to, which is a failure to adapt 


economic theorizing to changing con- 
Economics must build on 
certain assumptions taken from other 
sciences. In the last fifty or seventy- 
five years thesé other sciences, no- 
tably biology and psychology, have 
been so revolutionized that the bases 
on which economists built have been 
strongly shaken, if not entirely swept 
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away. More than most of us real- 
ize the structure of economic theory 
has been built on hedonistic and 
rationalistic assumptions no lqnger 
acceptable to biologists and psycholo- 
gists. The trouble has been intensified 
by the changing nature of the phenom- 
ena with which economics deals. A 
hundred or more years ago, economic 
organization was more largely com- 
petitive than at present, and laissez 
fare was a more generally accepted 
doctrine than it is today. With the 
passage of time monopoly has become 
much more prevalent than before, and 
government exercises a far greater de- 
gree of influence in the conduct of 
business affairs. . 

These difficulties should be kept in 
` mind in an analysis of the problem of 
wages. We may first of all assume 
that we are primarily concerned with 
real wages instead of with money 
wages. This will lead to the conclu- 
sion that fluctuations in the price level, 
which change the amount of real wages 
received, should be corrected, and that 
we need not disapprove any forces that 
are designed to bring. this about. 
Trade unions, administrative bodies 
and other influences may be satisfac- 
tory aids in securing this result. 


ADDITIONS to Waces From RENT, 
INTEREST AND PROFITS 


As we turn from money wages tọ real 
wages, we may observe that these may 
be increased by additions to the wage 
scale from either of two sources. One. 


is by deductions from rent, interest and © 


profits without any Increase in the 


aggregate volume of community out-* 


put. The other is by mcreasmg the 
product of the community, thus fur- 
nishing a larger return to the factors in 
production, with the expectation that 
labor will share in the general gain. 
While it is doubtless true that 
many particular enterprises cannot pay 


higher wages and continue to survive, 
it does not follow that the industry 
of the community as a whole is simi- 


larly handicapped. The enterprises 


referred to are in many instances 
marginal plants operated, perhaps, on” 
an extremely inefficient basis. ‘Their 
elimination under pressure would in 
many cases merely mean that the 
business formerly secured by them 
would go to more efficient plants 
whose productivity per unit of effort is 
greater. With a larger return they 
might be able (though perhaps not 
willing) to pay a higher wage scale. 
Similarly, a curtailment of profits and 
a diversion of this fund to wage earners 
would give them a larger return, and 
would not seriously affect the aggregate 
productivity of the community. Fre- 
quently profits are sufficiently great to 
warrant us m concluding that if a 
workable device were found for trans- 
ferring a part, at least, of this sum to 
wage earners in higher wages, there 
would be no decrease in productivity. 

In some cases it is doubtless true that 
a reduction in the amount of interest 
paid would in no way affect the aggre- 
gate amount of saving. It is quite 
generally agreed that much saving 
would be done without any offer of 
interest, and many contend that by far 
the larger part of current additions to 
the capital fund comes from profits 
rather than from the economies of 
those who are induced to save by the 
offer of interest payments. If here, 
too, some device could be found which 
would divert some part of these interest 
payments to wage earners rather than 
to capitalists, the wage earners would 
gain. 

In reply to this argument it may be 
contended that even if these amounts 
could be diverted to wage earners they 
would save so little that we should not 
have each year the appropriate addi- 
tions to the capital fund of the com- 
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munity. It is contended that wage 
earners would devote any extra Income 
to establishing higher standards of 
living, and that the total volume of 
community saving would be less than 
we have today. This, however, is by 
no means self-evident. Much that 
goes in rent, interest and profits today 
is certainly not saved, but is spent in 
the purchase of luxuries. ‘Then, too, 
it is by no means clear that in the 
period from, say 1896 to 1914, appro- 
priate amounts were diverted to our 
capital fund. It is quite possible that 
during that period the world set aside 
a larger amount than was advisable for 
construction purposes, thus lessening 
the output of consumption goods for 
the sake of a presumed increase in the 
output of such goods in the distant 
future. 

Diversions of certain amounts from 
rent, interest and profits to wages, 
need not be made in a direct manner, 
but may be accomplished indirectly. 
Any form of direct tax on these funds, 
particularly on rent and profits, might 
make possible the levying of lower 
indirect taxes, and thus leave with 
wage earners a larger fraction of their 
gross incomes for expenditure on com- 
forts and luxuries. Any shift from 
direct to indirect taxation is in effect a 
lowering of real wages, since workers 
who are compelled to pay higher prices 
are compelled to resort to a lower 
standard of living. Wages may also 
be increased, of course, through profit- 
sharing plans which give to the work- 
ers a larger return. 

Such information as we have regard- 
mg the national income indicates, 
however, that the total volume of 
product is not so large that we can 
secure any great improvement in the 
condition of wage earners without 
some increase in productivity. The 
estimates of Professor W. C. Mitchell 
and others, which are the most recent 


and the most reliable, show that our 
total national income was only $28,- 
800,000,000 in 1909, and $60,040,000,- 
000 in 1918,! while the average annual 
earnings of employes normally engaged 
in all industries was only $626 in 1909 
and $1,078 in 1918.2 Such estimates 
give weight to the contention that not 
only is the amount received by labor 
deplorably small, but that the total 
product is not sufficient for any great 
increase in the per-capita wage even 
though complete justice in distribution 
were assured. 


WAYS OF INCREASING PRODUCTIVITY 


‘ One of the most fundamental of the 
proposals for securing larger output is 
presented by Professor Carver He 
has merely restated with his character- 
istic clarity and vigor his adherence to 
the idea of proportionality. The prob- 
lem, he argues, is that of securing the 
proper relative amounts of the natural 
resources, capital and labor that are 
employed in production. The best 
possible arrangement is one in which 
the amounts of each are so nicely ad- 
justed that the desired output is se- 
cured. Natural resources are the least 
variable in volume, but capital is the 
result of saving. If owners of capital 
are receiving a high return, this will 
encourage saving, add to the supply of 
capital and thus lower the rate of 
interest. There will be-more product, 
and a larger amount than before 
will go to labor. If laborers are so 
numerous that their per-capita receipts 
are meager, their numbers should be 
restricted by limiting immigrants from 
abroad and from heaven. If some 
are very highly paid, while others (say 
the unskilled) get but little, train more 


1 The Income in the United States, p. 13. Har- 
court, Brace and Company. 

2 Ibid., p. 102. 

3 Cf. “The Equilibrium Wage” by T. N. 
Carver in this volume. 
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men for the positions that pay well, 
leaving fewer for the unskilled tasks, 
the pay for which will then increase. 

In our discussion of other methods of 
aiding in the problem, there is danger 
that. the truth of Professor Carver’s 
contention will be overlooked. It is 
as fundamental as any argument 
could well be, but it is by no means a 
complete answer to the question raised. 
Its weakness is that it does not make 
due allowance for the changes that 
have come in our knowledge of human 
beings and in the economic organiza- 
tion of the world. 

To a degree Professor Carver recog- 
nizes this by assenting to a minimum 
wage “based upon the cost of living 
according to the lowest standard of 
living that is consistent with a digni- 
fied and civilized life.” Free compe- 
tition with complete mobility of the 
factors of production does not exist. 
Birth control and restraints on immi- 
gration do not as yet operate suffi- 
ciently well to solve the difficulties; 
hence, a minimum wage as described, 
but beyond this the equilibrium of 
demand and supply. 

The solution is a good one, but by no 
means adequate. ‘The older econom- 
ics assumed a greater mobility of labor 
and capital than existed even a hun- 
dred years ago, and that grows less as 
the years pass. Also, it viewed men as 
productive units which would merely 
struggle for “higher wages, shorter 
hours and better working conditions.” 
But organization has grown on both 
sides, until today the amount of compe- 
- tition as compared with monopoly is 
far less than before. Among laborers 
notice, for example, the American 
Federation of Labor and the great 
labor unions of Europe. Moreover, 
these workers refuse to accept theories 
of specific productivity as settling the 
matter. ‘They refuse to consider them- 
selves as productive units whose re- 


munergtion is to be determined by an 
equilibrium of demand and supply. 
Sabotage of all sorts is practised by _ 
them even as it is practised by their 
employers, who refuse to operate at a 
loss or who even destroy products to 
raise prices. 

With the old assumptions and theo- 
ries workers are dissatisfied, and many 
employers agree with them. No longer 
can it be claimed that in spite of its 
faults capitalism works so well that the 
world must not éxperiment with un- 
tried methods. Capitalism itself is a 
changing thing, and is today far differ- 
ent from the organization of twenty- 
five years ago, In its modified form it 
is still functioning so haltingly that 
many thoughtiul business men realize. 
that still further changes must come. 
Only the evening before this article 
was prepared the writer attended a 
lecture where he saw a well-known 
banker and an equally prominent dip- 


_lomat applaud a speaker who stated 


that European labor is critical of 
traditional capitalism and demanding 
that labor be allowed to. aid in the 
direction of industry. 

The wage problem, then, is in part a 
problem of better distribution, and in 
part one of larger production. But 
larger product is dependent on many 
things. The Committee on Elimina- 
tion of Waste in Industry of the Feder- 
ated American Engineering Societies 
has recently issued a report entitled 
Waste in Industry. 'To this committee 
waste is nothing more than a failure to 
attain standards of accomplishment 
that have already been demonstrated 
in practice as feasible. Their assess- 
ment of responsibility for existing 
waste in certain industries studied, 
places on management percentages 
ranging from 50 per cent in textile 
manufacturing to 81 per cent in the 
metal trades. Labor is held responsi- 
ble for only 9 per cent in the metal 
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trades and for 28 per cent in printing, 
where its responsibility was thought 
greatest. Other factors than manage- 


ment and labor are held responsible for 


the other wastes. 

This réport 1s only aoier evidence 
of our shifting of attention from prob- 
lems of distribution to problems of 
production, a change which is due to 
our realization of the inadequacy of our 
total product, to the growing sabotage 
by both capital and labor, and to the 
recognition of an appalling waste m our 
industrial processes. Its significance 
here lies in the fact that it makes clear 
that management is responsible for 
more of the retardation and waste of 
today than is labor: Since wages de- 
pend so much on aggregate output, 
more criticism and advice should be 
directed to management than to work- 
ers. Emphasis should be given to this, 
_ for it is being continually overlooked in 
wage discussions. To repeat: Real 
wages are definitely affected by the 
. volume of output. The more goods 
produced, population remaining un- 
changed, the more the per-capita prod- 
uct, i.e the higher real wages may 
become.’ Sabotage and other forms of 
waste lower real wages. But the com- 
mittee of engineers just referred to 
conclude not only that the waste is 
serious in certain industries they have 
examined but that over 50 per cent of 
the responsibility rests with manage- 
ment and less than 25 per cent with 
labor. Now, mere increase of product 
does not necessarily mean higher wages, 
since much depends on its distribution. 
Nevertheless, much depends on the 
effectiveness of management. 


Wace THEORIES USUALLY 
INADEQUATE 


A given wage theory may seem quite 
logical and yet be of little aid in an 
emergency.’ The late President Van 
Hise once told the writer that he had 


searched economic theory in vain for 
assistance in arbitrating wage disputes; 
yet we are concerned with the fact that 
we want results. Our theories are an 
attempt to generalize on the facts. 
The generalizations have often been 
used in an attempt to convince workers 
of the justice of the existing scheme of 
distribution. ‘They have not been con- 
vineed because, after all, the product 


is a jomt one and a determination of 


the contribution of each factor, and 
hence of the appropriate reward for 
each, is impossible. ‘The theories may 
or may not be accurate descriptions of 
fact, but as stated they fail to convince 
workers of the justice of their reward. 
As Professor Tawney has pointed out,‘ 
It is time to shift our thoughts from 
rights to the more important idea, 
which is function. We must get better 


- results. 


What, then, should be our wage 
theory? The writer is unwilling to 
accept any one theory unless it be that 
those policies should be adopted that 
will secure results—and that is a rather 
vague generalization. Instead of one 
theory there should be several. 

_ First of all, the law of proportional- 
ity has its place. Professor Carver’s 
statement of it cannot be improved 
upon, and no matter what the form of 
social organization, it must ‘hot be 
ignored. But by itself it is far from 
adequate. Along with it should go a 
minimum wage as a protection in a 
society where otherwise many would 
be crushed. 

But that is not all. The “state of 
the arts” must be improved. Scien- 
tific management has done much, and 
relative rating as proposed by Dr. 
Mitchell® offers assistance if applied 
with discretion. Its weaknesses are 
two-fold: First, it is essentially an 

t Tawney, R. H.: The Acquisitive Society. 

5“ Relative Rating Versus Cost of Living as 
a Basis of Adjusting Wage-Rates.” 
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adaptation of the piece system, and as 
such may be grossly abused by un- 
scrupulous employers unless itis closely 
safeguarded. Second, it assumes the 
possibility of measuring productivity. 
It should be repeated that product is a 
result of the functioning of several 
factors. It is a joint product, and the 
contribution of any one factor or of a 
single unit of that factor 1s essentially 
indeterminate, unless by the theory of 
specific productivity (which fails to 
convince the interested parties, the 
workers). The wage paid under Dr. 
Mitchell’s plan is accordingly made up 
of two parts. If A threads 200 bolts in 
a given time while B threads only 100, 
A has clearly done more than B, and 
the latter may assent to A’s receiving 
more pay. But how much more? 
There are two elements: the basic 
amount B produces and the differential 
between his product and that of A. 
But both of these are the joint products 
of labor working with tools and ma- 
terials. The exact product of neither 
can be determined. Consequently the 
idea cannot by itself be accepted as a 
final or a sole solution of the wage 
problem. 

Another element is the necessity of 
recognizing that the laborer is not 
entirely wrong when he “makes work.” 
Maximum productivity is not always 
to his best interest. At the close of the 
late war workers were exhorted to in- 


crease their productivity, but soon they - 


were informed that products were 
largely in excess of orders, and that 
factories must close. What is the 
difficulty? | 

It lies in the fact that even just dis- 
tribution (assuming we could agree 
about it) and maximum productivity 
are inadequate explanations. Our 
world is too intricate and cumbersome 
for such formulae. Production must 
be of the appropriate kind, and mere 
exhortation to increase its amount and 


i 


then trust to the “invisible hand” or 
some similar influence is folly. 

Thus production may be of luxuries 
or non-essentials. ‘This is because the 
articles that are to be produced are 
determined by prospective profits, 
which may lead to greatly increased 
construction of garages and moving 
picture theaters when there is a dearth 
of dwellings, or to the manufacture of 
an unduly large volume of limousines 
when other commodities are more 
needed. 

Or production may be of necessities, 
but not wisely chosen. Shoes may be 
manufactured in relatively too large 
numbers as compared with the output 
of cotton cloth or steel rails. 
tion should be properly diversified if 
maximum results are to be secured and 
higher wages follow. 

Then, too, our efforts may be. di- 
rected too largely to the production of 
capital goods such as railways and 
irrigation projects, with a view to a 
large output of consumption goods in 
the distant future, but with a restricted 
output of consumption goods in the 
immediate present. 

These last few paragraphs seem a 
little remote from the worries of a given 
employer over the wage scale for his 
plant, but the connection is a real one. 
We are discussing wage theories and 
the problem cannot be properly treated 
unless we realize its many ramifications 
from the field of distribution into 


‘management, business cycles, over- 


investment and other related topics. 


PARTIAL SOLUTION IN THE EFFECTIVE 
FUNCTIONING OF INDUSTRY 


In conclusion, we should note that 
no wage theory will long be satisfactory 
if it bases wages merely on the com- 
parative strength of the parties to the 
wage agreement. Orthodox theories 
and much current practice have this 
defect. Herein lies the strength of the 


Produc- . 
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arguments for a minimum wage, a 
cost of living standard, relative rating, 
profit sharing and other like devices. 
But none of these by itself is adequate 
nor all of them combined. ‘There must 
also be a recognition of the fact that 
labor is one of the contributors to a 
joint product, but that the part it has 
produced is indeterminate. Instead of 


deluding ourselves with the belief that. 


it ¢an be ascertained and labor then 
be given the amount of the product to 
which it has a right, we should concern 
ourselves more over the effective func- 
tioning of industry. Labor is coming 
more and more to appreciate its poten- 
tial power, and is constantly more 
critical of the weaknesses of manage- 
ment. Such experiments as industrial 
councils and other devices which give to 
workers, a larger share in management 


pe 


are a partial solution of the problem. 
Only partial, however. No solution 
is final or complete even for a brief 
time. The reasons that the present 
trouble is so acute is that conditions 
change so rapidly—more rapidly than 
do our ideas, our theories. Thus the 
very success of works councils in bring- 
ing together employer and employe in 
a given industry may lead them to 
recognize their.gain in restricting out- 
put and in then raising prices to their 
mutual advantage. Such a move means 
higher wages in that industry, at least 
for a time, but the higher price for that 
product means a lower real wage for 
every purchaser of it. If such restric- 
tions in output became general, produc- 
tivity as a whole would be seriously cur- 
tailed. Noone theory gives the answer 
today, and no solution will be final. 


The Relation Between Wages and National 
Productivity 


By GrorcEe SouLE 
The Labor Bureau, Incorporated ` 


S the pursuit of economic science 

passes from qualitative analysis 
to the assemblage and interpretation 
of quantitative data, students grow 
more wary of enunciating its “natural 
laws.” Even the laws of the few 
exact sciences such as physics and 
chemistry are now suffering a series of 
shocks from the acquisition and analy- 
sis of new facts; and the followers of 
the still slender trail of economics 
through the unexplored jungles of 
human behavior do well to assume a 
certain diffidence. The present writer 
has no intention of discussing here 
the productivity or any previous 
theory of wages, except as such in- 
adequate statistical data as we have 
may throw light on them. Likewise, 
it is incautious to set down any im- 


mutable “principles,” new or other- 
wise, for the use of employers, unions 
or arbitrators in the determination of 
wage-rates. We have learned from 
the modern psychologists that prin- 
ciples, so-called, are often little more 
than weapons seized or defenses thrown 
out in the presence of conflicting de- 
sires, and that, while they are often 
of a high temporary utility in the heat 
of battle, they sometimes become em- 
barrassing with a change of terrain 
or of relative power. 

Whatever may be the underlying 
laws, the surface phenomena surround- 
ing the determination of basic wage- 
rates are usually highly controversial, 
and suggest that there is little to in- 
fluence the result save the respective 
power of the two parties immediately 
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concerned. There are, to:be sure, 
moments when the human animal 
wearies of conflict, and improvises a 
machinery which will preserve his 
muscles ‘for more fruitful ` exercise. 
There arise arbitral courts of one kind 
or another, and these courts, as in- 
struments whose purpose is to avoid 
battle, look about for some guide to 
decision upon which the reason can 
rest. Yet most successful arbitrators 
are keenly aware that they are not 
interpreting abstract principles of eco- 
nomic justice, or applying well codified 
laws to specific circumstances. They 
are, in the main, engaged in the diplo- 
matic and political task of following a 
balance of power, and it is only within 
the limits of the territory wherein all 
parties concerned will consent to 
abandon the appeal to battle that they 
can in the long run successfully apply 
their reason. This may be regrettable, 
but it is inevitable in a state of society 
where economic forces are constantly 
in flux and moral judgments concern- 
ing them are not universally held. A 
criminal judge is on sure ground when 
he presides over a trial for murder, 
because murder is widely held in ab- 
horrence and the law concerning it is 
clear. But an industrial judge who is 
trying to decide whether wages shall 
be reduced 10 per cent or 3 per cent 
has no such certainty. Without ʻa 
fairly well defined balance of economic 
power, no arbitrator has any assurance 
of the limits within which his judg- 
ment may operate. 

The progress toward basic principles 
in wage determination is therefore not 
a sudden leap to a complete set of 
scientific laws or a code of industrial 
justice, but a gradual substitution of 
the more nearly scientific for the less 
scientific, of the more nearly just for 
the less just. The area of: possible 
discrimination grows as the communal 
interest receives larger emphasis than 


j 


the particular interest, and such prin- 
ciples as come into use arise, as a rule, 
in specific cases as a result of the evi- 
dence and the arguments introduced by 
one side, corrected by the evidence and 
arguments introduced by.the other, 
and tempered by the arbitrator’s 


` estimate of the needs and desires of 


both and of the rest of the public. The 
considerations to be advanced here 


have been introduced in support of 


the contentions of unions in wage dis- 
putes. It is with no belief that they - 
are complete or final that they are now 
summarized, but only in the hope that 
they may assist the slow development 
of science and justice. 


Economic IMPLICATIONS OF THE Cost 
or Livine PRINCIPLE 


One of the most frequently used 
principles in. recent wage adjustments 
has been that of the alteration of wages 
by reference to an index of retail 
prices or “cost of living.”. This 
principle was established during the 
War when prices were rising, and is 
the reflex of arguments advanced in 
behalf of labor. The feeling that the 
purchasing power of wages should not 
decrease, especially in a period- of 
prosperity, could be counted upon in 
most arbitrators and fair-minded em- 
ployers, and it was almost universally 
invoked. In making this appeal few 
union advocates had any intention of 
admitting the converse, that the pur- 
chasing power of wages should not 
increase, expecially when a favorable 
opportunity for such increase should 
be presented by a falling retail price 
level. Certainly not many members < 
of the rank and file understand or see 
any justice in a reduction of money 
wages simply because a government or 
other statistical agency announces a 
fall in prices. 

Wage earners are just as likely as 
others to spend the whole of their in- 
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comes from week to week, and the 
practical result of falling prices is a 
slow and almost imperceptible rise in 
the standard of living. The housewife 
is spending just as much after the drop 
as before; the appearance of slightly 
better foods on the table, or the pur- 
chase of a few long-needed household 
utensils or articles of clothing is not 
noted with statistical accuracy by the 
family. Employers; however, were 
quick to seize on the “principle” of the. 
cost of living adjustment in demand- 
ing wage reductions during the period 
of depression. Such reductions were 
in reality necessitated by the financial 
condition of business enterprises, or, if 
not. necessary, were made possible by 
the shift of economic power. But the 
cost of living argument presented an 
aspect of -mechanical justice to the 
process. One employer, for example, 
recently summed up the case against a 
union as follows: “‘After everything 
is said, it all comes down to this—we 
had to increase wages when the cost of 
living was going up, and now that the 
cost of living is going down the men 
should take their medicine.” 

The feeling of the wage earners, 
strong as it is, that such a process is 
unjust, is not sufficient to convince a 
neutral. This feeling may, however, 
be converted into a valid argument if 
we investigate the economic implica- 
tions of the cost of living principle. At 
any given time the wage permits the 
purchase of certain articles and services 
in ‘certain amounts. Budget studies 
determine roughly what these items 
and quantities are. The cost of living 
index is weighted according to the 
importance of the various items in the 
budget. If the wage is continually 
raised or lowered orily in direct ratio 
to the changes in the cost of living 
index, it is assumed that the physical 
goods and services consumed by the 
worker’s family should remain con- 


87 


stant year after year. Such a principle 
applied to the whole body of wage 
earners would stabilize the per-capita 
purchasing power of one of the largest 
classes of the population. But, at the 
same time, we assume that the physical 


. productivity of the nation shows an 


Increasing trend on account of the 
progress of technique and industrial 
organization, and that this increase 
takes place at a more rapid rate than 
the increase in population. Who, then, 
would absorb the additional goods 
produced, if there were no expansion 
in the purchasing power of the wage 
earner and his family? Either an in- 
creasing differential would be set up 
between the standards of living of 
economic classes, or else a larger part 
of the population would be sustained 
In non-productive occupations. 

It might be argued that the increas- 
ing productive power of the nation 
need not be utilized for consumers’ 
goods, and that it may be applied 
solely to a piling up of capital goods. 
Such an argument is, however, a 
palpable absurdity if the process 
indicated is to continue for very 
long. How could there be any perma- 
nent inducement for the accumulation 
of capital goods if the new capital were 
never to be used for the production of 
goods to be consumed? 


WAGE Inquiries UNDER PRODUCTION 
INDICES 


K 


These reflections open up at once 
certain avenues for statistical inquiry. 
What is the rate of increase in produc- 
tion, and in production per capita of 
the population? What share of the 
product have the wage earners con- 
sumed in the past? Has that share 
tended to increase, to decrease, or to 
remain constant? 

A number of indices of physical 
production have been developed and 
of these, the two published by Walter _ 
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W. Stewart of Amherst College! and 
Edmund E. Day of Harvard Univer- 
sity? are the most complete, although 
the basic data are not yet full enough 
to enable the calculation of a production 
index which is wholly satisfactory. 
These two indices use essentially 
the same data, with the exception 
that Stewart’s includes transportation, 
while Day’s does not. Their long-term 
trends are almost precisely the same, 


though the secular trends due, to the 


business cycle vary more widely. If 
we derive an index of per-capita produc- 
tion from each of these indices by 
dividing it by an index of population, 
we discover that physical production 
has increased more rapidly than the 
population since 1899, the starting 
point of the production indices. The 
slope of the per-capita production curve 
is a little under 2 per cent, and the net 
rise, 1899 to 1920, is about 30 per 
cent. 

To investigate the wage earners’ 
share in the physical product is a more 
difficult matter. We., may begin with 
the share of value produced which has 
been received by the wage earners in 
manufacturing industry, using the 
figures of the Census-of Manufactures 
for our calculations. The value pro- 
duced is indicated by what the census 
terms “value added by manufacture.” 
This is the sum obtained by subtract- 
ing the cost of raw materials from the 
net sales. It therefore includes the 
total amount.available for distribution 
in rent, interest, profits, salaries and 
wages, and cancels out any duplica- 
tion in the census figures due to the 
fact that one factory may use as 
materials the product of another 


1“ An Index Number of Production” by Walter 
W. Stewart, American Economic Review, March, 
1921. 

2“ An Index of Physical Production” by Ed- 
mund E. Day, Harvard University Committee 
on Economic Research, 1921. 
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manufacturing establishment. The 
percentage of this amount paid in 
wages will indicate the share of manual 
labor in the value-product, and the 
extraction of this percentage for a 
number of census years will give an 
indication as to how constant labor’s 


' share in the value-product remains. 


This calculation shows that the share 
of labor, from 1899 to 1914, remained 
almost as constant, on the average, 
as If it had been determined with 
mathematical exactness by a supreme 
economic authority. .The percentage 
of “value added by manufacture” 
received by wage earners in all indus- 
tries runs as follows: 
1899 1904 


aenaran 


1909 1914 


e—a 


42 42 40 . 4l 


Similar percentages for each of the 
fourteen main industrial groups also 
show a striking uniformity throughout 


` the period. The percentages, of course, 


are widely different among the several 
groups. The only groups, however, 
which show changes of more than three 
points in the percentage ‘during the 
fifteen-year period are leather and its 
finished products, and vehicles for land 
transportation, in both of which the 
share of labor fell seven points. This 
drop was doubtless due in both cases 
to extraordinary changes in the charac- 
teristics of the industry, involving the 
addition of immense capital invest- 
ment and the very rapid introduction 
of machine processes, which markedly 
reduced the number of wage earners 
necessary for a given volume of pro- 
duction. 

Application of the same analysis to 
even, smaller industrial groups, such 
as rolled, forged, and other classified 
iron and steel products, shows little 
variation from year to year in the 
percentage received by wage earners. 
Most of the variation occurs in the 
year 1914, when labor charges in some 


WAGES AND NATIONAL PRODUCTIVITY 


groups ran up to a higher percentage 
than usual on account of the indus- 
trial depression. 


EAILURE or LABOR TO SHARE INCREASE 
IN PER-CAPITA PRODUCTION 


We are now ready to draw a tenta- 
tive conclusion. If the per-capita 
product of industry increased steadily, 
and if the share of all the wage earners 
in the product remained nearly con- 
stant, the real wages of the individual 
wage earner ought to have increased in 
‘direct ratio to the increase m per- 
capita production. It may be ob- 
jected that the index of production is 
an index of physical goods, whereas the 
calculations as to the share of the prod- 
uct received by labor are in terms of 
money, which does not retain a con- 


stant relation to physical goods on. 


account of shifting price levels. To 
this’ objection we may answer that in 
obtaining our ratio of wages to product 
we used money ‘for both terms, and 
therefore any change im the general 
price level from time to time is canceled 
out in the percentage. ‘This answer is 
valid only on one hypothesis, namely, 
that throughout the period factory 
prices maintained a constant ratio to 
retail prices, or, to put the matter in 
another way, in basing our estimate of 
the share of the product received by 
labor on the ratio of wages to “value 
added by manufacture,” we were 
basing it on the assumption that the 
purchasing power of a dollar iti the 
hands of a wage earner changes from 
time to time in exactly the same way 
as the purchasing power of a dollar 
paid to a manufacturer for his goods. 
This assumption is true only if the 
curve of retail prices is approximately 
the same as the curve of factory prices. 

Now, studies of the actual course of 
real wages made by comparing an index 
of average money wages with the index 
of the retail prices of food over a period 
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of years are familiar, and they show uni- 
formly that, if food prices may be taken 
as a sample of retail prices in general, 
real wages have materially decreased 
since 1896. The study of Paul Douglas 
in the American Economic Renew of 
September, 1921, for instance, proves 
that according to this method of calcu-: 
lation, real wages have decreased over 
30 per cent in the past twenty years. 
This conclusion becomes all the more 
startling in the light of the above 
analysis. If real wages had increased 
during this period in the same percen- 
tage as per-capita production increased, 
they would have risen 30 per cent, 
instead of falling 30 per cent. In other 
words, real wages in 1918 were 85 per 
cent lower than they would have been 
if the tentative conclusion in the pre- 
ceding paragraph were correct. 

It is objected that such studies as 
those of Mr. Douglas suffer from the 
fact that they are based largely on 
wage-rates rather than on full-time 
earnings, which would include over- 
time and would take account of con- 
tinuity of employment. In order to 
avoid this criticism, and to relate the 
estimate of real wages more closely to 
our previous figures, we have derived 
the per-capita yearly wage from the 
census figures by dividing the total 
wage bill of each year by the average 
number of wage earners for that year, 
and have compared the index of money 
wages thus calculated with the index 
of retail food prices. The result 
shows that real wages, measured in this 
way, fell about 10 per cent between 
1899 and 1914. The conclusion is 
therefore inescapable that, unless there 
is some radical error in the census 
figures, or unless food prices do not 
accurately represent other retail prices, 


3 While this method is not statistically correct 
for obtaining the actual money wage of the full- 
time employe, it ought to be accurate enough to 
establish a trend. 


3 
t 
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the margin between factory prices and 
retail prices has been rapidly increas- 
ing. Wages measured in terms of 
prices at the factory have advanced, 
while wages measured in terms of 
prices in the retail stores have gone 
down rapidly. 


Moprrication oF Wacses THROUGH A 
SMOOTHED PRODUCTIVITY INDEX 


Thus is developed an interesting bit 
of evidence tending to prove a hy- 
pothesis that has already been reached 
in other ways. Those engaged in the 
distributive process have apparently 
been receiving during the past twenty 
years an increasing share of the na- 
tional product. They have been 
exacting a larger return in goods for 
every billet of steel and yard of cloth 
produced. They have not only ab- 
sorbed their former share of the -pro- 
duction of the nation, but more too. 
While manufacturing industry has 
been increasing its efficiency, distribu- 
tive service and the national overhead 
have thus suffered a loss in efficiency 
of sufficient magnitude to eat up more 
than the saving made in manufacture. 
This encroachment has been chiefly at 
the expense of the wage earners. 

The wage earner may argue justly 
that he is not responsible for any de- 
creasé in distributive efficiency or for 
any increase in the reward of non- 
productive elements of society. He 
can make a strong case for the propo- 
sition that he should not at any rate 
receive a smaller per-capita share of 
the national product than he has re- 
ceived in the past. If this share is to be 
maintained, the purchasing power of 
wages must be increased in direct ratio 
to the increase in per-capita physical 
production. This means that wages 


“productivity index. 


must be modified not only by a cost of 
living index, but also by a smoothed 
If such a course 
were adopted, the task of resisting the 
encroachments of distributive inef- 
ficiency would be transferred to the 
other elements engaged in production, 
who are better able to bear the burden 
of such a battle. Moreover, the efforts 
of employers and of those who furnish 
them with capital would be better 
engaged in organizing the channels of 
distribution than in resisting labor 
unrest caused by a falling standard of 
living and an unnecessarily high level 
of retail prices. 

This study of the relation of wages 
to national productivity, elementary 
and incomplete as it is, suggests fur- 
ther fruitful lines of economic inquiry. 
A fuller elaboration of production 
indices for special industrial groups is 
desirable. Perhaps a different method 
of making and using price indices 
would be advisable. The present 
price indices have been founded largely 
on the assumption that shifting price 
levels are to be explained chiefly by the 
quantity theory of money, and that 
therefore all prices show about the 
same trend in the long run. Evi- 
dently this is not the case. A general 
wholesale price index gives us no in- 
formation, for instance, as to whether 
the percentage differential between 
prices at the factory and jobbers’ 
prices is increasing or decreasing. 
Should not price indices be further _ 
elaborated so as to indicate the toll 
exacted by different stages of the 
processes of production and distribu- 
tion? And studies. of economic waste 
might be made even more fruitfully in 
the area of distribution than in the 
area, of production. 


_AFTERWORD | 


HE writer and his critics seem to 
be discussing the living-cost basis 
from ‘viewpoints of different breadth. 
For the most part Professor Feis and 
Dr. Drury speak, consciously or uncon- 
sciously, in terms of wage adjustments 
in a particular industry, in a particular 
locality or restricted region, even in a 
single plant. Dr. Drury, for instance, 
talks about transferring to the workers 
some of the “differential profits” of the 
more favored or better managed plant. 
He and others also claim the possibility 
of transferring some of the profits of an 
entire industry to the workers by means 
of wage-rate advances. Professor Feis 
in particular puts forth the proposition 
. to limit profits to some “fair rate” by 
advancing wage-rates to absorb any 
excess of profits over such a rate. 
Now the writer has already shown 
that a wage-rate increase that is con- 
fined to a single plant or to a few plants 
in an industry may come at the expense 
of the profits of the employers affected; 
indeed that a rate advance that is gen- 
eral to an entire industry may to some 
extent and for a while come out of 
profits, because the public in its con- 
suming capacity reduces its consump- 
tion of the product. Most of the 


Trapgeuacy or Livine-cost BASIS IN 
UNIVERSAL APPLICATION 


The viewpoint from which the writer 
discussed the living-cost basis was that 
of universal application. So long as the 


application is restricted to a small part 


advantage so gained, however, is at the . 


expense of wage earners in other indus- 
tries; over against the rate advance is 
the loss from reduced employment; 
finally, when the process of adjustment 
within the industry has been completed 
—the disappearance of some em- 
ployers, the retardation of the growth of 
the industry until the needs of the 
growing population catch up with its 
capacity at the higher costs and prices 


—there is no reason to believe that any - 


of the advantage held by those workers 
who remain in the industry is at the 
expense of their employers’ profits. 
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of the whole wage-earning population 
—to one plant, to one locality, even to 
one or a few industries—it will be effec- 
tive in part at least. The narrower 
the restriction the greater is the effect. 
However, the success of one group of 
workers in getting their wage demands 
granted is the signal for other groups to 
make similar demands. As the wage 
adjustment extends through plant after 
plant, locality after locality, industry 
after industry, the advantage gained in 
the earlier adjustments diminishes and 
fades away. By the time the wage ad- 
vance has become universal it will have 
become ineffective; t.e. unless it has 
been applied in such manner as generally 
to have increased the rate of production 
per man-year. In the writer’s view, any 
alleged principle that brings its own 
defeat when carried out to its logical 
conclusion is not a valid principle. 

Mr. Gompers says: “We wage earn- 
ers know that from time to time we 
have increased our home comforts by 
forcing a more equitable distribution of 
incomes.” Certainly they have—those 
that obtained the increases. This would 
be the case whether the rate advance 
they forced came in the vanguard of 
the rate movement, in which case the 
affected workers fared better fora while, 
partly at the expense of their employers, 
mainly at the expense of the remaining 
mass of workers; or in the rearguard 
to relieve the deprivation to which 
those who preceded them in the move- 
ment had subjected them. The pre- 
ceding sentence assumes, merely for 
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7 
sake of the argument, that before the 
rate movement commenced, the rates 
of all workers were justly proportioned 
one to another; also that' the rate 
advances were rate advances only, i.e. 
were not accompanied by increased 
productivity. We have elsewhere inti- 
mated that some groups of workers may 
be underpaid as compared with other 
groups. Furthermore, we recognize 
that selecting one group of low-paid, 
under-nourished workers and delib- 
erately over-paying them may have the 
effect of increasing their productivity. 
We insist, however, that if and when- 
ever we decide to do this, all parties 
should know precisely what is being 
attempted. 


RATE Increases A MATTER oF Pro- 
PORTION 


It should be distinctly recognized 
that the general rate increases the 
writer is discussing are proportionate 
increases. We are considermg wage 
adjustments in response to changes in 
living cost. If there should, as a mat- 
ter of principle, be any such adjust- 
ments, the rate advance that should 
follow a 10 per cent advance in living 
cost should be a 10 per cent advance, 
not a flat five-dollar-a-week advance. 
Professor Feis proposes either the latter 
or a compromise between the two. 
The only logical justification of this 
course is that the lower-paid workers 
are underpaid as compared with the 
higher-paid workers. But if this is 
true, surely the proper course of action 
is to correct the inequitable propor- 
tions, irrespective of whether there has 
been a change in the cost of living. 
The basis of such a correction must be 
a relative valuation of the various kinds of 
work, i.e. “relative rating.” ' 

The writer has been represented as 
making certain assumptions: that com- 
petition works perfectly; that a uniform 
wage-rate exists for all plants; that in- 


dustrial motives are unchanging; that 
all price advances are caused by wage- 
rate increases; that the marginal pro- 
ductivity theory as applied to labor and 
to industrial establishments is valid as 
traditionally expounded in texts on 
economics. The writer has made nd 
such assumptions. His understanding 


of the laws that govern the division of 


the product of industry is about seven 
degrees removed from the marginal 
productivity theory as traditionally 
expounded. He knows from actual 
observation that competition is neither 
universal nor guided by full informa- 
tion; that there are many plants whose 
management is so inefficient that they . 
survive only by reimbursing themselves 
for the wastes of mismanagement out of 
the wage-rates of their employes. He 
would feel no compunction about elimi- 
nating these by adjusting the wage-rates 
of their employes to proper relation- 
ship to other wage-rates and eventually 
transferring their. business and their 
employes to their more efficiently man- 
aged competitors. However, relative 
rating, not living cost, is the proper 
basis on which to do this. Nor can he 
see Dr. Drury’s consistency in wishing, 
at one point, to level up rates, by elevat- 
ing those of these exploited workers in 
his “marginal plants,” and, at another 
point, to make them diverge again, by 
ralsing rates in the more favored or 
better managed plants in order to 
appropriate for the workers a part of 
the “differential profits.” 

Nor does the writer assume that all 
price advances are caused by wage- 
rate advances. He does assume, how- 
ever, that general price advances or 
recessions do not come without cause, 
and that whatever the cause—inflation 
of the currency, decreased productivity 
of industry such as occurred during the 
disorganization prevailing in the war 
period, population increase outstrip- 
ping the improvement of the productive 
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arts and the accumulation of capital— 
that cause is operating just as effec- 
tively after an arbitrary wage advance 
as before. 

He does not assume that industrial 
motives do not change. However, he 
sees no reason to believe that the 
motives that actuate the profit pur- 
suer, the landowner or the saver are 
made any weaker or any stronger by a 
mere wage-rate increase or decrease. 
If one could grasp the idea that, under 
our more-or-less-competitive-private- 
initiative - profit -motivated-individual- 
freedom form of industrial organiza- 
tion, the proportions in which the 
product of industry is divided among 
the various factor-persons are the ever- 
changing resultant of a very ‘intricate 
clash of human wills—commodity com- 
peting with commodity in the mind of 
each consumer, producer competing 


with producer in selling, employer . 


competing with employer for labor, 
worker competing with worker for em- 
ployment, consumer competing with 
consumer in the purchase of commodi- 
ties, and so on—he should ‘easily com- 
prehend that no mere general propor- 
tionate wage-rate advance or recession 


that employers would not have granted ` 


or exacted in any event, is going to have 
more than a passing influence upon 
these, distributive proportions. Pro- 
fessor Feis and Dr. Drury can improve 
the well-being of restricted groups of 
workers for a while by restricting the 
area of their operations. However, 


when it comes to general application, . 


Professor Feis’ proposition to limit 
profits to some “fair rate” by means of 
wage-rate advances unaccompanied by 
price control, reminds the writer of the 
Scandinavian God Thor’s attempt to 
drain_a certain goblet at one draught, 
only to discover when exhaustion of his 
capacity compelled him to desist that 
the bottom of the goblet was secretly 
connected with the ocean. 


7 i 7 


DETERMINATION OF NORMAL PROPOR- 
TIONS AS GuIDES IN WaGE DISPUTES 


Professor Carver contents himself 
with stating a principle, which is our old 
friend, the law of supply and demand. 
We have stated that “the final test 
of the relative accuracy of any system 
of wage-rates is their relative power 
of attracting and holding workers 
in the proportions in which they are 
wanted.” Disputes do arise, however, 
and cases do come before wage boards 
or arbitrators for decision. In such 
cases the law of supply and demand is 
not very helpful to the adjudicator. 
We have assumed that amid all the 
varying market proportions there is a 
set of normal proportions among the 
wage-rates for the various grades of 
work and that it would be helpful not 
only to adjudicators but to plant man- 
agers, to the general public and to all 
concerned, if these normal proportions 
were determined, or at least closely 
approximated, and used as a guide to 
decisions. 

The only employer who contributed 
a discussion, Which even he afterwards 
withdrew,’ while agreeing with the 
writer’s position concerning the living- 
cost basis, thinks that the suggested 
procedure for relative rating “‘out- 
Taylors Taylor” in the matter of detail 
of scientific study; that the work 
involved would be endless, that it 
would be ineffective, anyway, unless 
agreed upon and lived up to by em- 
ployers and employes, a stipulation 
which he considers to be hopeless, and 
that, after all, the proposition contains 
nothing new. However, the union scale 
and other scales of which he speaks 
are not based on carefully determined 
performance standards, which are an 
indispensable element in any relative 
rating that is worthy of the name. If 
the proposition were to establish a gov- 
ernmental commission to make com- 
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prehensive, detailed scientific studies, 
establish relative valuations of the 
myriads of operations and rigorously 
apply them throughout industry, we 
should agree that such a course is en- 
tirely impractical, particularly at the 
present stage of development. 

The writer’s purpose is two-fold; viz: 
(1) to show the fallacy and unsatisfac- 
toriness of the living-cost basis and to 
substitute another basis and procedure 
in the minds of all parties to wage dis- 
putes, especially in the mind of the 
arbitrator, however rough the applica- 
tion may have to be at this juncture; 
(2) to set up a goal toward which fu- 
ture development may consciously 
progress. ‘The great bulk of the study 
is not going to be done by any govern- 
mental agency, but within indwidual 
planis in each of the various industries. 
A few enlightened employers have 
already been applying the idea for some 
time with mutual satisfaction to them- 
selves and their employes. They find it 
an advantageous substitutefor the hap- 
hazard trial-and-error method of ap- 
plying the law of demand and.supply. 
Their numbers will increase. When 
sufficient progress has thus been made 
within plants in each of the various 
industries, it will then be feasible to 
bring the results together in inter- 
industry relative rating.. There is, 


however, the important need of stand- 


ardizing the procedure and methods 
of investigation and rating so that the 
results can be brought together. 

Mr. Portenar, who follows a print- 
ing trade, says: “If the results of your 
‘relative rating’ and the union scale 
coincide closely, there will not be any 
trouble at that moment. If you let us 
in on the making of it, it will lubricate 
the process.” When we look through 
this: more or less competition-restrained 
profit-motivated private initiative, 
which is merely the external form of 
our industrial organization, to the 


underlying real purpose of it, which is 
the maximum economic well-being, not 
of any one person, class or group, but 
of all, we cannot see that the workers’ 
right to be “let in on the making” can 
validly be denied. 


Vaubo JUDGMENT BASED on Propuc- 
TIVITY AND NORMAL RELATIONSHIP 


We recognize that employers who 
wish to build up their work forces more 
rapidly than the growth of the popula- 
tion and displacement of workers else- 
where will permit, are going to exceed 
any scale rates that may be agreed 
upon. However, it is not likely that 
we should have anything like the range 
of variation of rates within the same 
occupation or grade of work that we 
now have. We assume that-groups of 
workers will continue to “surge against 
their wage-rate”;! we hope, at least, 
that each individual will persistently 
surge against his wage-rate and con- 
tinuously prepare himself to render 
service of higher and higher value. 
However, when groups “surge,” the 
general public needs a means of validly 
judging the merits of the surge. So 
does the arbitrator of wage disputes. 
We hold that the effective issue is 
whether the particular wage-rates de- 


smanded substantially restore the nor- 


mal relationship with the general mass 
of other wage-rates. 

Finally, when all parties come to 
recognize that, practically, the wage 
question is a question, first, of the 
productivity of industry, second, of 
proportion between the incomes of 


different groups of workers and not 


of division between workers and _em- 
ployers, we believe that such recogni- 
tion will make for greater stability of 
industry and for better coöperation of 


- employes with employers to increase the 


productivity of industry and provide 
more to divide.— T., W. MITCHELL. 


i Cf. Article by H. B. Drury in this volume. 


Unemployment and Its Alleviation 


By B. Smesoum ROWNTREE 
President, Rowntree and Company, York, England 


A. 


ERHAPS there is no subject 

which demands the consideration 
of serious men and women today so 
urgently as that of unemployment. 
It is, indeed, a huge world tragedy. 
In all industrialized countries there 
are, at present, probably more unem- 
ployed people than there have ever 
been before at any giventime. Human 
civilization is passing through a crisis, 
the severity of which is already leading 
to a complete change of attitude ‘on the 
part of those who have been inclined 
to view “the unemployed problem”’ 
with indifference, if not to accept it as 
something which, like bad weather, 
may be objectionable but is completely 
_beyond our control. 
is not æ meteorological problem. It is 
a human problem, to be solved by 
human beings, a problem so imperative 
that one is astounded to find that even 


working men often regard it with a. 


kind of gloomy fatalism. Let us hope 
that the suffering and suspense which 
we see all around us today may shake 
the most apathetic of us out of our cool 
acquiescence. , 

I will begin by stating my profound 
conviction that unemployment is a 
soluble problem, an evil which can be 
remedied. There are social evils which, 
throughout the centuries, have baffled 
human intelligence. They are due to 
fundamental and very complicated, 
causes, and the wisest men may differ 
as to the direction in which the remedy 
should be sought. But it is not so 
with unemployment. Our resources 
of wit and wisdom, of economic and 
industrial knowledge and experience, 
are sufficient to cope with this evil, if 


Unemployment. 
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we will only use them. I do not say 
that as yet civilization can completely 
dispense with unemployment. But 
we can change its character in two 
ways. We can so reduce its volume 
that it represents merely the body of 
workers who, at any given time, are 
held in reserve by industry for stra- 
tegical reasons. And we can rob it, 
when it exists, of all its power to inflict 
any serious injury on either the indi- 
vidual or the community. 


No SINGLE PANACEA For [LLS.OF 
UNEMPLOYMENT 


I should like to indicate some of the 
roads by which we must travel, if we 
are to attain this end. Mark, I do 
not speak of “the road.” There is no 
single panacea for healing all the ills 
which we call to mind when we speak 
of unemployment. I agree with Rabe- 
lais, who said, “Beware of men who 
peer out of one hole—they are rab- 
bits!” And I should profoundly 
distrust anyone who wished to patent 
some single method of solving the 
problem before us. We must approach 
it from many directions, and employ 
many partial remedies. It is,.if you 
wil, a giant evil, and we are Lillipu- 
tians; and yet—how soon the Lillipu- 
tians had Gulliver bound hand and 
foot, when once they worked together. 
If only we grasped, today, the practical 
import of Switt’s old fable, all would be 
well. - l 

My subject falls under two headings. 
These are the reduction of the volume 
of unemployment, and the mitigation 
of the hardship, suffering and demoral- 
ization arising out of whatever unem- 
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ployment it is impossible to avoid. I 
will take these in sequence, merely 
saying at the outset that'I am not 
proposing to deal with the abnormal 
situation that the War has created, 
and which still demands the use of 
many emergency methods. 


Tar REDUCTION or THE VOLUME 
oF UNEMPLOYMENT 


First of all, we must try to find out 
the magnitude of the problem, and here 
we are faced by the fact that there are 
no reliable. and complete” unemploy- 
ment statistics over a number of years 
for any single country. ‘Thus, we can- 
not so compare different countries as 
to generalize as to the causes of unem- 
ployment with certainty and precision. 
To my mind, the Labor Department 
of the League of Nations can under- 
take scarcely any activity more useful 
than the compilation of reliable sta- 
tistics in this connection. That, of 
course, would involve initial agreement 
upon some definition of unemployment. 
What is it? What is its relation. to 
short-time? *If fifty men are working 
half-time, they are only doing the 
work which could be done by twenty- 
five men: and it is difficult to know 
whether to call them employed or 
unemployed. But we may here, 
perhaps, without concerning ourselves 
with borderline cases or with the 
individual who is waiting for some job 
particularly adapted to his desires and 
will not work till he gets it, define an 
unemployed person as “one who is 
seeking work for wages, but unable to 
find any suited to his capacities and 
under conditions which are reasonable, 
judged by local standards.” 


NECESSITY FOR COMPLETE 
UNEMPLOYMENT STATISTICS 


Now, as I said, there is a very great 
lack of precise information with regard 
to unemployment taken in this broad 

| 


sense. The lack is greater in America 
than in England, but the advantage of 
the latter country may be called acci- 
dental, arising mainly from the fact 
that England has a system of national 
unemployment insurance, and anyone 
who wishes to take advantage of it 
must register himself as unemployed. 
Again, the British Trade Union Sta- 
tistics furnish some help in this matter. 
Between 1888 and 1913 unemployment 
varied in Great Britain, in the trade 
unions which made returns, between 
2.1 per cent in 1889 and 7.7 per cent 
in 1913. To what extent those per- 


-centages were typical of the whole 


industrial population we cannot _pre- 
cisely tell; but we are justified in 
believing that, apart from the unpre- 
cedented conditions arising out of the 
War, the average proportion of un- 
employed workers can be stated roughly 
as about 5 per cent. In othér words, 
in Great Britain, taking the average of 
good and bad years, but ignormg the 
quite exceptional circumstances due to 
the War, five workers are unemployed 
for every ninety-five who are employed. 
There is no reason to believe that in 
other industrial countries such as the 
United States, France, Italy and Ger- 
many the percentage of unemployment 
is substantially different, although in 
Belgium it is somewhat - lower, for 
reasons which I will presently state. 


CORRELATION OF GOVERNMENT AND 
MUNICIPAL ORDERS WITH STATE 
oF LABOR MARKET 


Now, when we have some rough 
notion as to the amourit of unemploy- 
ment, the first step towards its reduc- 
tion will be, I think, to allocate the 
orders for government and municipal 
services and goods in accordance with 
the state of the labor market—retard- 
ing them when trade is booming, and 
placing them when it is depressed. 
Tt has been authoritatively estimated 
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that orders for work involving the 
payment of wages to the extent of 
about 250 million dollars a year 
could thus be given out or held back in 
Great Britain in accordance with the 
state of trade. 


even out the curve of unemployment. 
Suppose trade cycles covered ten years, 
and that every ten years witnessed a 
period of acute depression. If, in the 
previous nine years, orders had been 
held back for necessary post-offices, 
harbors, government buildings, etc., 
there would be a huge surplus with 
which to meet the time of stress. 
Joseph solved the problem of fat years 
and lean years in Egypt long ago! 
Then, of course, additional work 
might be undertaken at such, a time, 
work which, if not absolutely necessary, 
is eminently desirable, such as afforest- 


ation or the reclamation of waste land. . 


Again, parks and gardens might be 
laid out, or buildings put up, the erec- 
tion of which, though hardly to be 
justified by normal economic considera- 
tions, is all to the good. The latter 
items, perhaps, are not very important, 
but we must consider even small contri- 
butions to the solving of our problem. 


TRRELEVANCE OF PROTECTIONIST 
THEORY 


On the subject of the political ar- 
rangements which a country adopts, 
I need say only a few words. As you 
know, many people -tell us: “The 
reason why men in America or England 
‘are unemployed is that they allow 
foreigners to steal their jobs. If you 
want to reduce unemployment, you 
must close your ports by high import 
duties, and prevent foreign goods from 
coming into your country.” 

I have only one criticism to offer of 
this counsel. It is that whatever 
records are available on the subject of 
unemployment seem to show that there 


Such a policy, if- 
adopted, would help materially to. 


is no difference in this respect between 
countries which are Protectionist and 
countries which are Free Trade! 


REGULATION OF THE LABOR 
MARKET á 


The third method of reducing the 
volume of unemployment is the regula- 
tion of the labor market. In Britain, 
we have a system of Employment 
Exchanges, at which anyone who 
wants work can register free. The 
cost of these Exchanges is met by the 
government. A man registers at one 


- of them giving his qualifications, as 


e.g. carpenter, and stating that he 
wants work. Meanwhile, there are 
numbers of local employers who notify 
the Exchange if they want men. The 
official at the Exchange, if an employer 
has “ordered,” so to speak, a carpenter, 
can simply send this applicant. But 
if there are no local vacancies for 
workers of his class, the Exchange 
official gets in touch with Employment 
Exchanges in other cities. Possibly in 
another center there may be an opening 
for carpenters. This system extends all 
over Britain, and has certainly helped 
to render labor more mobile, and to 
bring the man and the job together. 
Suppose there were such an Exchange 
in Philadelphia, and an optical in- 
strument maker went to it and regis- 
tered. The official might say: “No, 
we’ve nothing for you in Philadelphia.” 
But a circular letter containing the 
man’s qualifications, would immedi- 
ately go out to all other Employment 
Exchanges within a given area. Of 
course, Britain is so small that we can 
take in the whole of it as one given 
area, but one area might include Phila- 
delphia and New York; and quite 
probably, the next morning that official 
would ‘have a telephone message, or a 
letter, telling him that an optical in- 
strument maker was wanted in New 
York. 
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Now this method, by ' rendering 
labor more fluid, lessons the number 
of labor reserves. We may take an 
illustration from the dock laborers. 
Suppose there are ten separate docks, 
each of them busy on some days and 
idle on other days, and each of them 
keeping round its gates a sufficient 
supply of workers to meet the rush on 
busy days. These workers become 
attached to that particular dock, even 
if the work they get is extremely in- 
termittent. They hang round on the 
chance of a job, as do the other groups 
of workers attached to the other nine 
docks, ‘This means ten distinct re- 
serves of labor. An Employment 
Exchange would merge these ten re- 
serves into one, simultaneously reduc- 
ing the bulk of each, since all ten docks 
would never be especially busy on the 
same day. In other words, the common 
reserve would be much smaller than 
the sum of ten separate reserves. The 
result would be that the workers re- 
tained would secure work that was 
much moreregular, although it involved 
going first to one dock and then to 
another, while the workers crowded out 
would give-up hanging about the dock 
gates, and gradually become absorbed 
in some other department of the labor 
market. 


Transit FACILITIES, BeLeium’s 
SOLUTION 


Another method of reducing the 
volume of unemployment has uncon- 
sciously been adopted in Belgium. In 
Belgium, facilities for cheap and rapid 
transit have been developed more ex- 
tensively than in any other country in 
the world. It has a larger mileage of 
heavy and light railway per square 
mile of its territory than any other 
country, and workmen’s tickets can be 
bought very cheaply indeed. The 
result is that men can work m the town 
and live in the country, and in 1911, 
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when I investigated the matter, I 
found that 56 per cent of the working 
men in Belgium actually did so, though 
only 23 per cent were primarily engaged 
in agriculture. All those who lived in 
the country, however, had gardens, 
which practically furnished them with 
a kind of reserve trade. A Belgian, 
so circumstanced, when he cannot 
find work m town, spends the time on 
his land, doing the heavy work there, 
so that when imdustry once again 
claims him, his wife and children may 
have only the lighter work to do. 
Many .Belgians, again, keep hens, or 
pigs, or rabbits. A man can slip up to 
town early, see if there is a prospect of 
employment, and, if there is not, come 
straight back to his garden: This is 
done by the longshoremen of Antwerp, 
85 per cent of whom live in the country. 
And if trade depression lasts long, the 
family is not left altogether without 
work or without resources. They may 
have to live hardly, but they can 
manage to live. 


MITIGATION oF THE HARDSHIPS 
oF UNEMPLOYMENT 


I come now to my second heading. 
We have considered some of the 
methods by which unemployment can 
be reduced. But there seems little 


doubt that whatever steps are taken 


in this direction, there will still remain, 

at any given time, a- proportion of men 

for whom work cannot be found. Such’ 
a margin, at present, and possibly under 

any conceivable system, is necessary. 
for the proper functioning of industry, ` 
which otherwise would tend to become 
static, merely by its inability to call 
up a fresh reserve in case of contin- 
gencies. Industry really needs to have 


-extra workers available, just as we 


need in our daily hfe to have a few 
extra dollars to meet some additional 
expense or emergency. 

But if industrial progress and pros- 
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perity demand the presence of this 
human reserve, it seems to me logically 
inevitable that industry ought to main- 
tain it. Inthe first place, to do so is an 
ordinary business precaution. We do 
not neglect valuable machinery if for a 
few days or weeks it happens to be 
idle. We know that we shall need it 
again, and we keep it m good condition. 
Surely we owe as much to the man 
behind the machine! In the second 
place, we owe a decent maintenance to 
the unemployed worker as his right. 
Under the existing system, the capi- 
talist practically asks the worker to co- 
operate with him in an industrial under- 
taking. He guarantees the latter’s 
wages so. long as the undertaking 
continues, but he claims the whole of 
any profits left over because, as he 
asserts, he is “taking all the risks.” 
Now one of the gravest risks in in- 
dustry is unemployment in times of 
trade depression. If this risk is borne 
entirely by the worker, the capitalist 
is clearly not fulfilling his part of the 
bargain. l 


A PLEA FOR UNEMPLOYMENT 
INSURANCE 


I know that in some qùarters there. 
is a strong feeling against unemploy- 
ment insurance. I believe that feeling 
is based upon unsound beliefs and 
arguments. It is frequently asserted 
in America that unemployment in- 
surance has been a failure in England. 
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But that is far from being the case. 
Rather, our scheme of insurance, in- 
adequate as it is, has, in my opinion, 
saved us from something like a revolu- 
tion, and at the least from very serious 
civil riots. It must be borne in mind 
that there is nothing intrinsically 
demoralizing in unemployment in- 
surance. Its reactions largely depend 
on the nature of the scheme. In Eng- 
land, insurance benefits do not drop 
down from the skies for every lazy 
workman. The method is one of 
mutual insurance, to which the work- 
man, every week when he is in work, 
pays 14 cents, and the employer pays 
16 cents. When the man is out of 
work, he gets about $3.60 a week.! It 
is no more demoralizing to receive it 
than it is to receive a pension paid for 
in part by oneself and in part by one’s 
employer. 


Economic Loss THROUGH THE 
MENACE or UNEMPLOYMENT 


What is demoralizing, what is dan- 
gerous, is a state of things in which 
this terrible menace of unemployment 
is constantly hanging, like a black 
cloud, over the worker’s life—in which 
he is completely at the mercy of fluc- 
tuations in trade over which he has no 
shadow of control. They may, indeed, 
be owing to some seasonal calamity at 
the other side of the world, which is 
beyond human control altogether. No 
matter how capable, how honest, or 


1The weekly contributions made by the workers and the employers, as well as the benefits to the 
unemployed, have recently been increased and now stand as follows: 


Contributions: 


_ Men 


Weekly Benefits: 


Women. Boys Girls 
(16 to 18) (16 to 18) 

le. 9c. Se. 

10c. 9e, 


$3.60, plus $1.20 for a dependent wife, and 24c. for each 
dependent child under 14. 
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how industrious the individual may be, 
he cannot escape from this black cloud. 
We may say: “He can live on his 
savings when unemployment comes.” 
But the evil may come perhaps in 
early middle life, when. the expenses 
of his household are at the maximum, 
and he has been unable to save. -If on 
the other hand, it comes later, a period 
of unemployment will soon eat up the 
small provision he has made against 
old age. This is not fair. 

It is sometimes said that many 
working men “will not give a full day’s 
work.” Now, I put this question to 
you. If you were:a bricklayer with a 
wife and family, and it was winter time, 
and you knew that. when the job on 
which you were engaged was finished 
you had little hope of another—would 
you work at top speed? Or would you 
dawdle and slack, and make excuses, 
and try to “nurse the job?” You 
would “ nurse” 
and so would I. What is more, I 
would recommend my “mates” to do 
the same! l 

Now we can dissipate the black 
cloud of anxiety from the working 
man’s horizon if we take a little trouble 
and use a little common sense. Let me 
remind you that taking the average 
over a number of normal years, there 
are ninety-five workers employed tofive 
unemployed. What does this mean? 
Simply that an addition of 5 per cent to 
the wage bill would suffice to pay each 
unemployed worker his full wages 
during unemployment. Therefore, the 
financial difficulty is not insuperable. 
I am not for a moment suggesting that 
the above course should be pursued. 
Human nature is not yet so far evolved 
that it would be wise to pay a man the 
same wage when he is not working as 
when he is working. At the same time, 
he should be paid sufficient to secure 
him and his family against serious 
privation or hardship. s 
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A PRACTICAL SCHEME OF 
UNEMPLOYMENT INSURANCE 


To come to what I consider practical 
politics, I will very briefly outline a 
scheme fot unemployment insurance 
drawn up by an unofficial committee 
of employers, economists and labor 
men which met many times in London 
and’ of which I was a member. We 
suggested that under this scheme every’ 
unemployed worker should receive, for 
a maximum period of twenty-six weeks 
in any one year, half of his average 
earnings when at work. A married 
man should receive in addition 10 per“ 
cent of such earnings for a dependent 
wife, and 5 per cent for each dependent 
child under 16, with a maximum of 75 
per cent of his average earnings. Cal- 
culations showed that the cost of 
providing these benefits in Britain for 
5 per cent of the workers ‘(the figure 
taken as the proportion of unemployed 
persons over a number of years) would 
amount to about 282 million dollars 
per annum or 4 per cent of the wage 
bill. 

The question—“Who will pay the 
premiums?’’—was discussed a long 


_while by the committee before, in true 


English fashion, we decided on a com- 
promise, and proposed that the cost of 
the scheme should be borne jointly, as 
at present, by the State, the worker 
and the employer. Briefly, the plan 
was this: 

1. Premiums equal to 25 per cent 
of the wage bill (or 185 million dollars) 
would be paid by the employers. 

2, Premiums of a little under 1 cent 
on every dollar of their earnings (equal 
to 75 million dollars) would be paid by 
the workers. 

3. Twenty-two million dollars a year 
would be paid by the State, which 
would also bear the cost of adminis- 
tration. This 22 millions was the sum 
already being paid by the State for 
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unemployment insurance when the 
scheme was worked out. 


SUCCESSFUL EXPERIMENT UNDER THE 
SCHEME 


We hoped that the government 
would see fit to introduce this scheme, 
leaving industries free to contract out 
of it if they could guarantee equal or 
better.benefits. This hope has not yet 
been realized, but my own firm came to 
the conclusion that, while waiting for 
the government, we ourselves could do 
something, so we introduced a similar 
scheme in our own factory im York. 
We set aside 1 per cent on our wage 
bill (in addition, of course, to the con- 
tributions we make under the National 
Insurance Act) and we undertook to 
continue to set this aside till the sum 
amounted to 5 per cent of the wage 
bill; after which our contributions 
would be altered to the sum necessary 
to maintain the fund at 5 per cent of 
the wage bill, with a maximum liability 
in any one year of 1 per cent of the 
wages. The majority of our employes 
belong to -a trade union which, for a 
payment of 4c a week, allows them 
$1.40 weekly when unemployed. Thus, 
when the scheme was inaugurated, an 
unemployed man already got $5 
($3.60 from the state and $1.40 from 
his union), and an unemployed woman 
got $4.32 ($2.88 from the state and 
$1.44 from the union). We calculated 
that a premium of 1 per cent on the 
wage bill would be sufficient to bring 
the benefits up to those mentioned in 
the scheme above described—.e. half 
the average earnings, with an additional 
10 per cent for a dependent wife and 
5 per cent for each dependent child, up 
to a maximum of 75 per cent of the 
average earnings. 

One important condition in our 
scheme is that though we guarantee to 
pay an agreed premium, we do not 
guarantee the benefits, which, if the 
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scheme were abused, might have to be 
reduced or even temporarily suspended. 
It is obviously in the interest of the 
employed workers -who feel that they 
themselves may one day be in need of 
benefit, to guard against any con- 
tingency that might unduly deplete 
the fund. Its administration is in the 
hands of the workers, who can there- 
fore take whatever steps they consider 
necessary to check abuse. 

I may add that the match industry 
in great Britain has recently adopted 
a similar scheme. ` 

Now, while I am deeply desirous of 
seeing a system of national insurance 
against unemployment, with really 
adeguate benefits, established in every 
industrialized country, and while I 
hope that the League of Nations and 
all individual governments will devote 
thought and energy to this most im- 
portant matter, I am anxious to 
recommend individual employers to 
introduce some measure of insurance 
in their own factories. Some may say 
that they cannot afford it. But purely 
from a business point of view, I believe 
that it pays to give the workers com- 
parative security. How can we expect 
them, without it, to work faithfully’ 
and to “put their heart” into what 
they are doing? l 


UNEMPLOYMENT INSURANCE NOT 
DEMORALIZING IN EFFECT 


J have heard it argued that a scheme 
of unemployment insurance will make 
men. object to taking lower wages when 
trade is depressed. But does anyone 
really want to force men’s wages down 
by the threat of sheer starvation? Can 
we not enter into such relations with 
our workers as will enable us to lower 
wages peaceably, when that is neces- 
sary? We had no difficulty in England, 
at our own factory. When we were 
forced to lower wages, we simply 
discussed the whole question with the 
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union leaders round a table, and we 
decided mutually that it was a case for 
reduction. There was never an angry 
word, never an angry thought. Our 
unemployment scheme made the mat- 
ter easier, not more difficult. 
. Nor does it demoralize the workers. 
We had an ugly, dirty job to offer the 
other day in the factory. Some men 
who were getting $15.60 a week un- 
employment benefit said: “Give us a 
chance at that job, if necessary at. the 
sum we are getting now. We want to 
work!” The working man is no more 
naturally lazy than we are ourselves. 
We all like a holiday, but we are soon 
tired of it, and we want to get back 
into harness. 

In conclusion, the evils of iempo: 
ment are such as no civilized com- 
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munity should tolerate. They sap the 
health and the vitality of millions of 
human beings, and they are unneces- 
sary evils. For a weekly contribution 
of a few cents from each worker, and a 
tax of about 3 per cent on the wage 
bill, industry can sweep away these 
evils. I beg of you not only to find out 
and adopt every possible measure for 
reducing the volume of unemployment, 
but to introduce, without delay, a 
wisely considered scheme of unemploy- 
ment insurance. If you cannot get a 
whole state, or a whole industry, to 
move, do your utmost in your own 
factories! It is a duty you owe to 
the workers who are your - fellow 


citizens. Itis a duty you owe to your 
selves. It is a duty you owe to the 
country. 


Regularization of Industry Against Unemployment 


By Henry S. Dennison 
President, Dennison Manufacturing Company, Framingham, saa ETA 


N discussing the question of unem- 
ployment, Mr. Rowntree has said! 

that the most important thing is to 
provide for its removal, but added that, 
as it can never be entirely removed, a 
proper scheme of unemployment in- 
surance is desirable. 

In this connection I want to empha- 
size two points: In the first place, do not 
forget how successful is the faculty of 
the human mind to find reason for the 
things it wants and against the things 
it does not want; we must therefore 
discount the opinion in the minds of 
some American business men that Eng- 
land is ruined by its unemployment 
insurance. I do not know whether 
unemployment insurance is the best 
thing or not. I am inclined to think 
it is an important piece of social ma- 
chinery. At any rate we should not 
be too frightened to talk it over. 

1 See page 95. 


In the second place, we must re- 
member in considering any“such vital 
piece of social machinery that it affects 
the whole social structure. Our fire 
hazard today is not what it was before 
the mutual fire insurance companies 
began to do business; it is very much. 
lower. Our accident situation is dif- 
ferent since we have had compensation 
policies; and if one would put in unem- 
ployment insurance, he must realize 
that the situation as it 1s today will not 
remain the same. With any sort of 
wise plan of insurance the rate of un- 
employment will be made better be- 
cause it will be to the interest of man- 
agement to make it better. 

Our company has taken the plunge 
into unemployment insurance, and we 
found the water was not as cold as we 
thought it would be. I should like to 
see the next experiment in this country 
an attempt at mutual insurance against 
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unemployment. I should like to see 
the rate vary with the regularity of 
employment in the industry. The 
mutual fire insurance companies stick 
you if you have a dangerous risk and I 
should ‘like to see such an arrangement 
worked out in unemployment insur- 
ance. 

There are two kinds of problems 
that we must face in the matter of the 
regularization of industry. One kind 
arises from irregular employment due 
to seasons and the other from irregular 
employment due to'cycles. I strongly 
urge that you keep these two separate 
in your minds. 


REGULARIZATION OF CYCLICAL 
UNEMPLOYMENT 


Asto irregularemployment due to the 
cycles which occur approximately once 
in seven to ten years, with minor cycles 
about every three years, preventive 
work must be done in normal times and 
more particularly in prosperous times. 
The job of regularization against busi- 


ness depression is a job which takes. 


active form just before we. get too 
drunk on prosperity. When business 
is recovering from a depression. and the 
curve comes up and crosses the line 


which might represent a normal in- 


crease, profits are increasing at a rapid 
rate, and we have an optimistic ten- 
dency to continue that line indefinitely 
into the future, thinking we shall 
always go on at that rate. There is at 
this time a very strong temptation to 
over-expansion, and it is at this point 
that the business man ought to bring 
to a focus his best attention. We feel 


too good. We ought to take a careful 


account of stock and look into the fu- 
ture; but let me urge also that we 
should look into the past and tabulate 
the curve, the track of our sales over as 
long a period of years as we can. 
Most of us have been through three 
or four periods of depression and what 
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have we learned from them? We have 
learned little or nothing, because, as 
Mr. Cooke has said, the practical appli- 
cation of what we have learned must 
each time be postponed for a period of 
two years, or more. This time we 
must not forget, because we have 
learned that the inability to employ 
ready, able and willing workers is an 
unanswerable indictment against our 
present social system. We need have 
little fear as to some of the other in- 
dictments often brought against our 
social system, but it is mighty difficult 
to answer the indictment that an 
industrial system which boasts that it 
gives every man a chance to get ahead 
fails every few years to meet the most 
fundamental needs of its workers. 
The world is now in need of all sorts of 
goods, yet we cannot offer men jobs 
making these goods, 

In prosperous periods we must pre- 
pare for depression. In our company 
we have drawn many curves of our past 
experiences and we pay close attention 
to the economic bureaus which give 
curves condensing the vital statistics of 


. the present situation. In this way we 


were able to make the estimates, very 
simply and without any particular 
genius, that allowed us in January, 
1920, when everything was overselling 
sixty per cent, to make adequate prep- 
aration for the depression which struck 
us in November. It was not difficult, 
because we had men in our Research 


Department whose duties were to 


study, watch closely and figure where 
we were in the business cycle. Every- 
body was skating on thin ice and the 
ice broke, and there was quite a crash 
in several places. Out at Akron, 
Ohio, there was general commotion 
and shoes and textiles were materially 
affected. Yet I know business men 


who were buying their year’s supplies 


in August and September, 1920, at 
high prices when four major industries 
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had already slumped. It is not diff- 
cult to keep in the course if' one studies 
the present as growing out,of the past 
and does not just look at the increase 
in present figures over past percentages 
and say, “Isn’t that fine?” l 
We study the cycle with reference to 
the work of several of our departments. 
This does not mean that we always get 
it right. We do not know exactly when 
changes are coming and do not much 
care within a few months. Of the 
great group of commodities which con- 
stitute more than half our purchases 
we buy to have smaller quantities on 
hand when prices are well above a 
normal line. We purchase to larger 
stock standards when the price of any 
commodity is below its normal line. 
During war-times the normal lines go to 
pieces, but war-times are exceptional. 
Most of the time those lines are fairly 
easy to determine. When prices go 
much above that line, we buy from 
hand to mouth; when below, we buy 
more generously. We cannot help win- 
ning in the long run on this policy. 
Our advertising is managed on asimilar 


basis. The advertising appropriations’ 


are made on a five-year basis and the 
manager is supposed to reserve his 
advertising appropriation in good times 
and blow himself in hard times. This 
is the principle applied in every de- 
partment of our organization. 


| 
REGULARIZATION OF SEASONAL 
UNEMPLOYMENT 


Regulation of seasonal unemploy- 
ment requires the use of plans which 
will vary somewhat, according to the 
industries to which they are to be 
applied. In our case, we first got our 
sales department to get its orders for 
seasonal goods just as much in ad- 
vance as possible. We have been sur- 
prised to discover how successful they 
have been. We used to think that 
jewelers would not order their Christ- 
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mas stocks until May, but we have 


found they are glad to order in January, 
just after cleaning up after the rush. 
seasonal orders can be obtained well 
ahead in many other lines also. 

In the second_place, we increase the 
proportion of non-seasonal orders, 
especially long-delivery items, so that 
we can work them in during the idle 
times, and we plan our inter-depart- 
mental needs well in advance. Where 
formerly we let the departments order 
goods as they liked, now we fit their 
orders into our other work. For 
instance, boxes for the sealing wax 
department are made during the slack 
periods of the jewelry trade. 

In the third place, we build up out- 
of-season items and vary or add to our 
lines so as to prevent lay-offs. In the 
box business the die printers were idle 
for a certain period each year; so we 
added die-printed Christmas cards, 
which are made for the following 
Christmas during the idle period. 

In the fourth place, we do all we can 
to train our workers for more than one 
job, and this plan has yielded very 
satisfactory results. It has given 
greater flexibility to factory control 


‘and stimulated the interest of the 


workers as well. 

I have barely outlined our plans as 
it would not be possible to go into de- 
tail, but I assure you that there is much 
detail involved in such a program. 
Much time and patience are required 
before results are evident, but we have 
been so far successful that for some 
years we have run at virtually even 
production throughout the year, and 
when the curve of the, present de- 
pression touched its lowest point, we 
were able to maintain ninety-six per 
cent of our normal operation. 

I urge you employers to take the 
unemployment problem as up to you! 
Don’t figure on letting George do it; 
it’s better to help Herbert do it! Don’t 
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figure that the cure for unemployment 
is the repeal of the Adamson Law, or 
that the cure is something somebody 
else can do. 


self out in the cold; none of us does 
his share unless he figures that share 
to be a little bigger than it really 
is. The job is up to us! There is 
much the government can do; there is 
much the financial group can do; but 
the greatest share of the job is ours and 
if we are going to call ourselves mana- 
gers, let’s put mind and soul to this big 


It might be, but if it does’ 
not happen to be, you have left your- - 
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task of solving one of the most pressing 
and vital problems of every industry. 

The present condition of unem- 
ployment is so serious and is such an 
indictment against the social system 
that I earnestly urge you to remember 
for the next two years, during which 
the real preventive work must be done, 
that it is up to you—up to every one of 
us-——to take effective measures so that 
the next depression will not find us so 
ill-prepared, will not find us having 
learned so little from all the depressions 
that have occurred in the past. 


The Russian Famine Region | 


By VERNON KELLOGG 
Special Investigator for the American Relief Administration in. Russia 


NE can judge of the situation in 

a country in which there is an 
alleged famine by either one or both 
of two ways. One can study in an 
office the figures of normal production 
and consumption and compare them 
with abnormal production and get a 
very fair idea*of what the food situa- 
tion must be. in the affected region. 
For example, in the single province, or 
government, in Russia, of Samara on 
the Volga river, the annual pre-war 
production of grain (wheat, rye, oats 
and barley) was about 120,000,000 
poods (a pood is 36 pounds); in 1920 
it was 18,000,000 and in 1921, 3,000,- 
000. That is just about enough to 
feed all the people of this province, 
if this 3,000,000 poods of grain were 
equally distributed, for one and a 
half months. Under such conditions 
there is bound to be famine unless 
some food is coming in from the out- 
side. 

But there is another way to estimate 
the situation in a country claiming to 
be suffering from hunger. That is to 
see the fields and warehouses and 
markets and the people themselves. 


When you start from Moscow towards 
the Volga river across the broad plains 
to the east of the great city, you soon 
become aware of the peculiar apathy 
and deadness of the people at the 
trains; and as you get further along, 
your attention is unesecapably at- 


_ tracted by groups who are camping by 


therailroad and at the railroad stations. 
‘These are the so-called refugee camps— 
terrible sights. .These are the people 
who, in panic, are trying to flee from 
the famine region and who have got 
this far. And when you finally reach 
the Volga itself, you will find more 
refugee camps along the river—a 
broad, slow, muddy river rather like 
our Colorado of the West after it 
leaves the cafions and gets out on the 
desert. All along this river on which 
move still a few heatless, lightless, 
foodless boats, there are many of these 
camps of men, women and children 
who want to be taken away anywhere 
onthe boats. The people in the camps 
have a certain kind of food with them. 
It is their bread, black, sticky, awful, 
made of bark and bits of roots and 
leaves and of “clay’-—really humus. 
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They are living on this and some pota- 
toes and cabbages. 

When you analyze these groups, 
you are struck by this fact: that half the 
people in these refugee camps are peas- 
ants and peasants’ families. They are 
the people who come from the sources 
of food; the fields in which food is 
produced, if any is produced. Almost 
always in relief work the people who 
have to be helped are those in the 
cities, the workless working- people, 
the industrials who have no money to 
buy food at the high famine prices. 
But here in Russia, before you get into 
the famine region itself, you know there 
is famine by finding out that the refu- 
gees are the peasants themselves, the 
food producers. 


Tue NEED or THE CHILDREN 


It is not my intention to harass you 
with stories of the dreadful things one 
sees in the- Russian famine region. 


Just one little picture that will not 


leave my eyes. The people are trying 
to take special care of the children— 
hungering people always try to do this 
—and so they have set up children’s 
homes in towns along the Volga. 
Children are picked up on the streets, 
orphans in fact or ofphaned in effect 
by being deserted by parents unable 
to feed them, or they are brought 
to the homes by the despairing parents. 
_ The parents are not killing their chil- 
dren and eating them, as has been 
reported in some newspaper stories, 
but they are giving them up. And 
the children are collected in these 
homes—-bare, heatless buildings—with 
very little food but all that the few 
brave women who are trying to take 
care of them can get. 

In Children’s Home No. 5 in Samara 
I happened to come in just at the time 
for the noon meal. This was composed 
of horse meat—the farmers are killing 
their farm animals which they cannot 
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er grits. All the children were 
sitting on the floor in a large bare room, 
most of them with their backs to the 
wall in a pitiful line about the room. 
There were three cots in this room and 
four children were lying on one, three 
on-another and three on another. Af- 
ter they had eaten their meal, I said to 
one of the women, “Where do they go 
now?” “They stay here,” she said. 
“Where do they sleep?” “They sleep 
here.” “Do you bring in mattresses 
and blankets?” I asked. ‘“‘Wehave no 
mattresses and blankets,” she replied. 
“Is this all the food they have?” 
And she answered, “Yes, when they 
have any food at all.” When I told 
these women that the next day they 
would have rice with sugar and milk 
and white bread from America, they 
broke down. 

The whole situation is incredible to 
those who havenot seen it; it is beyond 
description by those who. have. The 
region affected includes at least fifteen 
million people; it includes a large part 
of seven great provinces of Russia and 
around this central famine region there 
is a region of fifteen million more in 

which there is a food shortage. This 
came about, in the first place, by the 
devastation of six years’ constant 
international and civil war; in the 
second, by the fatal error of the Soviet 
government—I do not hesitate: to 
speak thus plainly, for the government 
itself admits it today—-of trying to 
requisition the surplus production of 
the peasants all over the country and 
of prohibiting private trading. Hence 
the peasants have had no stimulus to 
produce more than just enough for 
themselves. The whole agricultural 
production of Russia has dropped 
terribly in the last three years because 
of this fatal mistake. Finally, on 
top of these causes of food shortage 
came a drought so real and terrible 
that there are miles and miles of fields 
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that were planted in grain in the 
spring which the peasants have not 
even tried to enter to harvest. 

In normal times the Volga basin is a 
grain-exporting region, and now fifteen 
million people in it are crying for help. 
The. government has made an effort 
to bring food into the famine region 
from other parts of Russia, but there 
is no surplus of food in other parts of 
Russia except, perhaps, in the Ukraine; 
and in much of the Ukraine the Soviet 
government is without power. A fa- 
mous bandit rules there. The govern- 
ment also tried to bring in seed for the 
fall planting but it succeeded in getting 
into the peasants’ hands only about 
one-fifth enough seed for a normal 
planting. 


INADEQUACY OF Present RELIEF 
What is the world to do to help the 


Russian peasants at this time? What: 


is it doing? An International Com- 


mission has been organized. It has 


held meetings in Geneva and Brussels, 
but not one cent of money or one 
pound of food has been provided by 
this International Commission. The 


food to keep them alive. 
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Swedish Red Cross is sending in a Red 
Cross unit. Norway has given one 
million kronen. The Save the Children 
League of England has put in Mr. 
Nansen’s hands money enough to buy 
food for 250,000 children for six 
months: that is about the total of 
European relief. 

America has a better record. The 
American Friends’ Service Committee 
has been at work to the best of its 
ability, doing a beautiful work as far 
as it goes, but handicapped always by 
lack of resources. And, finally, the 
American Relief Administration, under 
the chairmanship of Mr. Hoover, is 
now feeding one million children and 
will be able to do this until the first of 
next September, the time of the next 
harvest. But there are four million 
children who ought to be cared for; 
and there are the mothers and fathers 
of these children to be cared for. 

The world is letting this people die 
because we do not send from America 
and Roumania and Bulgaria, where 
there is a surplus of grain today, the 
Shall we let 
this go on? 


The American Intervention in Haiti. 


and the Dominican Republie 


A Report Prepared by 
' CARL KELSEY, Px.D. 


Professor of Sociology at the University of Pennsylvania, 
Who served as Research Fellow of the American 
Academy of Political and Social Science, 
for the Year 1921 
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FOREWORD 

For some years past the members of the Board of Directors 
of the Academy have been convinced that a great national 
service could be performed if the Academy, in addition to the 
regular publications, were to undertake special investigations 
on questions of national interest and place the results of such 
investigations at the disposal of our members and of the gen- 
eral public. It was with this end in view that the Board 
decided to undertake a survey of the economic, social and po- 
litical conditions in Haiti and the Dominican Republic. The 
public discussions relating to these two republics have con- 
tained so much of a political and partisan nature that the 
Board deemed it important that the public opinion of the coun- 
try should be enlightened by an impartial and unbiased study 
of the situation. 

The study is one that required a man of mature judgment 
and thorough scientific preparation. By unanimous agree- 
ment, the Board selected Dr. Carl Kelsey, Professor of So- 
ciology at the University of Pennsylvania, to undertake the 
investigation. Dr. Kelsey has spent nine months traveling 
through Haiti and the Dominican Republic, and has placed 
before the members of the Academy the results of a careful 
and searching analysis of the situation. The members of 
the Board feel convinced that the results of this first appoint- 
ment to an Academy Research Fellowship fully justify en- 
larging the scope of the Academy’s activities along the lines 
of such special investigations, and it is the hope of the Board 
that through the coöperation of our members it will be pos- 
sible to establish an endowment fund which will enable the 
Academy to provide! for a series of research fellowships; 
thus placing at the disposal of the country the results of care- 
ful and impartial investigation of the problems concerning 
which the public opinion of the country is called upon to make 
momentous decisions.: 

L. S. Rows, 
President. 
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Introduction 


REACHED Haiti about the first of 

February, 1921, and remained until 
July the second, when I went to the 
Dominican Republic, staying there 
until October 22. I saw every im- 
portant town of Haiti with the excep- 
tion of Jacmel, and spent two weeks 
on a trip through the interior. In the 
Dominican Republic I got a glimpse, 
at least, of nearly every province. 
During this time I had opportunity to 
talk to people in all walks of life. I 
had no fixed itinerary or set program. 
I roamed about as opportunity pre- 
sented trying to see things for myself. 
I had no official connection of any sort 
with the government though it was 
difficult to persuade the natives that 
an American civilian traveling about 
was not on some secret mission. While 
there I read all the best available books 
written by Haitians or Dominicans, 
and kept in touch with the newspapers. 
Perhaps I might add here that if some 
of my strictures seem severe they can 
be duplicated from the works of relia- 
ble native writers. 

Everywhere I was received with 
courtesy and friendly attentions. 
Every opportunity was grven me to 
meet men or see conditions. This ap- 
plies to all the United States officials, 
both civilian and military, to foreign 
residents and to the Haitians and Do- 
minicans. Iwas welcomed in the local 
clubs of all the larger towns. It is my 


own fault, therefore, if I failed to get . 


an accurate picture of the situation. 
Of course, there were many men whom 
I wanted to meet but failed to see for 
one reason or another. 

It is utterly impossible to try here 
~ to thank by name all those who gener- 
ously gave me their time. Nor can I 


even name many of those who opened 
their hearts to me, lest I be the in- 
direct cause of harm to them. I tried 
to show them all that I was apprecia- 
tive of their aid, and to them all I 
again express my gratitude. 

On my return I am again struck by 
our ignorance. Too many educated 
people here confuse Haiti and Tahiti. 
The two islands of Haiti and Santo 
Domingo appear in questions put to me. 
“Ts the United States in any way in- 
volved in Santo Domingo?” was asked 
the other day by a man of wide rep- 
utation. Unfortunately much of the 
material which has appeared in our 
press is so grotesque, or deliberately 
twisted, that the reader gets a very 
false impression. Our future relations. 
with these countries are destined to be 
closer than they have been and it is 
important that we should come to 
know the essential facts. Is it too 
much to hope that in the day of the 
new diplomacy even our public de- 
partments may tell us of their opera- 
tions and their problems instead of 
waiting until the attacks of eriemies 
put them on the. defensive? I shall 
be well content if I have in any way 
thrown light on the situation, and shall 
be grateful to any who will call my 
attention to errors. 

Some of my Haitian and Dominican 
friends will not only disagree with my 
judgments but may feel hurt at some 
of my statements. From this there 
is no escape and even they will be glad 
that I have tried to tell the truth as it 
appeared to me. Some things impress 
the foreigner differently from the na- 
tive. J am confident that all will find 
running through these lines the same 
friendly feeling which I find in my heart, 
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i 
Obviously one cannot enumerate the 
many individual exceptions to all 
general statements. Haiti and the 
Dominican Republic are struggling 
with an age-old problem, the attain- 
ment of civilization. No people can 


1 
\ 


guarantee the financial success of 


another, or its political success, but 
we may by our policies help or hinder 
and my sole desire is in some way to 
help. 

Philadelphia, January 5, 1922. 


The Island 


BOUT 1,200 miles south of New 

York City one will find on the map 
the island of Haiti or Santo Domingo, 
considered one of the most beautiful in 
the world, lying directly between Cuba 
and Porto Rico to which it is mtermedi- 
ate in size as well. It is some 400 miles 
in length and 170 in width, but of very 
irregular shape. The total area is 
over 28,000 square miles, or a little less 
than that of Ireland. There are a 
number of dependent islets, some of 
considerable size but of little value to- 
day, though a few thousand people 
manage to eke out a precarious exist- 
ence on the island of Gonâve, in the 
bay of Port-au-Prince. 

Topography. As a whole, the island 
is extremely mountainous, the chains 
running from the west with a southerly 
trend with intervening valleys in which 
rivers are found. The mountain 
slopes range from steep to precipitous, 
rising often to more than 3,000 feet, a 
few peaks reaching 8 or 10,000 feet. 
These ranges constitute serious obsta- 
cles to travel and make roadbuilding 
both difficult and expensive. Thus 
the whole southwestern peninsula is a 
mountain range rising abruptly from 
the ocean on both sides, with no level 
ground on the south except the plain 
of Cayes, and with none on the north 
until one reaches the neighborhood of 
Port-au-Prince. Save in a couple of 
places it is nearly impossible to cross 
the: peninsula. At some recent time, 
geologically speaking, this peninsula 
seems to have been separated from the 
larger island to the north. Southeast 
from Port-au-Prince there is a low 
plain extending into the Dominican 
Republic with sulphur springs on the 
northern border, and two considerable 
lakes of brackish ‘and salt water, one 


of which is below sea level. Near St. 
Marc is the mouth of the Artibonite 
River, the largest in the island. The 
central ranges .which stretch from 
Mole St. Nicholas on the northwest 
almost to the most eastern coast form 
the backbone of the island. ‘These die 
down in the Dominican Republic, and 
offer one good pass at an altitude of 
less than 1,000 feet. South of this 
range, at its eastern end is a consider- 
able coastal plain, largely of coral for- 
mation. North of this range, from 
Monte Cristi to Samana is a large 


‘valley divided into two parts, the east- 


ern section being that to which Colum- 
bus gave the name of Vega Real, 
rich and well-watered, while west of 
Santiago is found the Yaque del Norte 


running through an arid region to its 


mouth at Monte Cristi. There is an- 
other low range between the valley and 
the coast. Although there are many 
rivers and streams these are the only 
two in which boats of any draught 
may run. As a matter of fact, they 
have never been useful as waterways 
and such use in the future is doubtful. 
All the rivers are subject to sudden 
flood, thus making fording problem- 
atical as well as sometimes dangerous. 
Their availability for purposes of irri- 
gation will be mentioned later. 
Rainfall. The influence of the moun- 
tains on rainfall is most marked and 
places only a few miles apart may vary 


` greatly, one being humid, the other 


arid. ‘The southwestern peninsula is 
well watered while the northwestern 
is largely barren desert. The actual 
rainfall varies from. 12 to 150 inches 
per year. At one place in 1919 rain 
fell on 16 days only; at another there 
was rain on 124; while in certain moun- - 
tain districts 12 inches was the lowest 
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record for any month and rain fell 
nearly every day of the year. As a 
rule the rains are local rather than 
general and are also of short duration, 
an all day’s rain being a great excep- 
tion. Most of the rain falls in late 
afternoon or evening,—little in the 
morning. In most of the island the 
natives. expect a longer rainy season 
in the spring, and a shorter one in 
autumn, the intervening periods be- 
ing dry. These terms do not have 
fixed values and the periods are more 
or less fluctuating. 

Climate. Although the iden is 
within the tropics lying just south of 
the 20 parallel, the proximity of the 
ocean, the contrast of mountain and 
valley, the daily winds modify the tem- 
perature and the nights are: usually 
delightful. Here again local condi- 
tions vary, but taking Port-au-Prince 
as typical we find that the hottest day 
of 1919 was on August 6 when. the‘ther- 
mometer registered 95° at 1.00 p.m., 
while at 9.00 that evening it stood at 
71°. The lowest temperature recorded 
for the year was 68° on January 18, 
and the average was 77°. In the high 
mountain valley of Constanza frosts 
are reported during the winter and 
many an American in the hills‘at night 
after being caught in a rain has been 
convinced that he was about to freeze. 
The intense glare of the sun' coupled 
with the steady heat makes advisable 
the use of colored glasses by: visitors 
from the north, while the towns with 
paved streets seem like furnaces dur- 
ing the days of summer. ! Violent 
storms and electrical disturbances are 
not common although great: damage 
is occasionally done along the coasts 
by hurricanes, as the wreck of the 
Memphis lying against the sea wall of 
Santo Domingo City testifies: 

Resources. Most of the reports on 
the island speak of the wealth of min- 
eral resources. It is true that the 
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Spaniards found some gold in the pos- 
session of the Indians and that today, 
in a few places, peasants can make 
thirty or forty cents a day washing 
gravel. It is true that one can find 
pretty good specimens of copper and 
other metals. It is true that small 
deposits of lignite are known. It is 
also true that more or less constant 
prospecting since the time of Columbus 
has failed to pay its own cost, let alone 
reveal any great deposit. If there are 
minerals worth mining their location 
is not known. Just now there is a 
possibility of the discovery of oil in 
paying quantities. The opinion of the 
best informed men seems to be that 
the fertile soil rather than metallic de- 
posits will be the source of the wealth 
of the future. 

Animal Infe. There are no large 
wild animals. In some districts the 
goats run practically wild. Bird life 
is fairly abundant and practically 
every kind of bird that can be killed 
is eaten. Doves of several species are 
abundant and are highly esteemed as 
food. Ducks are common locally. The 
guinea hen is now widely distributed 
and sometimes becomes a nuisance to 
the gardener, particularly since the 
elimination of firearms by the Ameri- 
ean forces. There are hawks but no 
buzzards. Other than scorpions, centi- 
pedes and tarantulas there are no ani- 
mals whose bite is at all poisonous. 
Flies are not numerous but mosquitoes 
are, and malaria is a prevalent disease. 
The mongoose has been introduced 
from Jamaica and, though little known 
as yet, may be a source of trouble in 
the future. Fishing is not a well 
developed industry, largely no doubt 
because of the absence of ice, yet there 
are many fishermen along the coast, 
and the kingfish and red snapper are 
seen in the markets. Lobsters are 
common enough though seldom eaten 
by natives who catch them only for 
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sale to foreigners. Turtles and crabs 
abound. Little lizards are everywhere 
in evidence but the great iguana is 
now very rare. There are crocodiles 
in the lakes. 

Vegetation. Mahogany and other de- 
sirable trees are scattered about, not, 
however, in large quantities, and most 
of the remaining specimens are so dift- 
cult of access that they hardly repay 
costs of transportation. There is a 
promise that some trees little used 
heretofore may prove available for ties 
for American railroads. In some of 
the mountain areas, particularly in the 
Dominican Republic, there are consid- 
erable stands of yellow pine. Most of 
this is unused. An owner of timber 
land in Haiti told me that he could 
afford to cut timber when he could get 
$120 per hundred feet. There are a 
few mills in the Dominican Republic, 
but lack of transportation still blocks 
any marked development. Most of 
the building lumber is therefore im- 
ported from the United States. Dye- 
woods are fairly abundant and in pros- 
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perous times are exported. No attempt 
has ever been made to plant valuable 
trees. : 
Wild fruit trees of many sorts are 
found, the mango being the most im- 
portant. Citrus fruits do well but are 
very irregularly distributed. Many 
grapefruit are seen in the markets of 
Port-au-Prince but in the city of Santo 
Domingo all the grapefruit are im- 
ported from Porto Rico. There are 
no real orchards on the island, though 
there are large plantations of bananas 
and plantains. The coconut palm 
grows freely but is used locally only, 
no copra being dried for export. At 
the altitude of about 1,500 feet a sub- 
tropical zone is reached where all sorts 
of vegetables and fruits of the temper- 
ate zone prosper. I have seen Irish 
potatoes of excellent quality which 
were grown in the hills near Santiago. 
The island is divided between two 
countries, the Dominican Republic oc- 
cupying the eastern two-thirds, some | 
18,000 square miles, Haiti, the western 
part with some 10,000 square miles. 


l CHAPTER I 
| The Haitians 


OPULATION, No census hasever 

been taken but the estimated pop- 
ulation of Haiti is 2,000,000, or about 
200 per square mile. As a matter of 
fact there are large areas almost un- 
inhabited, like the arid district from 
Mole St. Nicholas to Gonaives, the 
San Michel Valley and parts of the 
eastern border; in some places the 
population is dense, very dense when 
considered in relation to the agricul- 
tural development. There are no re- 
liable figures as to birth and death rates 
but the estimated population in 1800 
was about 550,000 and there has been 
little immigration. Children are every- 
where in evidence but the death rate 
appears to be very high and the aged 
do not seem numerous. 

Origin. The overwhelming mass of 
the people, at least 90 per cent I should 
say, seem to be of pure Negro stock. 
The upper classes are notably lighter 
in color and there are small areas where 
a relatively light color tone prevails. 
We know that there was a considerable 
mixture in colonial days and since that 
time there has been considerable inter- 
marriage between the incoming Euro- 
peans and the Haitians so that there 
are no pure white families save those 
of recent immigrants. The original 
Indian stock seems tó have ‘left no 
trace. At first one gets the impression 
that there are twice as many women as 
men. This is probably due to the fact 
that the women go to market, or be- 
cause the men are working in the fields 
away from the house. In the old days 
the men who entered the towns were 
often seized and made to serve ‘in the 
“volunteer army,” so the women car- 
ried the produce to town. 
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The Syrians. About 1890 there 
came into Haiti the first of a group des- 
tined to play a considerable part in 
the retail business, the Syrians. At 
first they bought largely from German 
merchants and peddled their wares 
through country districts. Later, 
finding they could buy more cheaply 
from the United States they did so. 
Being shrewed merchants they were 
dishked by their Haitian competitors 
and by the Germans. Although they 
never numbered more than a few hun- 
dred they were ordered out of the 
country by a law of 1913, passed, they 
claim, at the instigation of the German 
merchants. Since the Occupation some 
200 of them have returned. They 
claim to do $3,000,000 business yearly 
with the United States. A few of 
them are American citizens. Save 
stragglers from other islands these rep- 
resent the only immigrant group 
which has entered Haiti in many years. 
This, of course, leaves out of account 
the marines, French priests and sisters, 
and other foreigners temporarily. res- 
ident in the country. Barring these, 
there are only a few hundred whites in’ 
Haiti. The foreigners are all in the 
towns. 

Distribution. All the large towns of 
Haiti are on the seacoast. The Capi- 
tal, Port-au-Prince, has about 100,000 
inhabitants; Cape Haitien, 17,000; the 
rest are much smaller. The bulk of 
the population live in villages scattered 
through the interior or in isolated cab- 
ins. Go where one will in the country, 
provided agriculture is possible (and 
in many places where it seems im- 
possible), he will find the “‘cayes”’ of the 
peasants. These are often temporary 


Harrt 


rather than permanent structures, for 
a considerable percentage of the peas- 
anis seem to migrate rather freely, 
clearing a little patch and cultivating 
it for a couple of years and then 
wandering to some new location. 

Towns. Wherever possiblethe towns 
of Haiti are laid out in squares. 
The streets of Port-au-Prince in the 
business section are well paved with 
concrete. Many of its streets are mac- 
adamized as are some of the streets in 
Cape Haitien and elsewhere. In every 
town there is some central square, often 
decorated with shrubs and flowers, and 
a market place, the latter bemg usually 
the most interesting spot in town to 
the stranger. The water systems are 
not very adequate but the officials tell 
me that there is difficulty in keeping 
them in good condition owing to the 
acquisitive habits of citizens who need 
pipes and spigots. In older days the 
towns are said by old residents to 
have been extremely filthy and one had 
to walk in the middle of the street and 
keep a sharp lookout to avoid unex- 
pected shower baths from the second 
story. ‘The Americans are praised for 
having “cleaned-up” and for prohibit- 
ing the dumping of refuse in the streets. 
The stores are usually one or two story 
structures looking like warehouses, 
and such they are, for the stock on dis- 
play is generally a small part of that 
on hand. There are practically no 
sewers. Surface drainage is all but 
universal, 

Health. The prevailing diseases in 
Haiti are gonorrhea, syphilis and yaws 
(which are said to be very common), 
tuberculosis, malaria, filariasis and in- 
testinal parasites. The country has 
been very free from epidemics such as 
yellow fever and bubonie plague. Yet 
these would probably run through the 
population like wildfire if they ever 
got a start owing to the hordes of mos- 
quitoes in many districts and the armies 
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of rats which infest all the towns and 
much of the country. Much fun was 
poked at the Financial Adviser for in- 
stalling a couple of rat-catchers at 
Port-au-Prince when the bubonic plague 
was reported in New Orleans. 

Throughout 1921 an epidemic of 
smallpox swept the country, having 
been introduced from another island. 
The efforts of the American doctors to 
check it at the start were rendered fu- 
tile by the ignorance of the masses and 
the foolish ‘prejudice of local physicians. 
The papers everywhere denounced the 
Americans saying that it was nothing 
but chicken pox: but when the deaths 
began to increase, the criticism be- 
came that the Americans were incom- 
petent. Several hundred thousand per- 
sons were vaccinated. Thousands on 
thousands suffered. I have seen small- 
pox patients deathly sick lying by the 
roadside soliciting alms from passers- 
by. Often they were left in their cab- 
ins without food and drink. The ig- 
norant peasants were seen vaccinating 
themselves from virus drawn from ac- 
tive cases. I was a guest at lunch in 
the home of a merchant in one town 
only to find later that there was a con- 
valescent case of smallpox upstairs. 
The death rate in the hospitals was 
about 6 per cent and no one knows 
what it was in the hills. 

The country is very inadequately 
supplied with doctors. There are phy- 
sicians in the towns but none in rural 
districts. Even the town physicians 
are often incompetent. One doctor, 
for instance, in a maternity case was 
observed taking the only sterile towel 
he had and spreading it on a chair to 
protect his clothes. The natives are 
said to have a good knowledge of local 
remedies for fevers, but one questions 
the efficacy in a case of cancer of the 
stomach of killing and disembowelling 
a cat and placing the carcass on the 
patient’s stomach. A priest told an 
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American physician that a woman who 
feared a miscarriage was placed on a 
table, a lighted candle placed in the 
umbilicus and allowed to burn out. 
One girl under quarantine was observed 
to take down the flag, carry it with her 
while she visited a friend across the 
street, and replace it on her return 
home. Hospital facilities are inade- 
quate. Exorbitant fees are charged 
for making country visits. The num- 
ber of lepers is estimated at 500 or 600, 
the insane at about 600. There is no 
special provision for these. Sanitation 
is unknown and a Minister of the State 
was indignant when compelled to 
clean his latrine. 

Amusements. The favored pleasures 
of Haiti are cock-fighting and dancing. 
Cock pits are found everywhere. Gam- 
bling is universal. Dancing ‘in the 
country is to the thumping of the drum, 
almost the only music of rural Haiti. 
These dances get pretty hilarious at 
times if the rum supply is adequate. 
The tourist hails every simple’ dance 
as “Voodoo,” but he exaggerates. In 
the clubs of the upper class, chess, bil- 
liards, poker, whist, all have their ad- 
vocates, while orchestras provide the 
music. 

Domestic Animals. The average peas- 
ant has few domestic animals. He may 
own a few pigs which are allowed to 
support themselves and which develop 
tail, nose and legs at the expense of 
fat. The burro (worth from $5 to $10) 
is the common work-animal and i is also 
the most valuable for he carries a large 
part of the goods to market, with the 
owner perched on top of the load. 
Cattle are scarce. The horses are 
small. Save on large plantations, the 
animals are seldom used for draught 
purposes. Chickens abound and are 
all of the small Mediterranean breeds. 
` To judge from casual observation, 
they are quite as common in the towns 
as in the country, in part because they 
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are being kept alive until time to cook. 
There are a good many turkeys which 
sell for $1 to $1.50 in the Port-au-Prince 
market. Goats are common. 

Land Ownership. There is great, al- 
most endless confusion, with reference 
to the ownership of the land. There 
has never been a survey. The govern- 
ment claims to own large tracts but 
it seems to have no maps or adequate 
descriptions. There are some titles 
coming down from early days and the 
plains appear to be held by relatively 
few people. Many families profess to 
have large holdings in the hills but 
from these little revenue is derived as 
land is seldom rented but is managed 
directly by the owner. Inasmuch as 
squatter titles are admitted under the 
law any attempt of these supposed 
owners.to take full possession would 
be most difficult. It seems to be the 
practice for the peasant to settle 
wherever he finds land not in use. The 
settlement of this land question is one 
of the most fundamental prerequisites 
to any Improvement of conditions in 
Haiti. Foreigners were forbidden to 
own. real estate until the adoption of 
the last constitution in 1918. 

Agriculture. While there is a good 
deal of fishing along the coast, and a 
certain amount of cattle raising in the 
San Michel Valley and the upper Arti- 
bonite Valley and locally elsewhere, 
agriculture is for most Haitians not 
only the fundamental but also the sole 
means of gaining a livelihood. The 
fact that there are in the country no 
nurseries, no seed houses, no regular 
dealers in stock, indicates that con- 
ditions are very primitive. A promi- 
nent man asked me one day if I had 
seen one of the many beautiful moun- 
tain places. I said “No” and added: 
that I wished he would take me to see 
some of the best farms. He replied, 
“There are none,” and his answer was 
almost literally correct. There is no 
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agricultural school save a rather pa- 
thetic beginning near the Capital. 
Outside of the large sugar plantations, 
largely though not wholly under foreign 
control, there is no real agricultural 
development. 

Of course, there are in fact well lo- 
cated and prosperous farmers who may 
be contrasted with others poorly lo- 
cated and shiftless, but their methods 
are much the same. A plough is rarely 
seen even in the plains and would be 
valueless on most of the steep hillsides. 
The one universal tool of the Haitian 
peasant is the machete (almost identi- 
cal with our corn knife). With this 
he clears the ground, piling and burn- 
ing the brush. Then with his machete 
he digs up the soil a little in just the 
place where he is to put his seed or 
plant. He cultivates with his machete 
by cutting the weeds or stirring the 
soil about the plants. Axes, hoes, etc., 
are known but seldom seen. The 
farmer saves his own seed or gets it 
from neighbors. Much time and energy 
are consumed in these processes. Arriv- 
ing at Port-au-Prince early in February 
one finds the hills back of the town al- 
most deserted, few cabins being visible. 
By the middle of March the hills are 
dotted with dark spots, which are 
the cleared areas being prepared for 
the spring planting. ‘Trees are rarely 
planted. There are not even coffee 
plantations. All the natives do is to 
` pick the berries from the wild plants 
descended from those brought in by 
the French after 1738. A competent 
observer said that in 1915 not over 1,000 
acres in the entire country were well 
cultivated. 

Marketing. The roads of Haiti are 
lined with women and burros bringing 
produce to village or town. These 
women often’ walk from fifteen to 
twenty-five miles and seem satisfied 
if they sell fifty cents worth of provi- 
sions. Indeed they might refuse to 
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sell all their load should you meet them 
ten miles out for they would thus lose 
the joy of barter and chatter afforded 
in the town. All night long they 
walk, en route to arrive at daylight. 
Picturesque? Yes, but the waste of 
human effort in such a system is enor- - 
mous. At the market they must pay a 
small fee for the privilege of displaying 
their wares. 

Home Industries. The making of a 
few sweets like the crude brown sugar 
called “‘rapadou,”’ some candles of bees- 
wax to be burned in church by the 
faithful, some mats of palm, or simple 
baskets, practically exhausts the list of 
home manufactures. 

Houses. In the towns, the houses 
range from the crudest of hovels to 
fine villas and residences, ofttimes with 
very attractive grounds. At Cape 
Haitien the houses show the Spanish 
influence which is not seen in the South. 
In the country, the cabins are of two 
types. The more common is a frame- 
work of poles interwoven with splints 
and plastered with mud, with a roof of 
palms. More substantial structures 
are made of split palm boards. The 
acme of style is represented by the 
metal roof, possessed only by the fortu- 
nate. The floor is usually of earth. 
Doors are of wood, as are the windows, 
glass being unknown outside of the | 
towns, where it is rare, shutters gen- 
erally taking its place. All doors and 
windows are closed at night, but as the 
house is seldom ventilation-proof no 
great harm results. In the house 
there is practically no furniture. Beds 
are seldom seen and even in the towns 
are not found in the poorer houses. 

Outside the cabin, the ground is 
very likely to be swept clean and, except 
in wet weather, present a neat appear- 
ance. Often there is some flowering 
plant, perhaps a cactus hedge. Very 
likely there is a little shed with 
thatched roof where the cooking is done, 
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food eaten, the siesta taken: Ovens 
are not unknown but the open fire on 
the ground is more common. In the 
country brush is used for fuel; charcoal 
inthe towns. The burning of charcoal 
is quite an mdustry. For water, de- 
pendence is placed on streams, Even 
in the plains cisterns and wells are 
very rare. Many of the cabins are a 
mile or more from any water: supply 
and the water is carried in calabashes. 
Needless to say that under such circum- 
stances it is not wasted. ‘There are no 
latrines except in the towns. Near the 
cabin is probably a little clump of 
bananas or plantains (almost identical 
but the plantain is not sweet) 'and a 
little garden close by so that it may be 
watched. | 
Language. The official language of 
the government is French but the 
actual language is “Creole,” which is 
spoken by every Haitian whereas only 
a small minority can speak French. 
The number who can understand it is 
greater. Nearly all the families use 
Creole in the house whatever else they 
use in company. Creole is made up 
of a few hundred French and a few 
dozen other words from English or 
Spanish and African, all with an Afri- 
can type of construction. At first it 
is no more intelligible to the French- 
man than to the American. It is not 
particularly difficult but varies a great 
deal in different sections. Creole:can 
be written but its transcription is 
difficult. In the schools, French is 
used. In time, as education develops, 
Creole will be supplanted by French, 
or will be modified into a French dia- 
lect. As it is now, one appreciates 
the story told in Haiti that the Lord 
was not satisfied that the French had 
been adequately punished when driven 
out of the country so left their beautiful 
tongue in the mouths of the Haitians 
to he crucified anew each day. 7 
Religion. The official religion ‘of 
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Haiti is the Christian (Roman Catho- 
lic) and the State assumes the support 
of the Church. During most of the 
nineteenth century the Pope seems to 
have had little control but a concordat 
was signed in 1860. Prior to that date 
the priests are said to have been “sans 
foi ni loi.” Since then, practically all 
of the priests and sisters (some 635 in 
all) have been sent over from France. 
There are but two or three Haitian 
priests. These men and women are 
generally distributed over the country 
and are doing a splendid work. Among 
them are men who served in the French 
army throughout the war. They form 
the best informed foreign group resi- 
dent in Haiti. There are fine cathe- 
drals in Port-au-Prince and Cape 
Haitien and churches in all towns. 
There are a few Protestants on the 
island, some being descended from a 
company of American Negroes who 
migrated there many years ago. A 
few missions are maintained by other 
groups. 

In all but the highest circles the real 
religion of the people is of African ori- 
gin with a veneer of Christianity. It 
is common to ‘speak of all these Afri- 
can rites under the name “Voodoo,” a 
term often overworked. The different 
tribes originally had different customs 
but as no tribal distinctions have sur- 
vived in Haiti the resultant is a blend. 
Based as African religions were on 
fear, the propitiation of the deities was 
very important. With this, as every 
student knows, was a curious emphasis 
on sex. The Voodoo dances of today, 
therefore, often degenerate into sexual 
orgies. Several attempts were made 
by the Haitian government to sup- 
press these Voodoo dances but the 
government dared not be too stringent, 
and probably was not very enthusias- 
tic in the first place. They are now 
under the ban of the law but they still 
exist, though seldom seen by the whites. 
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Some of the presidents of Haiti have 
been Voodoo priests: When Presi- 
dent Simon left office a fetish of some 
sort was found in the palace and his 
successor, though personally not ac- 
cepting local beliefs, feared to offend 
so sent for a Voodoo priest (a Papa-Loi 
as he is called) to perform the requisite 
ceremonies. To an animal deity the 
name “‘barka” is given. On one oc- 
casion Simon tricked the Catholic 
archbishop into performing the fu- 
neral services of such a “barka,”’ a goat 
in this case. The deception was subse- 
quently revealed and more stringent 
` xules for the identification of corpses 
were adopted by the archbishop. Few 
Haitians will, for political reasons per- 
haps, deny the power of such barkas 
or fetishes. 

In the country food is usually placed 
on the grave. I once witnessed a me- 
morial service for a recently deceased 
child. The priest was busy with Voo- 
doo rites as we approached the cabin 
but seeing us shifted to the oppo- 
site side of the room where Chris- 
tian emblems were displayed. Later 
on food was scattered on the highway 
and, on inquiry, he told us that he did 
not know the reason for this but that 
it had long been a custom of his fathers. 
Even Christian celebrations like Easter 
have a strong African infusion. From 
Friday to Sunday the Lord is supposed 
to be dead and the devils therefore 
have their opportunity. To hinder 
them it is necessary to knock on wood. 
So all day long there comes rolling up 
the hills about Port-au-Prince at in- 
tervals the reverberations of the faith- 
ful. 

As is natural in this stage of religious 
development superstition is most prev- 
alent. No native mother attends 
the funeral of a child as this would 
cause another death In the family with- 
in a year. Should a funeral proces- 
sion stop for any reason in front of a 


123 


house holy water is secured at once 
and the house sprinkled. From such 
naivetes to belief in charms and witch- 
craft, the simple mind runs the entire 
gamut. 

Human Sacrifice. The idea of hu- 
man sacrifice is as repugnant to the 
high class Haitian as to the American. 
Many of the best Haitians do not be- 
lieve that it ever occurs, and are sin- 
cere m their belief. Others have told 
me very positively that it does. Such 
is the belief of some of the best in- 
formed foreign residents including 
many of the French priests, one of 
whom said he would put the number 
at one a year for the entire country. 
It takes a long time to overcome old 
customs. Such sacrifices are said to 
be of children only. 

Cannibalism. The eating of parts 
of human sacrifices is alleged to occur 
at times. ‘There is some evidence that 
the eating of parts of brave enemies, 
not as food in the ordinary sense, but 
in an effort to gain the qualities ad- 
mired in the victim, may have occurred. 
The American marines in Haiti firmly 
believe that this happened in at least 
one case, for a native confessed that he 
had taken part therein. It is also be- 
lieved by foreign residents to have 
happened in other instances. A mag- 
istrate told an American that he knew 
a man was convicted in court of this 
offense in 1909. Only one Haitian ad- 
mitted to me that he thought it pos- 
sible, but I was present in a little in- 
terior village when a native gendarme 
accused a woman of having eaten hu- 
man fiesh. ‘This she denied with every 
indication of horror. If it ever hap- 
pens it is certainly extremely rare and 
is viewed by nearly all Haitians just 
as we view it. 

Personal Traits. The first strong 
impression I got of the Haitian people 
was their manly self-respecting bearing. 
There was no subserviency in their 
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attitude toward the whites. I do not 
mean that there was any indication 
of surliness or insolence. Speak to 
the market woman or the peasant on 
the road and you are sure of,a “bon 
jour” often accompanied by a tipping 
of the hat. They seemed willing to 
do any favor. Everywhere they have 
borne the reputation of being very 
hospitable without demand for money. 
If one spends the night in a country 
cabin the best is offered and payment 
very often refused. They are some- 
times likely to deceive you for they are 
inclined to give you the answer they 
think you want. In general, however, 
they are honest when charged with 
definite trusts. It has been necessary 
in days gone by to send large sums of 
money by messenger and in sailboats 
around the coast and I am told that 
such money was always delivered. The 
life of the white man or woman has 
long been secure and the murder of a 
white has occurred only under great 
provocation. My impression is that 
the people are willing to work but their 
work standards are not ours. : 

' Elsewhere I speak of schools. | a 
I want to mention the handicap the 
Haitians carry because of ignorance. 
The peasant knows from tradition and 
experience a good deal about the adapt- 
ability of soils to crops and seldom 
blunders. Outside of this he knows 
nothing of any save the simplest proc- 
esses. Give him a wheelbarrow and 
he will transport it on his head.: Tell 
him to take a bicycle three miles and 
it will go on his head. Show him} how- 
ever, how to use these articles and 
there is no trouble. He shows an 
adaptability to handle automobiles 
and drives fairly well, often, indeed, 
becomes proficient at minor repairs, but 
is an untrustworthy chauffeur ‘both 
because he is happy-go-lucky and be- 
cause he appreciates so little the mean- 
ing of momentum and other physical 


THE ANNALS OF THE AMERICAN ACADEMY 


factors entering into accidents. The 
railroads do not rely on Haitian en- 
gineers. One such, asked one day if 
there was water in the boiler, said it 


was all right anyhow. He could run 


the engine without water. He had 
done so once. 

There is among the Haitians an in- 
difference to suffering which seems to 
us heartless. I believe this, too, grows 
out of ignorance. When one does not 
know how to prevent suffering he be- 
comes much of a fatalist. Open sores 
on animals are frightfully common. 
Animals are expected to work indef- 
initely without food. Perhaps fifty 
per cent of the hack horses in Port-au- 
Prince cannot take the driver and one: 
passenger up the long but easy hill to 
the American Club, yet few drivers 
will refuse to attempt it. Moreover, 
the Haitian standard of driving is inces- 
santly to nag the horse by jerking the 
lines. Much of the same indifference 
is shown. by the lower classes to human 
suffering. They have always seen 
suffermg. Why worry? 

The Family. The fashionable mar- 
riage is under the auspices of the 
Church and this is the legal form. Asa 
matter of fact most marriages are what 
we call “common-law” while in local 
dialect the girl is said to be “placed.” 
Such placements are often followed 
later by formal ceremonies when the 
couple have accumulated adequate 
funds. They dre not always perma- 
nent and there seems to be considerable 
freedom in forming and breaking them. 
One caco leader is said to have seven 
camps with a wifein each. Stories are 
current of men with a dozen or more 
wives and many score of children. 
Children are desired and are as often 
spoiled as abused. A couple will some- 
times sell a child for a dollar or two 
but this involves an idea on their part 
that the child will be better off in some 
better situated family than at home. 
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Domestice slavery of this sort is very 
common, the child growing up in an- 
other house and being the servant of 
the family, rarely sent to school, and 
receiving nothing until grown save 
board and clothes. 

Home Tife. Among the poorer people 
there is little m home life save residence 
under one roof. ‘There are no regular 
meals, food being taken whenever con- 
venient, or whenever secured. The 
children are pretty much left to their 
own devices as the mother is very 
likely away at market, the father 
working in the fields. Sometimes in 
the evening stories are told around the 
fire or pine torch. Games for children 
are strangely lacking. In the upper 


classes the home life is much as in the - 


United States. 

Food.and Drink. Rice and red beans 
might be called the national foodstuffs. 
The peasant eats boiled plantains, 
bananas, yams, cassava and corn, 
with whatever fruits he can get. He 
is fond of salt fish or pork. Sugar 
cane is highly esteemed. My opinion 
is that the peasant is underfed. ' 

Aside from water, the native uses 
coffee which is much better than most 
. of that we get. He is also fond of rum 
which the poorer classes usually get 
in relatively crude forms under the 
names of “taffia” (unrefined) and 
“clairin” (partly-refined). Drunken- 
ness is not common either because of 
the use of rum from childhood or be- 
cause there is not enough money to get 
enough rum. Of the rum itself there 
is no shortage. The wealthier classes 
drink whatever they like as no “‘amend- 
ment” hinders them. 

Clothing. . Not being liable to sun- 
burn, the young child is seldom ham- 
pered by clothes. More precocious 
here as elsewhere the girl attains them 
first. Thereafter it is largely a ques- 
tion of the available supply. For- 
merly the country women coming to 
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town are said to have worn blue cos- 
tumes. Now the costumes are made 
of any material obtainable. The men 
are more or less clothed, for exposure 
of the body is no offense, and the wash- 
woman along the streams are often 
practically nude. This fact makes the 
complaint of one paper, that the Amer- 
ican doctors made the Haitian women 
bare their arms to the shoulder that 
they might vaccinate them, seem a bit 
ludicrous. Shoes are seldom worn by 
the peasants, and the white man going 
about in the rainy season would often 
like to have the feet of the peasant. 
The clothing of the peasant does not 
seem overly clean and yet soap in the 
form of bars about an inch square and 
thirteen inches long is one of the arti- 
cles most frequently imported. Bath- 
ing is frequent but whether in waste 
water or stream seems to make little 
difference. The wealthier classes draw 
their styles from Paris and are so in- 
sistent on formality that at govern- 
ment receptions the men must wear 
heavy black dress suits. 

The Color Line. At first sight no 
color line seems to exist in Haiti but 
closer observation reveals it. ‘True, 
the blackest man may aspire to any 
position in the country and, if he has 
enough force of character, may attain 
it. True, the country has boasted 
of the expulsion of the white man and 
the elimination of the white color 
from the flag.. “Black man with 
money, mulatto: mulatto with money, 
white man: white man always white 
man,” runs the local saying: -The line 
can be found. The servant is usually 
darker than the master. Black men 
can be found in the highest circles but 
these circles are decidedly lighter in 
color than the lower. Low grade 
foreign whites marry at times into 
high grade native circles.. One native 
father was surprised when advised to 
find out something about the American 
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who would marry his daughter. The 
idea of investigating the white man had 
not occurred to him A citizen came to 
an American official asking the release 
of a prisoner. He admitted his friend’s 
guilt but said, “Don’t you know he 
is compelled to work under a black 
sergeant?” “These girls are praying 
the Lord every night to send them 
light-colored children” said a French 
woman. Two Haitian girls educated 
in France were dumfounded on return 
to Haiti to find themselves of mixed 
parentage: A: Haitian woman hearing 
that the Dominicans were of mixed 
descent plaintively asked, “Then why 
do they hate us'so?” The color line 
has found its way into politics! and 
there have been “black” parties op- 
posed to “mulatto” groups. I do not 
know how much emphasis to give this 
factor. The Haitian writers who’ dis- 
cuss it are not agreed. It may be in 
part a tacit acceptance of a widely 
held philosophy that the black is'the 
inferior. I was told of one able Negro 
who could not marry into the lighter 
group and who, therefore, refused to 
marry. It indicates in any case a de- 
sire to be accepted on a basis of equal- 
ity which at times is almost pathetic, 
The Upper Class. “What did you 
expect to find when you came to Haiti, 
Europe or Africa?” asked a charming 
gentleman one day. Yankee-like,; I 
asked in return, “If I go out into the 
hills what will I find?” His reply was 
a smile. Go into any gathering of the 
upper class, shut your eyes and listen 
and you will believe yourself in a cul- 
tured European gathering. In bear- 
ing and courtesy, in interest and ap- 
preciation of art, music and literature, 
in ability to sing, play, dance or discuss, 
the American finds that he has no 
advantage. Their feelings lie a bit 
nearer the surface than ours and voices 


break forth in angry discussion or 
boisterous mirth more quickly but they, 


“times misleads us. 
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as quickly subside. Why should not 
these things be so? Many of these 
people, who can afford it, have been 
educated in Europe and go there when- 
ever possible. Their traditions are 
European, not African. They know 
more of foreign language than the cor- 
responding groups of Americans and 
are more likely to talk m English to 
you than you are to talk in French to 
them. Like gentlemen they respond 
at once to courteous treatment and 
like gentlemen they resent condescen- 
sion or overbearmg manners. Too 
often they have received the latter 
where they had a right to expect the 
former. 

The Two Haities. Geography some- 

There are two 
Haities, not one, though the geographi- 
cal boundaries are the same. The first 
is of Africa, for there is little essential 
difference between rural Haiti and 
Africa. The second is of Europe. ‘The 
first is illiterate, the second, educated; 
one uncouth, the other, polished; two 
languages, two religions. An African 
mass struggling to keep itself alive in 
this physical world; a small handful 
struggling to attain equality with the 
civilized world! Where can a more 
striking contrast be found? 

The Slave Tradition. Haiti is suffer- 
ingfrom a survival of slavery traditions. 
The French masters directed; the slaves 
did the physical labor. When freedom 
came the leaders, usually mulattoes 
(though the men of action, the military 
chiefs, have often been black) tried to 
carry on the old traditions. Educated 
Haiti does not like work, nor has it 
ever learned the dignity thereof. To- 
day your Haitian gentlemen will not 
carry packages from store to house. 
Your high-toned Haitian girl will 
hardly stoop to pick up a handkerchief 
dropped on street or in church, though 
she will call a servant to do this. Haiti 
has no work ideal, and whenever possi- 
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ble the lower classes follow the example 
of the upper. You call on Miss A— 
and are met by the maid of Miss B— 
who will go one hundred yards to get 
the maid of Miss A—to have her find 
out whether Miss A—is in or not, while 
all the time Miss A—is within call and 
hears the conversation. The house- 
owner waits for half an hour for the 
return of the servant sent to carry a 
step ladder to the house across the 
street and finds that the servant has 
been standing at the gate hoping to find 
a laborer whom he can hire to return 
the ladder, for such labor is beneath 
the dignity of the house servant. 


The young man recently given 


a position as chauffeur at a salary 
which means comfort to his mother will 
surrender his position rather than hold 
the reins of the horse when your wife 
rides into the yard and finds the yard 
boy gone. The chauffeur of the ma- 
chine bringing a friend to get the trunks 
of an officer and finding only one ser- 
vant at the house will go a mile to bring 
up a couple of prisoners with a guard, 
rather than help carry-the trunks. 
The gentleman in straitened circum- 
stances coming to sell you a few books 


will arrive empty-handed, and a small - 
boy, hired for the purpose, will come | 


in a few minutes carrying the books. 
The transaction finished, the former 
owner of the books will probably de- 
part in a cab for it is not customary for 
gentlemen to walk in the middle of the 
day. The only employment, then, 
befitting the gentleman is clerical or 
professional labor. To many this 
means a government position for tech- 
nical training is not common and in 
Haiti, as elsewhere, the only place where 
training and ability are not needed is 
in government service. Yet work must 
be done. By whom? 

The Masses and the Classes. 
won its freedom but in a very real 
sense traded masters, substituting 
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mulatto for white. For forty years or 
more, the rulers had tried various de- 
vices of compulsory labor to get the 
fields cultivated, yet production de- 
creased. They wrote glowingly of 
agriculture but the state has never 
done anything for agriculture save to 
establish a fête and to permit the 
agriculturist to pay most of the taxes. 
It puts no tax on the land but it puts 
a heavy tax on the chief export, coffee, 
which must be paid by the poor peasant 
who gathers it. It refuses to tax the 
manufacture of liquor but it taxes the 
export of cacao. The burden is all 
thrown on the poor man. The result 
of all this is that while there is patriot- 
ism in the sense of love of country in 
the upper classes there is none in the 
sense of sacrificing self for country nor 
is there any real-appreciation of the 
basis of public welfare. The country 
has been governed for the interest of 
the upper classes. 

` Public Morality. Haiti has not yet 
learned that a public office is a public 
trust. In America we have trouble 


-with individuals who violate this stand- 


ard, but in Haiti it is expected that 
the official should “graft” or “faire 
Calypso” as it is termed. Govern- 
ment offices have been looted by 
out-going administrations; everything 
movable in government ships has been 
carried away. You wonder at the fine 
houses in Port-au-Prince till you learn 
the customs. One of the finest was 
built out of “surplus materials” of the 
palace; another, from the “remains” 
of the Cathedral. The negotiation of 
the sale of a warship to Haiti en- 
abled one official to construct a fine 
residence. A writer states that 5,000 
gourdes was the price for voting in favor 
of a new constitution and 500 gourdes 


‘for a venal contract, and that a deputy 


who accepted 300 gourdes bragged of 
his honesty. He adds that one minis- 
ter demanded 37,000 gourdes for a 
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house for which only 15,000 had been 
paid, and when asked for reasons said 
he had no information to give; where- 
upon the sum was voted. One woman 
expressed regrets to a friend of mme 
that her husband had lost a govern- 
ment position paying $30 a month, not, 
as she hastened to add, on account of 
the $30 but because the position gave 
him a chance to make $1,600 a year. 
In all matters, then, the ;legislators 
have expected their “pots de vin.” 

The head of one of the oldest business 
houses assured me that in the old days 
the real profit came from dodging cus- 
toms dues; another added through 
speculation in gourdes. More coffee 
was always received at Havre than was 
exported from Haiti. All contracts 
and franchises had to be arranged and 
Tam told that a corporation, nominally 
at least, American, gave shares of 
stock to the family of a high official 
even after the coming of the marines. 
An American contractor told me that 
officials had suggested grafting schemes 
tohim. Soit went. Is it any wonder 
that many Haitians today sincerely 
believe that American officials must in 
some way be making extra money out 
of their positions. : 

The Wrong Attitude. ‘There are some 
who will say that all these things are 
indicative of the capacity of the Negro. 
Not so, for they have appeared every- 
where on earth when similar theories 
of government have obtained. The 
fundamental reform needed in Haiti 
is a change in the attitude of the upper 
groups. : 

Government. Barring: the short pe- 
riods when a couple of rulers styled 
themselves emperors, Haiti has always 
been a republic. In reality, however, 
it has always been a military despotism 
as the thirty-nine military posts would 
indicate. Jt has had an ample supply 
of constitutions from 1805, 1806 (when 
it was stated that a new and regenera- 
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five constitution was needed) through 
the years 1816, 1843, 1846, 1859, 1861 
1867, 1874, 1879, 1889 down to the last 
in 1918. The “elections” had always 
been a farce in that they but “elected” 
the man who had seized the power in 
his hands as the “saviour of his people.” 
However, as soon as things were settled 
and the appointments to office made, 
there were more hungry and dissatis- 
fied people on the outside of the admin- 
istration than contented within, and 
the conspiracies started anew. As a 
rule they did not cause great loss of 
life or danger and loss to foreigners. 
One fact in Haitian history not yet ade- 
quately explained is why practically 
all of these revolutions started in the 
North. The later revolt against the 
Americans was in the same district. 
It may be that distance from the 
Capital has been the chief factor as 
some have claimed, but others have 
tried to show that there are differences 
in the people, in the degree of culture, 
ete. The first effort of the revolution- 
ist was naturally to get control of the 
custom houses in order that money 
might be secured. 

The existing organization of the 
Haitian government is simple. The 
executive department consists of the 
President (elected for seven years by 
the National Assembly, and ineligible 
for reélection till one term expires) and 
a cabinet of five members appointed 
by the President, to wit: Secretaries of 
“Foreign Relations and Justice,” ““ Inte- 
rior,” “Finance and Commerce,” “ Pub- 
lic Instruction and Worship,” and 
“Public Works and Agriculture.” The 
republic has two legislative houses: 
the Chamber of Representatives with 
ninety-nine members elected by the 
people and the Senate of thirty-nine 
members elected by the representatives 
from lists furnished by the President 
and the Board of Electors. 

The country is divided into five de- 
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partments in each of which is found a 
commissar directly appointed by the 
government and a man of great power 
for he practically controls all appoint- 
ments of local officials, Under the de- 
partments are the communes, ninety- 
two in number, each administered by a 
communal council whose head is called 
the communal magistrate. The small- 
est divisions are the sections under a 
chief of section. The section and com- 
munal officials receive very small sal- 
aries from local funds arising from sale 
of market privileges, licenses on busi- 
ness, etc. There is much complaint as 
to grafting here as well. Practically 
all local improvements are paid for by 
the national treasury. 

In the judicial system we find at the 
bottom the justice of peace with a 
salary of from $16 to $20. The courts 
are the Court of First Instance, the 
Court of Appeals and the Court of 
Cassation (the Supreme Court). The 
presiding judge is paid $200 per month, 
his immediate assistant, $175, and 
there are nine judges at $150 a month. 

According to all accounts many of 
the lower judges are incompetent. 
As one critic put it, perhaps 30 per cent 
of the judges know the law and 50 per 
cent can use it; the rest are worthless. 
The Haitians themselves have little 
confidence in the courts. One prom- 
inent lawyer said he could win any case 
for $1,000. He assumed, of course, 
that his opponent did not have $2,000 
to spend. Some of the higher judges 
are able men. Haitian lawyers seem 
to prefer to settle cases out of court if 
possible. 

Casesin Court. Little dependence is 
placed on the courts by foreign resi- 
dents. Let a few cases suffice: 

A firm arranged with a local agent 
to purchase 10,000 pounds of tobacco 
of a certain quality. Being told that 
this purchase had been made, it investi- 
gated and found a very poor quality, 
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which it refused to accept. Suit was 
brought and the court ordered payment 
for the entire amount, even though 
it was shown that the agent had only 
about half of the contracted amount m 
his warehouse. l 

A British subject paid a garage man 
$53 for repairs on an automobile es- 
timated in advance at $19. Inciden- 
tally he found that garage man was 
using it without his permission. Dis- 
gusted, the owner decided to sell the car. 
He sold it in eight days. Four months 
later, the garage man demanded 
$25 as commission on sale. When 
refused he used threats, then presented 
a bill of $40 for storage. When this 
too was refused, he brought suit. The 
owner was not told when the case was 
to be heard. On the testimony of the 
garage man, without hearing the owner, 
the court gave a verdict of $40 to the 
garage man plus 100 gourdes ($20) for 
moral damages. 

Several thefts occurring in a certain 
boarding-house, a lieutenant of the 
Gendarmerie arrested all the servants 
who could have had access to room 
from which the money had been taken. 
One servant practically confessed. An- 
other brought suit for damages, claim- 
ing her reputation was injured. It 
happened that the suit would not lie, 
being brought against a foreign vice- 
consul, but the lawyer fully expected 
to win. The only connection of the 
vice-consul with the case was that he 
had lost the money and notified the 
police. 

A provoked American struck a na- 
tive boy. Suit was brought. The 
American sent a doctor to examine the 
boy and the doctor returned a bill of 
$500 for services. He accepted $100 
in settlement. The American had 
two short conferences with a lawyer 
who returned a bill for $2,500 but ac- 
cepted $650 in settlement. ‘The Amer- 
ican did not dare let these bills go be- 
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fore a native court, yet the lawyer had 
charged more than he was car ning in 
two years. ! 

One merchant imported shirts of a 
peculiar pattern not elsewhere on sale. 
One day a man wearing such a shirt 
entered the store. Examination at the 
custom warehouse, where the.shipment 
had been left, revealed the fact that 
ninety shirts had been stolen. The 
man could not tell a straight story as 
to how the shirt had come! into his 
possession. Yet, as there was no 
direct evidence, he was discharged and 
started a counter suit for moral dam- 
ages, which had cost the merchant 
1,500 gourdes up to the time [ left. 

An American firm bought a quality 
of coffee but examination showed that 
some of the bags contained stones only. 
Yet the court ordered payment in full. 

Attitude towards Property. In Africa, 
it is stated, food is tribal and not pri- 
vate property. That is the opinion 
of the Haitian. The universal story 
of Haitians and foreigners alike is that 
foodstufis (and practically anything 
else) will be stolen. If you sée yellow 
oranges on a tree in Jiaiti you may 
know that they are bitter. No sweet 
orange ever gets that color on the tree. 
Gardens must be constantly watched. 
A Belgian told me that on a banana 
plantation of his compatriots they got 
no bananas until several natives op- 
portunely died. The peasant leaving 
his cabin unguarded must bury or 
earry with him all his possessions, and 
even then he fears to find the doors 
stolen on his return. In town every- 
thing must be taken off the porch at 
night and locked up if it is desired to 
keep it. 

I do not mean to imply ‘that all 
Haitians are thieves but enough to 
make property somewhat of a nuisance. 
There is no danger of your automobile’s 
being stolen, for it cannot be hidden, 
but it may be used without your knowl- 
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edge. One friend of mine was ordered 
to pay $1,000 for injury done to a 
woman by his chauffeur, when at the 
time he had supposed the car was 
standing infront of his place of business. 
Such an attitude towards property is a 
serious handicap to development. 
Education. ‘The common statement 
in Haiti is that from 95 to 97 per cent 
of the population can neither read nor 
write. A prominent European resi- 
dent in Port-au-Prince told me that one 
day he stopped on the street and pre- 
tended to be unable to see the hands 
on the large clock above. He asked 
passers-by and not until he had reached 
the seventeenth, a boy of ten, did he 
find anyone who could tell him the cor- 
rect time. ‘The Americans have found 
teachers who could not sign their 
names or add sums of money up to 
thirty gourdes; music teachers, who 
knew no musicand could play no instru- 
ment. Here too was graft. Rent was 
paid for school buildings burned years 
before; salary to a teacher who ad- 
mitted not having entered the building 
in years. Although on paper there is 
a complete system of schools in the 
country with attendance obligatory 
and tuition free, there are no publicly- 
owned buildings. The schools are 
scheduled to open in October and close 
in duly. On paper, there are some 900 
schools but the enrollment is admit- 
tedly only about 40,000, and an Amer- 
ican who studied them carefully stated 
that in 1920 the actual attendance was 
not more than thirty per cent of this 
number, say 14,000, with as “many 
more, perhaps, in the schools under 
the charge of the French Fathers and 
Sisters. This same investigator re- 
ported some 1,300 teachers on the list, 
the average salary paid primary teach- 
ers being about $7 a month, the actual 
payments ranging from $4 to $15. 
Some of the town schools are pretty 
good, although there is a feeling that 
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they have suffered in recent years. It 
is admitted that the church schools are 
by all means the best. The average 
attendance in the public schools seems 
to be about ten pupils to each teacher. 
In Port-au-Prince with a population 
of 100,000 there are not more than 
7,000 pupils. 

The condition is deplorable and the 
worst aspect of it to me is not the pov- 
erty of teaching material or the in- 
ability with present income to pay 
living wages or extend the system. 
But I could find few indications of a 
genuine and widespread belief in public 
education. There are highly trained 
and able men who have come up from 
the public schools, yet those in power 
are only too willing to tell the people 
that they will do the thinking for them, 
an attitude not unknown even in 
America, What I mean is that until 
the dominant group see that they and 
their country are held back by the ig- 
norance of the masses there is not 
likely to be a great movement in favor 
of public education unless some out- 
side stimulus Is supplied. Many peo- 
ple now favor the exténsion of educa- 
tion who do not see any way to get it. 

So much for the Haitians as they are. 
Let us now consider the use made of 
the country, and its future possibilities. 

Ports. There are twelve ports open 
for foreign commerce. Of these only 
Port-au-Prince is equipped with a 
wharf. At the rest, lighters are nec- 
essary. Some of the ports are practi- 
cally open roadsteads, dangerous at 


times. ‘There are two lighthouses, one ` 


at Mole St. Nicholas, the other at 
Port-au-Prince. As vessels are for- 
bidden to enter or leave before sun- 
rise or after sunset without special per- 
mission, this second light has little 
utility. l l 
Railroads. There exist several 
stretches of what will be a through 
road from Cape Haitien to Port-au- 
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Prince which, when completed, will 
open up part of the interior. At present 
the road borders the ocean most of the 
way and was constructed primarily for 
military purposes. The line from Cape 
Haitien runs south some twenty-four 
miles to Bahon and handles some local 
business. The second line in the vi- 
cinity of Port-au-Prince handles a cer- 
tain amount of passenger traffic to 
Leogane but is primarily a cane-carry- 
ing road. The future of railroads in 
such a rough country is very problem- 
atical. A short branch serves as a 
street car line in the Capital. 

Roads and Other Communications. 
Much headway has been made in re- 
cent years but there is great need of 
roads into the interior, as for instance, 
the upper Artibonite valley. Some 
system of trails in the hills, modelled 
perhaps on that in. the Philippines, 
would be of great value for the bulk 
of the produce is carried on animals. 
There are thousands of trails now but 
they are usually in bad condition. 

The larger towns have telephone 
systems and the country is fairly well 
provided with telegraph and postal 
service. There is cable connection 
with Europe and America and inade- 
quate wireless service. Information 
spreads rapidly from mouth to mouth. 
Military men tell me that they never 
make a patrol or mspection without 
finding themselves expected at the des- 
tination. 

Steamer Service. Regular passenger 
service from most of the ports to and 
from New York is maintained by the 
Panama line while the French line has 
a, direct steamer to Europe about once 
a month. A Dutch line has regular 
cargo boats for Europe. ‘There are 
many sailing boats about the coast and 
more or less regular connections to 
Santiago, Cuba. l 

Commerce. The chief exports of 
Haiti are coffee, cotton, cocoa, sugar 
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and dye woods. ‘The chief imports are 
foodstuffs, cloth, iron and steel, and 
soap. The figures on main articles 
for the year ending BEA 30, 1919, 
are as follows: 


Imports 

Wheat Flour. ..............005- $9.7 08,772 
PCC ha ee Sen we Sean's 1,123,658 
Meats 8 beset ered enar win weed, ieee l 191,847 
Other foods. ....... 0... cee eae 1,834,934 
OAD «irs eee eT eka aes 839,756 
CIGEN PERA EE E Santee eke 4,789,814 
Tron and Steel... 02.00.0000. 731,227 
Tobat; aa Seeds EO 381,844 
Liquor, beer and other averse: 129,212 
Automobiles... 2.0.0.0... e0ee 70,996 
Agricultural implements......... 32,003 

sc 1 Se ne ee | $17,117,608 

Exports 

Coleen eaae a aaa : $16,407,233 
Cotton (incl. seed). ............ 1,933,576 
COCO8 ss econ dca blah eee te ak bas 648,395 
Lopvood ersero I wae teed i 578,698 
SAET: 40s E ETE ene ene 506,959 
Goat skins... 0... ccc eee eee 369,959 
Hides orar Oena wa bane es 149,992 
FONE Y sbi sccedocg ees oe pale nee 260,565 
Castor Beans... 0.2.2.0... ce eee 231,453 
Lignum Vitae.............-.55- 70,825 
Mahowany ... i nc ca tains ewes l 4,436 

TOW AE E EE 921,400,084 


The three chief ports for imports 
are Port-au-Prince ($9,597,499), Cape 
Haitien ($2,301,909), Cayes ($1,469,- 
278) or $13,318,687 of the total; for 
exports, Port-au-Prince ($7,450,599), 
Jacmel ($3,256,580) and Cape Haitien 
($2,933,689). In 1919 ninety-three 
per cent of the imports were from the 
United States, while of the exports 
forty-four per cent went to the United 
States and fifty-two per cent to France. 
To some extent this Is an indication of 
war-time conditions, for Haiti has pre- 
ferred to trade with France, but in part 
it is an index of a growing dependence 
on the United States. 

Industries. There are thousands of 
little booths along the roadsides and 
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of small shops of all sorts in the towns, 
and there are many tailors and shoe- 
makers. “Big business” is largely in 
the hands of foreigners. At an early 
period the French seem to have been 
dominant; in later years, prior to the 
World War, the control had passed to 
the Germans. Germans had built the 
wharf at Port-au-Prince and one of the 
railroads. These have passed into 
American hands, nominally at least. 
American concessionaires had built the 
other railroad. There were no other 
American enterprises in the country 
of any importance. In recent years 
a plantation company has invested 
about $1,250,000, chiefly in the St. 
Michel Valley. There is a small fac- 
tory for the extraction of dyes near 
Cape Haitien and in 1921 a company 
was formed to grow and can pineapples, 
also at Cape Haitien. Several Ameri- 
cans have entered business in various 
towns. There is a cigaret factory at 
Port-au-Prince. The City National 
Bank has purchased the Banque Na- 
tionale and become the strongest finan- 
cial undertaking in the country. The 
American Foreign Banking Corpora- 
tion tried to get a foothold but found 
business unprofitable and withdrew 
in 1921. The Royal Bank of Can- 
ada, a strong institution, has several 
branches in Haiti. 

Poverty. From what has been said 
it must be evident that the Haitians 
are poor. This is perhaps the first 
strong impression the visitor gets. 
Only a poor people will work for twenty 
cents a day, the prevailing wage today. 
Only hungry people will pick and de- 
liver coffee for three cents a pound, 
which is all the peasants got in 1921. 
One can even understand the reply of 
the President in days gone by when 
complaint was made to him that the 
Haitian coffee brought a low price in 
Europe because it was so dirty and full . 
of stones: “But we get three cents a 


` woods. 


Hartt 


pound export duty, stones and all, do 
we not, even though you say that one- 
third is stones?” “Yes.” “Then let 
the old law stand.” Need Haiti be so 
poor? 

Agricultural Possibilities. In spite 
of the dense population of, Haiti which 
is now beginning to overflow into the 


- Dominican Republic, the soil can be 


made to produce much more than it 
does today. The hillsides where the 
rainfall is adequate might be covered 
with valuable woods and with fruit 
trees yielding far greater returns to the 
cultivator than do the few vegetables 
he grows today. The'wonderful moun- 
tain scenery, only a few days from New 
York, might he made very attractive 
to those seeking to escape our cold 
winters. The plains have great pos- 
sibilities which are unrealized today 
for their soil is rich. The production 
of sugar, cacao, etc., is only a small 
fraction of what it might be. Let us 
examine them a bit. 

One who rides out to Cape Haitien 
over the plain of the North which 
stretches from the ocean back to the 
hills, on one of the highest of which 
are perched the ruins of the famous 
“Citadel,” will find some 70,000 acres 
of level land. The soil is of humus and 
black clay to a depth of twelve to four- 
teen inches, with subsoil of mixed clay 
and sand to the water-table at ten feet. 
There are no stony outcrops. The 
soil is suitable for cane, pineapples, etc. 
Yet today it is largely overgrown with 
Agriculture is possible with- 
out irrigation but there are three small 
streams flowing through the plain. 
Everywhere the tourist sees ruins of 
old gateways and stone walls encir- 
cling acres of land. He rides down a 
muddy path in the centre of what was 
once a wide avenue. He crosses brick 
culverts built perhaps one hundred and 
fifty years ago. Before long he real- 
izes that this must at one time have 
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been a garden spot, and such it was, for 
here was the centre of the old French 
culture and from here went enormous 
quantities of sugar, 24,000 tons in 1796, 
Probably there are not more than 500 
acres of cane here now and practically 
none has been grown for a century. 
The second plain is on the west 
coast, the Artibonite, between Go- 
naives and St. Mare with some 20,000 
acres of level land. Here the country 
looks lke Arizona. The Artibonite 
twenty-five miles from the mouth is 


‘running about a billion gallons of water 


every twenty-four hours, entirely un- 
used. Here the problem is difficult 
for the Artibonite will be hard to dam. 
It is here the French once installed 
what appear to have been the first 
steam pumps in the new world and I. 
am told their remains are still to be 
found. 

About seventeen miles north of 
Port-au-Prince, the plain of ‘“‘Arcahaie”’ 
stretches some twenty miles along the 
coast with a width of from two to five 
miles, some 30,000 acres. This has 
been under cultivation for a century. 
‘There are now some 5,000 acres of cane, 
8,000 of plantains and 3,000 of minor 
fruits. The soil is easily worked but 
is depleted. There are five small 
streams, four of which were used by 
the French for irrigation. The works 
have not been kept up. 

Just between Port-au-Prince and 
Lake Saumatre lies the plain known as 
the “Cul-de-Sac,” containing some 96,- 
000 acres of which 70,000 are adapted 
to cane, the balance being mostly 
low marshes of which 10,000 acres are 
valuable for pasture in dry seasons. 
This was entirely cultivated by the 
French but today 30,000 acres are 
wooded. By the proper development 
of irrigation projects, for the rainfall 
is Inadequate here, it is believed that 
1,260,000 tons of cane could be grownon 
this plain. Just west of Port-au-Prince 
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is the little plain of “Carrefour” of 1,700 
acres, 1,200 suitable for cane. Three 
thousand tons of cane is the estimate 
of possible production. 


A little further west is the plain of . 


“Leogane” with dark rich soil which 
reminds one of the Mississippi Valley. 
It contains some 20,000 acres, all good 
cane ground, with an estimated possi- 
bility of 350,000 tons. There is a 
good deal of cane here but it does not 
seem to be well cared for, the produc- 
tion seeming to average about ten tons 
an acre. l 

On the south shore is the plain of 
“Cayes,” rich soil of some 150,000 
acres of which perhaps 10,000 are now 
in cane. Here the rainfall. is some 
seventy-five inches and irrigation is un- 
necessary. Within sight of the town of 
Cayes is the little island, Ile de Vache, 
with a central plain of some 8,000 acres 
on part of which cane might be grown, 
though it is used for grazing land today. 

The French in 1791 with 792 mills 
produced 163,500,000 pounds of sugar. 


Tur ANNALS OF THE AMERICAN ACADEMY 


From the revolution down to 1919 no 
sugar was exported. In the year 1919- 
20, 8,798,877 pounds were exported— 
the product of one American-owned 
mill. 

Haitv’s Need. This summary in- 
dicates that there are great opportuni- 
ties in Haiti, if. Now what is this “if”? 
Primarily, stable government. This 
is, of course, not the sole factor, but it 
is one great fundamental which Haiti 
has lacked. So far as I can learn, it 
has never been the practice for either 
Haitians or foreigners to invest their 
capital in Haiti in any enterprise not 
under their immediate control. In 
Jarge measure this has been due to the 
many uncertainties surrounding prop- 
erty. If there is to be a solid and 
substantial development in Haiti some 
way must be found to induce the 
residents to make investments at home 
and thus to gain a personal interest 
in the use of the land, the organization 
of the markets, and all the other essen- 
tials of communal welfare. 


CHAPTER II 
The Military Intervention 


LTHOUGH the United States had 
always respected and upheld the 
independence of Haiti, it became in- 
creasingly worried over the situation 
after 1900. Sam, Alexis and Simon 
were overthrown and exiled; Leconte 
was blown up with the palace} Auguste 
was poisoned; Oreste and Zamor were 
exiled and the latter kiled on his 
return—all between 1900 and 1915 
when Guillaume was killed. Haiti was 
heavily indebted to French and Ger- 
man bondholders, and, to a lesser ex- 
tent, to English. These countries 
were beginning to send representatives 


with reference to collection and once 
or twice money had been collected by 
force. Moreover after 1912, there came 
to the State Department evidence 
that Germany was talking to Haiti 
about a loan of $2,000,000 to be se- 
cured by certain port rights, control of 
customs, and rights in a coaling station 
at Mole St. Nicholas. All of this 
seems to have happened without the 
knowledge of the American Minister 
to Haiti, a man who had had no 
previous diplomatic experience. Ger- 
many denied the charge but added to 
her denial made in 1914, the state- 
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ment: “The German Government has 
- joined with other European govern- 
ments in representing to Washington 
that the interests of European coun- 
tries in Haiti are so large that no 
scheme of reorganization or control can 
be regarded as acceptable unless it is 
undertaken under international aus- 
pices.” This challenge to the Monroe 
Doctrine could not be ignored. More- 
over the incessant revolutions in Haiti 
were producing a state of anarchy. 

During the six months’ rule of Zamor 
.in 1914 it was rumored in Haiti that 
Washington was negotiating with him 
and the report was used against him. 
In October, 1914, the Haitian Senate 
passed the following resolution: “‘The 
Senate, after hearing the denial of the 
Secretary of State for Foreign Affairs, 
of the existence of negotiations be- 
tween the National Administration 
and the government of the United 
States, declares its satisfaction with 
his explanation and condemns any 
kind of treaty.” On November 7, 
1914, Theodore replaced Zamor as 
president, and early in December the 
American Minister (then Mr. Bailly- 
Blanchard, who for a generation had 
been secretary of our legation in Paris 
and knew French perfectly) made cer- 
tain proposals with reference to the 
control of the custom houses and on 
December 10, 1914, submitted a proj- 
ect for a convention. On December 
15 this was peremptorily refused and 
the matter was dropped with the 
statement that the United States “was 
actuated entirely by a disinterested 
desire to give assistance.’’ 

By March, 1915, Vilbrun Guillaume 
Sam was president of Haiti and a com- 
mission of two men from Washington 
arrived, claiming to be agents of Presi- 
dent Wilson. Their powers were chal- 
lenged and they soon left. In May, 
Mr. Paul Fuller, Jr., was sent to Haiti 
with the title of Envoy Extraordinary. 
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On May 22 he submitted a proposal 
covering the following points: 

(1) The United States will protect 
Haiti against all foreign attack. 

(2) The United States will assist 
Haiti to suppress insurrection by the 
use of all forces needed. 

(3) Haiti agrees not to sell or lease 
Mole St. Nicholas in any way to any 
foreign government or the nationals 
thereof. 

(4) Haiti agrees to enter into arbi- 
tration agreement for settlement of 
foreign claims. 

To this the Haitian Government re- 
plied on June 4, 1915, accepting clauses 
1, 3, 4, and adding a fifth to the effect 
that in case of disagreement with ref- 
erence to this convention the difficulty 
should be submitted to the Hague. 
Clause 2 was changed to read that the 
United States would facilitate the en- 
trance of capital to Haiti for business 
purposes, would aid in unifying the 
debt, in modifying custom guaranties, 
and in establishing monetary reforms. 
To accomplish these ends Haiti would 
employ only trustworthy men in the 
customs’ service and would organize a 
rural mounted constabulary. If neces- 
sary, after consultation between the 
two governments, American troops 
might be employed to suppress in- 
surrection in Haiti to “be retired from 
Haitian territory at the first request 
of constitutional authority.” After ex- 
change of notes Mr. Fuller left on 
June 5 and further discussion was pre- 
vented by another revolution. 

Arrival of the Marines. Cape Haitien 
being threatened by a revolutionary 
army, marines were landed on June 15, 
1915, from the French cruiser, Des- 
cartes, of the allied patrol fleet. This 
action forced the hands of the United 
States, which seems to have had no 
thought, let alone plan, of active in- 
tervention. In July, American marines 
landed in Cape Haitien from U. S. S. 
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Washingion and U.S. S. Eagle. The 
latter was left at the Cape, and on July 
26, 1915, the Washington ‘sailed for 
Port-au-Prince. The next day 160 or 
more political prisoners, ' including 
members of many prominent families, 
were murdered by order of the presi- 
dent,.who took refuge in the French 
legation. ‘The official immediately re- 
sponsible for the massacre was taken 
from the Dominican legation ‘and killed. 
The English and French representa- 
tives cabled for warships. On July 28 
the president was dragged from the 
French legation and cut to pieces. 
Rear Admiral Caperton at once landed 
marines from the Washington and 
U.S. S. Jason was ordered to bring all 
available men from Guantanamo. Pos- 
session of the city was taken’ with little 
opposition. On July 30 the French 
cruiser, Descaries, arrived dnd landed 
a legation guard. On August 12 
Dartiguenave was elected . president. 
On August 16, at the request of the 
State Department, Admiral Caperton 
was ordered to take charge of the cus- 
tom. houses and to use the receipts for 
organizing a constabulary, for public 
works, for the aid of discharged soldiers 
and relief of the starving populace, and 
for the support of the Dartiguenave 
government. This was done against 
the protests of the Haitian Govern- 
ment. 

A large part of the people were well 
pleased with the advent of the Amer- 
icans, but many politicians who saw 
their plans checkmated iwere, and 
have continued to be, antagonistic. 
Bands of “cacos,” the local term for 
revolutionary bandits, which also in- 
cluded all sorts of lawless and criminal 
gentry, roamed the hills and offered 
opposition to the Americans wherever 
possible. It should not be forgotten 
that these men lived by theft and rob- 
bery, as a rule doing no work, and that 
the poor peasants of the hills have 
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suffered the most through loss of stock 
and crops. In some sections practi- - 
cally all the domestic animals were 
killed or stolen. The suppression of 
these bandits was a slow process and 
the last of the bands was not broken up 
till the summer of 1921. These trou- 
bles have all been in the north central 
and eastern sections of the country; 
the whole southwestern peninsula has 
been quiet almost from the first. 

In attempting to judge of what has 
been accomplished certain factsmust be 
kept in mind. Here is a country where 
a small number of intelligent, edu- 
cated and sometimes unscrupulous men 
control a great mass of ignorant peas- 
ants. It is a country where the tradi- 
tion of having overthrown the flower 
of the French army still survives and 
where orators still boast of their ability 
to overcome any invader, a land where 
the simple peasants still believe that 
they can be rendered immune from 
bullets by charms. The caco leader, 
Benoit, carried a book of charms with 
him and yet evidently was a bit skep- 
tical for when urged, only a couple of 
days before his death, to surrender, 
he said -he did not dare to for his 
followers would kill him if he admitted 
his inability to win out. Given the 
conditions of the country which make 
life easy and capture difficult it is clear 
that the suppression of opposition is 
difficult. So the Haitian presidents 
have always found. 

The fact is, then, that a large per- 
centage of leading Haitians were thor- 
oughly despondent over the situation 
and were ready to welcome any force 
that promised to give them peace and 
order. They fully expected that the 
Americans would take complete con- 
trol and work order out of chaos. In 
fact they expected the impossible. 
When, for reasons we shall consider 
elsewhere, the new day did not come 
promptly and in all its glory, they lost 
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faith both in the ability and the sin- 
cerity of the Americans. ‘There were 
plenty of persons shrewd enough to 
capitalize this natural reaction to their 


own advantage and to foment an an- . 


tagonism which is by no means as great 
as it appears. Let us now return to 
the main course of events as they affect 
the military forces. 

The Corvee System. Withm a year 
from the arrival of the marines the 
country was quiet save for sporadic 
outbreaks of cacos, and the year 1917 
was- relatively uneventful. In the 
effort to suppress these bandits one of 
the greatest difficulties was presented 
by the lack of roads. General Butler, 
in 1917, revived a law, dating from 
1865, requiring citizens to work on lo- 
cal roads and thus initiated the corvee 
system. The execution of this law 
and the general supervision of the road- 
work was turned over to the Gendar- 
merie. Prominent American residents 
of Haiti have told me that they advised 
against this system but were met with 
the answer that it was a military ne- 
cessity. At first there was little opposi- 
tion. The communities were glad to 
have roads and codperated. Soon, how- 
ever, dscontent arose. Instead of work- 
ing near their homes, men were being 
taken, sometimes driven manacled 
under charge of Haitian gendarmes, 
several days’ Journey on foot from their 
homes. It is alleged that in some 
places no shelters were provided. The 
Americans made provision for food 
but later it was discovered that the 
natives in charge did not give it to 
the men or did not turn over more 
than a small part of the money allot- 
ted for food. In practice, too, the local 
head, known as the “Chef de Section, ” 
whenever called on for men sent whom 
_ he pleased, even destroying the cards 
showing that given individuals had 
done their share. He thus favored 
his friends and punished his enemies. 
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Some individuals worked two or three 
months instead of the two weeks 
theoretically required. Many, natu- 
rally enough, took to the hills. 

In other cases the mistaken zeal of 
Americans fomented opposition. An 
American tells me that one day he was 
riding with a major and a heutenant. 
The major criticised the lieutenant be- 
cause the men were not working on 
the roads. The latter replied that it 
was the planting season and that he 
had given the men two weeks on their 
promise to return at the end of that 
time to the road work. The major ob- 
jected, saying that he would be held 
to blame, and insisted that the men be 
called out at once. The lieutenant 
refused to break his promise and so 
was transferred and replaced. This 
was the beginning of trouble in that 
neighborhood. 

Where the men were tactfully han- 
dled and fairly treated, different results 
were secured. Captain B who had 
charge of the section between St. Mare 
and Pilboro Mountain not only finished 
it but, when ordered to go on to the 
next section, carried some 800 men as 
volunteers with him. He managed 
things so that each gang of thirty men 
had a cook. A regular diet with meat 
once a day was provided and the men 
were paid two gourdes (40c) a week. 
Captain B —— lived with the men and 
was the only white man with them. 
He had as high as 8,000 men working 
under him. The men worked about 
ten hours a day, work stopping at noon 
on Saturdays. In the south near 
Cayes the work was so managed that 
local merchants contributed consider- 
able money and after the stop order 
was issued there was a petition that 
the work be continued. Elsewhere 
there scems to have been some graft 
by gendarmes and local officials who 
let men off on payment of bribes. 

It was not the system itself, then, 
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but the way it was handled that seems 
to have been at fault. As one priest 
put it, the worst feature was that it 
gave the unscrupulous leader the 
chance to tell the natives that the 
whites were trying to reintroduce 
slavery, and that it made the men 
afraid to come to the towns lest they 
be seized. So great was the outcry 
that it was stopped on October 1, 1918. 
At this time there were no marines 
in the interior and the commander of 
the north either permitted ‘or ordered 
the corvee continued in the Hinche- 
Maissade district. The facts were dis- 
covered by chance, the corvee stopped 
and the court-martial of thecommander 
advised, but in some way He seems to 
have escaped. .I was told by that 
in his presence General - called this 
man a murderer and a liar and unfit to 
be in the service but added that for 
the good name of the Marine Corps he 
would have him transferred. When 
it became known that the corvee had 
been ordered stopped, the antagonism 
against its continuance is easily under- 
stood. Well-informed men have told 
me that it would have been an easy 
matter to have got all the men needed 
for a small payment and that the total 
cost to the United States would have 
been vastly less than that!of the sup- 
pression of the rebellion which was oc- 
casioned, though not wholly caused, 
by the system. In my opinion this was 
the greatest mistake made 'by the Ma- 
rine Corps in Haiti. It: should be 
added that the law itself has not been 
repealed and that American officers 
since have been able to get much work 
done on local roads by appealing to 
local pride and self-interest. 

After January 1, 1919, there was a 
great increase in caco activity which 
compelled the establishment of garri- 
sons of marine in the interior, the con- 
stant patrolling of the country and 
many armed encounters with consid- 








peasants. 
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erable loss of life. It happened, of 
course, that the men fomenting this 
actavity, and to some extent directing 
it, supplying arms and ammunition at 
times, etc., were safe and sound in 
Port-au-Prince and the Cape. The 
number of marines in the country was 
increased from about one thousand 
to over two thousand and has since 
been kept at the latter figure. After 
the foolish and futile attack on Port-au- 
Prince early in 1920, when the leaders 
seem to have expected a mass uprising 
of the people, organized warfare de- 
creased and it became a problem of 
protecting isolated hamlets against 
the attack of cacos for, I repeat, the 
chief sufferers have been the Haitian 
Patrols are now maintained 
largely to give confidence to the people, 
for the bandits are gone. So quiet and 
law-abiding are the people that I 
would not hesitate to go anywhere in 
Haiti at any time and unarmed. It 
may be said, then, that at the present 
time there is no military problem what- 
ever in Haiti, but there is and will con- 
tinue to be a police problem. It should 
not be forgotten, however, that only 
the presence of the marines makes pos- 
sible the continuance in office eof the 
president and the peaceful functioning 
of the government. In this connection, 
let me add that the bills for the Marine 
Corps are all being paid by the citizens 
of the United States, not, as many 
Haitians believe, and as some Ameri- 
can writers have intimated, by the 
Haitian Government. 

Gendarmerie. One of the first efforts 
of the Marine Corps was to establish a 
Gendarmerie of Haitians, officered at 
first by Americans with the plan of 
gradually replacmg these by compe- 
tent Haitians. On July 1, 1921, there 
were 2,532 gendarmes officered by 16 
Haitians and 122 Americans. Four 
of the Haitians were first lieutenants 
and it was expected that three others 
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would soon be advanced to that rank. 
Privates in the Gendarmerie are paid 
$10 per month; corporals, $15; ser- 
geants, $20; first sergeants, $25; all in 
addition to 15c a day allowance for 
rations and lodging. The total cost to 
the country per year is upwards of 
$1,000,000. The Americans are drawn 
almost exclusively from the Marine 
Corps. To secure good men and hold 
them it is provided that in addition 
to their pay from the United States, 
the Haitian Government should add 
sums which run from $250 per month 
for colonels, $150 for captains, to $39 
for second lieutenants. The United 
States Congress passed a special act to 
allow the men to accept this service. 
An. officer, providing his own car, as 
many do, is allowed thirty gallons of 
gas a month and may bring his car in 
duty free, but has to pay this duty if 
he sells the car outside of service ranks. 
As a rule a man occupies one rank 
higher in the Gendarmerie than he 
holds in the Marine Corps. This force 
is scattered in all the communities and 
rural districts of the country. It is 
uniformed, the suits being made in the 
prisons, and is the police force of the 
nation replacing the old army which 
was disbanded at the time of the Oc- 
eupation. It gives great promise of 
future usefulness. 

The Haitians complain that the pay 
given them is so small that the best 
grade of men will not enlist and that 
many cacos and other unfit men are 
enrolled; also that many incompe- 
tent Americans have been appointed. 
There is a measure of truth in the 
claims. Yet the pay is not small judged 
by Haitian resources and compares 
favorably with that availableelsewhere. 


. Many mistakes in appointments have 


been made but there is a steady weed- 
ing out of the unfit. Promotions of 
Haitians have been slower than many 
of the American organizers had ex- 
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pected, but, on the other hand, it has 
been hard to find Haitians whose stand- 
ards approached those expected by the 
Americans. It will take a long time 
to dislodge the belief that office is to 
be made a source of personal revenue, 
and it is difficult to prevent abuse of 
power. Some of the marines advanced 
from the ranks to become lieutenants 
in the Gendarmerie lacked the neces- 
sary tact and executive capacity and 
some of the commissioned men lacked 
the proper personality. Again some 
curious errors have been made in 
Washington. I recall that one captain 
in the Gendarmerie with a long service 
record in the Marine Corps, who had 
been a splendid success and received 
high praise from his commanding 
officers, was reduced to the ranks and 
practically driven out of service by the 
“plucking board” at Washington, . 
while a lieutenant under him, who 
chanced to have been sent to France 
while the captain was kept in Haiti, 
was given a permanent berth. 

On the whole, my impressions of the 
Americans are very favorable. While 
there are a few sinecures for the men in 
a couple of large towns the average 
officer in little rural communities, living 
in what we would call a shack, isolated 
from all white society and deprived of 
all opportunities for amusement, de- 
serves great credit for his work. Such 
men are often petty kings and it is to 
be expected that they fail at times. 
The evident esteem paid most of them 
by the natives and the answer one gets 
if he suggests replacing them by na- 
tive officers, is sufficient reply to the 


criticisms. It will be a long time be- 


fore they can be replaced to advantage. 
At first the Gendarmerie had various 
duties but now it is almost wholly 
limited to police work. The danger 
that I see is that it may be thought of 
as a military force whereas it should be 
a civil force comparable to the mounted 
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police of Pennsylvania and under civil 
control. | 

Prisons. Great complaint has been 
made of the prisons which are under 
the control of the Gendarmerie. I 
visited most of them and found them 
about the cleanest buildings on the 
island. As buildings they are not 
very satisfactory but no just.complaint 
can be made as to the way they are 
kept. Every reliable witness I saw 
says that they are vastly better now 
‘than in the old days. Formerly 
though the government was supposed 
to allow ten cents a day for food, little 
of the money ever reached ithe prison- 
ers who depended on their families 
or on alms for practically all they had. 
The prisons are said to have been ex- 
tremely filthy as well. ' The total 
prison population averages about 2,000 
‘a day. In May, 1921, there were 
4,179 inmates. During the year 1920 
there were 30,393 prisoners and 1,497 
deaths. During the first six months 
of 1921 there were 9,842 prisoners ad- 
mitted and 229 deaths. ‘I examined 
the charts of prison population and 
found an average of from 40 to 50 
deaths a month; but during the sum- 
mers of 1919 and 1920 the deaths rose 
to about 68a month. The chief causes 
of death were tuberculosis, prison edena 
(probably beri-beri), pneumonia and 
smallpox. The epidemic of edena had 
given the officials grave concern. 
Though the diet was known to be ade- 
quate it was modified and the officials 
hoped the problem was solved. When 
one sees the condition of inmates on 
arrival he does not wonder at a high 
death rate. 
institution problems and have no eriti- 
cism to offer of the way in which the 
prisons are conducted. The inmates 


are better cared for than are the great 


mass of Haitian peasants. : 
Martial Law. Beginning September 
3, 1915, martial law was proclaimed at 


I am fairly familiar with - 
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Port-au-Prince and was gradually ex- 
tended to cover the country. Provost 


courts were established and the press 


prohibited from criticising the Haitian 
Government or the Occupation. It 
was the intention of the Occupation to 
interfere as little as possible with local 
institutions but it felt it could not trust 
the courts. As a matter of fact the 
provost courts seem to have awakened 
little antagonism though there is some 
criticism that their sentences were se- 
vere. The Occupation issued an order 
that no rum was to be sold to marines. 
This order was, and is, frequently dis- 
regarded. In November, 1919, some 
marines sent a Haitian boy to the store 
of one Mangones, to buy rum for them. 
Mangones sold the rum and was sen- 
tenced to six months’ imprisonment at 
hard labor. He claimed not to know 
for whom it was intended and is said 
to have secured his release through the 
intervention of the French consul. On 
September 15, 1920, the provost courts 
were ordered to sit “only for trial of 
offenses that are beyond doubt inim- 
ical to the United States or a viola- 
tion of custom laws.” ‘That there was 
some reason for the earlier doubt was 
shown in the spring of 1921 when a 
native court freed a customs collector 
at Ouanaminte who had stolen some 
$5,000. 

Freedom of the Press. In pre-Occupa- 
tion days no paper dared criticize the 
government unless it could get ample 
protection and editors were often ar- 
rested and papers seized. ‘The estab- 
lishment of a censorship, therefore, had 
little real effect on their activities but 
it gave a chance for an argument that 
might appeal to Americans at home. 
The star case was the arrest and im- . 
prisonment of Henri Chauvet, the 
editor of Le Nouvelliste, the most prom- 
inent paper of Port-au-Prince, for pub- 
lishing on November 22, 1918 an an- 
nouncement of the impending recall 
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of the financial adviser, Mr. Ruan. 
This case was brought to the attention 
of the State Department which upheld 
the court. The amusing thing is that 
the guess was true. 

The fact is that M. Chauvet was 
punished because he violated an ex- 
plicit order of the Occupation and in 
such case we can hardly criticize the 
court, whatever our opinion as to the 
scope of the original order. Later on 
the press restrictions were removed and 
in’ 1921 there began a great campaign of 
abuse and vilification of everything 
American and of the Dartiguenave 
government which would never have 


been tolerated by any previous Haitian ` 


régime. The president became much 
alarmed for his own safety. It was 
useless to take matters to the courts. 
The best people and some of the editors 
did not believe in it but were forced 
to keep silent or go along lest they be 
condemned as traitors. One of the 
leading officials wrote: 


You will readily understand the position 
I have taken when you are made aware 
that the majority of the judges being op- 
posed to the existing state of things, the 
government cannot, until the magistracy 
has been reformed, obtain from them the 
collaboration necessary to a good adminis- 
tration of justice. From a spirit of con- 
tradiction they will always condemn when 
a case is before them if they.believe that 
those are the occasions in which they can 
hurt the government or the Occupation. 
In the same spirit, they, on the contrary, 
acquit murderers and robbers under the 
pretext that the prison régime is too severe 
under the control of the Gendarmerie, 
meaning in reality under the control of the 
Occupation. 


On May 26, 1921 the following order 
was issued: 

While the freedom of the press and of 
speech are practically unrestricted, articles 
or speeches that are of an incendiary nature 
or reflect adversely upon the United States 
forces in Haiti, or tend to stir up.an agita- 
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tion against the United States officials wi 
are aiding and supporting the constitutional ` 
government of Haiti, or articles or speeches 
attacking the President of Haiti or the 
Haitian Government are prohibited and 
offenders against this order will be brought 
to trial before a military tribunal. 


For this action the commanding 
officer was thanked by the Hali- 
tian president. This was immediately 


-tested by one of the papers which pub- 


lished an article with damaging words 
replaced by blanks. ‘The editor was 
arrested and his lawyer tried to con- 
vince the court that only: the Lord 
himself could know what the blanks 
represented. ‘The court thought other- 
wise and a small penalty was imposed 
as a warning. 

Public Works. Another source of 
irritation in connection with the Oc- 
cupation was the taking over by the 
military officials of most of the public 
works, which remained in their hands 
practically till the end of 1917. Even 
after civilian Americans had been ap- 
pointed in accordance with the Con- 
vention there was seemingly great un- 
willingness to turn over the control. 
It is difficult for the civilian to get at 
the exact situation which led to some 
of these moves or to pass judgment 
upon their wisdom. Beyond doubt 
they caused considerable irritation. 
For instance, the control of the ice- 
plant at Port-au-Prince, a German- 
owned enterprise, was taken over and 
as there was a shortage of ammonia 
during the War, all the ice for a time 
was taken for the hospitals, ete., and 
for the Occupation. Thus officers’ 
families were supplied while American 
civilians as well as Haitians went with- 
out. 

It was the Occupation as well which 
forced Haiti to take action against 
Germany and to sequester German 
property. That there was some reason 
for this action is clear when we remem- 
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that the Germans had large con-. 


trol over the business interests of the 
country. The point I wish to make is 
that such action would probably not 
have been’ taken by the Haitians, into 
whose prominent families many of the 
Germans had married. | 

The MarineCorps. .A word is needed 
as to the personnel of the Marine 
Corps. The old standards of the Corp 
were high, both as‘regards men and 
officers. At first the Haitian clubs 
were opened to the officers, who at- 
tended the balls and parties, danced 
with the girls, and to all'appearances 
enjoyed themselves. When the fami- 
lies, prohibited at first, began to arrive, 
not only did an American social group 
grow up, centering in the American 
Club, but a line of ‘social: cleavage was 
created because of the color prejudice. 
It must be confessed that not all of the 
‘Americans treated the! natives with 
due respect and this attitude was re- 
sented, naturally enough. Moreover, 
it was galling to the Haitians to see 
Americans who had never had a ser- 
vant at home putting on airs, raising 
the price of house rents by bidding for 
desirable houses, riding in automobiles 
on which they paid no!duty and burn- 
ing gas which they could buy at a 
little over twenty cents a gallon, while 
. the civilian, native or foreign, was pay- 
ing from seventy to eighty. Unfortu- 
nately, drunkenness was not unknown 
even on the part of high officials and 
their wives, while local standards were 
shocked by the sight of women. in auto- 
mobiles smoking in publie. Although 
such things were infrequent, every in- 
cident was told and retold and helped 
to confirm the suspicion that little 
help could be expected. 

While I saw no American official in 
the Cercle Bellevue:in Port-au-Prince, 
at Cape Haitien the earlier relations 
existed in large measure. During the 
War, with the necessity of sending men 


to .France, many privates were made 
officers, particularly in the Gendar- 
merie. ‘his caused much complaint, 
whatever the merits thereof. With 
the close of the War there came the en- ’ 
listment of a group of young boys of 
decidedly inferior type to the older 
men. Both officers and older men 
commented on this and criticized the 
Washington government for sending 
such material to Haiti. ‘This group is 
being weeded out and the later arrivals 
are of better stamp. It gives me pleas- 
ure to add that with very few excep- 
tions I was very much pleased with the 
men I met, both officers and enlisted 
men. 

To complete the picture I ET add 
a word as to the location of the marines. 
Headquarters are at Port-au-Prince 
and here is stationed the largest body 
of men. There is a training camp at 
Mirabelais, thirty-two miles to the 
northeast, a camp at Las Cahobas, 
seventeen miles to the east, twenty 
miles north another company at Thom- 
mone, Further north companies are 
found at Hinche and Maissade, while 
the headquarters of the north are at 
Cape Haitien. In this way a large 
percentage of the men are kept out of 
the big cities and the average Haitian 
sees few marines save those with the 
Gendarmerie. 

Atrocities: It has been necessary to 
give this outline of the history and 
policies of the Marine Corps before 
considering, the charges of cruelty 
brought against the marines. There 
is no charge that any policy of deliber- 
ate cruelty has been adopted. All 
complaints are against’ individuals. 
Rumor is common; evidence is rare. 
The cases fall into several more or less 
clearly distinct types: 

1. Drunkenness and accompanying 
disorders. Relatively common. The 
Commanding Officer told me that 90 
per cent of his troubles with the men 
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were due to alcohol. Such disturbances 
have seldom been the cause of much 
actual abuse, but have led to fights. 
In some cases natives unwilling to 
furnish alcohol have been threatened 
by marines with guns. One such case 
came under my personal observation. 
In this, as in most others where facts 
became known, the guilty party was 
summarily and severely punished. 

2. Sexual Assaults, Such have been 
perpetrated just as they were in France 
by Americans as well as by Germans. 
I chanced to be present when the first 
complaint in a case of rape of a young 
girl of ten or eleven was presented. 
In this case the man was proved guilty, 
later. admitted guilt and pleaded in- 
sanity: he was sentenced to fifty-one 
years imprisonment on the combined 
counts. Severe punishment has al- 
ways been meted out to such offenders. 

3. Third degree methods to secure 
evidence. Admitted. The third de- 
gree is far from unknown either in 
Europe or America. To a considerable 
extent it must be admitted as justifi- 

ble under field conditions. Thatitcan 
e abused and doubtless has been is evi- 
snt, but it cannot be judged by parlor 
andards. It is amusing to find one 
nerican civilian taken on a patrol 

Haiti becoming so exasperated at the 

rious lies of a woman that he urged 

officer in charge to more severe 
asures and then came home to write 
p the incident as an illustration of the 


‘uelty of the marines, forgetting to ` 


cell his own part in the performance. 
Where life is involved human passions 
run high. 


4. Deliberate striking, shooting, etc., - 


of escaping prisoners and others. 
Such things seem to have occurred in 
some cases. Let a couple of illustra- 
tions suffice: A white man riding one 
day with Captain ——— saw him spur 
his horse between two women on way 
to market, knocking them down and 
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scattering their wares over the road. 
Then he rode off laughing. It is not 
surprising to find this man one of the 
six or seven officers generally accused 
of being guilty of criminal attacks. An 
American told me that an officer out 
after cacos met five men at a certain 
place, two of whom were in his, my 
informant’s, employ. He asked them 
where the cacos were; through fear 
or ignorance they failed to answer. 
The officer then shot them all and on 
his return reported that he had been 
attacked by 150 cacos and had killed 
5 of them. My informant may be 
wrong but he is sincere in his belief. 

I fear we must admit that such things 
have happened. That is the belief 
of the best informed men I have met 
both in and out of the service, Haitians, 
Americans and Europeans. Asa mat- 
ter of fact, much as we may regret it, 
every well-informed man knows that 
they are to be expected. The real 
question is whether they were abnor- 
mally common and whether, when 
proved guilty, the offenders were pun- 
ished. Prominent Haitians, French 
priests and other reliable persons have 
told me that these acts of cruelty were 
extremely rare and that more offenses 
would have occurred, by Haitians on 
Haitians, had there been no interven- 
tion. I fear that the emphasis laid on 
cruelty is because of theinfluenceit may 
have in the United States rather than 
because of sympathy for the victims. 

As regards the second point, I think 
the officials did not let the Haitians 
know the extent to which men were 
punished for offenses. The Haitians 
got the impression that guilty men 
were shielded. This I do not believe 
though it is possible that some cases 
were not investigated with sufficient 
care. J regret that more searching in- 
quiry was not made in connection with 
the few officers accused, 

‘The marines themselves are to blame 
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for some of the criticism heaped upon 
them. A certain type of man likes to 
brag of his exploits and of his wicked- 
ness. ‘There has been a lot ‘of this 
kind of thing where the basis of fact 
was extremely small. Certain investi- 
gators have been deceived in similar 
fashion. Some ‘ex-service men seem 
to have tried to capitalize their alleged 
repentance. As I went about the 
country I tried to observe the attitude 


of the natives towards the marines.. 


Nowhere did I detect signs of fear or 
of desire for revenge. On the contrary 
there was a feeling of respect, often of 
friendliness. 

On the whole I feel that the men in 
the Marine Corps deserve our respect. 
We are too ready to believe that they 
change their character when away 
from home and among people of dif- 
ferent color. J am not trying to dodge 
responsibility or shield crooks, but to 
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keep a balance in my verdict. We did 
much for the boys in France but ab- 
solutely nothing for those in Haiti. 
The fact is that there were many more 
acts of kindness than of cruelty. The 
good things have not been advertised 
to the world. Day after day I have 
talked with officers and men who are 
bending all their energies towards 
helping the Haitians. I have seen 
peasants going out of their way to call 
on and bring presents to men who had 
been stationed in their communities. 
The opposition to the marines is not 
all genuine and disinterested. The 
thief and grafter do not like inter- 
ference. I suspect that behind all 
surface explanations lies the résent- 
ment against the uniform, the symbol 
of an outside force preserving order, the 
reflection upon the inability to control 
self, which hurts the Haitian’s self-es- 
teem. Here is the crux of the situation. 


CHAPTER III 
The Civil Side of the Intervention 


MMEDIATELY after the election 
of President Dartiguenave on Au- 
gust 12,1915, steps were taken to secure 
a Convention which was signed in 
Haiti, September 16, ratified by the 
Chamber of Deputies, October 6, and 
by the Senate, November 11, 1915. 
Owing to delay in Washington the ex- 
change of ratifications did not take 
place till May 3, 1916. In the interim, 
practical control of Haiti, of govern- 
ment funds and of municipal adminis- 
tration, was in the hands ‘of the 
Occupation. Since that time the func- 
tions of the military have been reduced 
until now it does little more than “sit 
on the lid”? and preserve order. 
The Convention (which is printed 
in full at the end of this chapter) es- 
tablished a financial protectorate over 


Haiti; it introduced a Financial Advise 
of rather unique powers inasmuch 
the Haitian Government agreed to pt 
his suggestions into effect, and yet | 
the questions as to whom he was im 
diately responsible, and under w 
conditions he might be removed, vasu 
to say the least. 

This treaty met with much opposi 
tion in Haiti but attracted no attention 
in the United States. Its intention is 
evident from its text and was plainly 


-understood both by Haitians and 


Americans. The Haitians were so de- 
spondent over their situation and the 
future seemed so dark that they were 
willing to accept the help and protec- 
tion of the United States, the sincerity 
of whose intentions they did not ques- 
tion, on any terms demanded. Natu- 
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rally they wanted as littl interference 
with the local governmert as possible. 
It is also possible that *hey thought 
that later they might evace some of the 
promises made, 

Subsequently some one, the military 
authorities get the crecit, felt that 
control of telegraphs, telephones, light- 
house service, and postal service should 
be in American hands and a nasty dis- 
pute arose. In August, 1916, it was 
agreed that “the operation, manage- 
ment and maintenance of-he telegraphs 
and telephones” should >e put under 
the charge of the engineers nominated 
by the President of the Unites States. 
There have been other difficulties over 
the postal service and wita reference to 
public education and con:rol of munic- 
ipal revenues. 

The President. President Dartigue- 
nave, taking office in August, 1915, 
elected for a period of seven years, at 
once found his position extremely diffi- 
cult. He was desirous o° pleasing the 
Americans, yet jealous o7 the rights of 
the Haitian Government. Many of the 
steps he took are sharply condemned 
as illegal by some Haitians, defended 
by others. Putting the worst possible 
construction on them, we find they are 
exactly what all other Haitian presi- 
dents have done. The-e has never 
been a free and untrammelled expres- 
sion of public opinion. Tre group with 
longest purses and heav-est arms has 

lways won, and the wishes of the 
Af a have been accepted unless 
the opponents were strong enough to 
overthrow them. But recels now had 
to deal with the Americam marines and 
the prospect was not alluring. Dar- 
tiguenave then remodeled the govern- 
ment somewhat. He preposed a new 
constitution which was adopted by 
popular vote and promalgated June 
18, 1918. 
i: The principal new features of this 


+ constitution are the lam law, men- 


145 


tioned elsewnere, and a special article 
which ratifies the acts of the United 
States Government during the Occupa- 
tion; protects Haitians from prosecution 
because of cbedience to the orders of 
the Occupation; provides that acts of 
the court martials shall not be subject 
to revision, but without destroying the 
right to pardon; and ratifies the acts of 
the Haitian Government up to the 
time of promulgation. This constitu- 
tion was rejected by the chambers and 
it is freely charged in Haiti that this 
action was brought about by money 
supplied by a few men with German 
connections. 

At the time there was no criticism 
of the way the election of Dartiguenave 
was managed but latterly it has become 
the fashion to make all sorts of accusa- 
tions against it. No proof has been 
offered so far as I know and the French 
priests who would have known the 
facts smile at the charges. Under 
Dartiguenave, the chambers have been 
dissolved and the government is carried 
on by the executive with a council of 
ministers, The President’s enemies 
make much of this. The truth seems to 
be that Daztiguenave has done very 
well in a very trying position. He isa 
cultured man of long political experi- 
ence. He has a keen appreciation of 
the dignity of his position. At times 
he has not been as strong perhaps as 
desirable, but he has reason to fear for 
his safety should any chance remove 
the Americans, 

The first of the treaty officials ar- 
rived in Heiti in July, 1916. It is 
impossible to try to trace the history 
since in detail but a few points may be 
mentioned. 

Receiver General. The Receiver Gen- 
eral deserves much credit for the work 
of his office. His administration has 
been honest and efficient. Smuggling, 
avoidance of payment of customs, 
etc., formerly prevalent, have been 
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reduced to the vanishing point. He 
has enforced the law without fear or 
favor and has naturally made enemies. 
He is handicapped by having. to ad- 
minister an antiquated tariff schedule 
which the government has refused to 
change. Duties are figured in part in 
American money, in part in Haitian, 
both ad valorem and specific, and the 
figuring of duties is involved and 
tedious. The law requires absurd de- 
tails as to invoices and fines for viola- 
tion are frequent. He is criticized for 
having introduced non-Haitains in too 
great numbers. The business houses 
criticize him for the stringent applica- 
tion of the law in such fashion as to in- 
crease immediate returns, perhaps, but 
to check the future development of busi- 
ness. For instance the older custom 
seems to have been to charge duties on 
the basis of the metric pound of 500 gr., 
but the Receiver General states that 
the Haitian law prescribes the French 
pound of 489.50 gr., and charges ac- 
cordingly. It is claimed that his office 
attempted to collect an extra duty 
on the five-gallon gasolene containers, 
asserting that they had a local market 
value of 20c, also on glass tumblers in 
which jellies were shipped. 

Trade Handicaps. To show some of 
the handicaps under which merchants 
labor and to illustrate the need of 
change in the laws, not to criticize the 
present administration, I mention the 
following: 

On two American scales for weights 
of 1,200 pounds the duty collected was 
20 per cent ad valorem, or $33, where 
the official schedule seems to call for a 
fixed duty of $2. | 

Machines for agriculture or the 
preparation of the products: of the 
country are duty free, but a merchant 
was forced to pay on an engine for 
running cotton press and coffee sorters 
20 per cent ad valorem or $355.21 in 
gold and 702.17 gourdes, 
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Any imported article sent abroad for 
repairs must pay an ad valorem duty 
on the repairs which may be greater 
than original duty on article. 

One firm had to pay $124.71 in gold 
and 277.11 gourdes for merchandise 
billed but never received. By the 
ruling of the department such goods 
delivered later must pay duty a second 
time, unless found in a Haitian port. 

Fines have been paid in such cases 
as the following: 


Because consular invoice did not state 
whether the woolen hats were for men or 
youths. 

Because invoice did not say whether 
handkerchiefs were for head or pocket. 

$27.50 paid in duty on mixed candy in- 
stead of regular duty of $3.31 due to mis- 
translation on invoice of the word candy as 
“confiture” instead of “‘bonbons.” 

Fine paid on padlocks because invoice 
did not state that they were of iron. 

On lead pencils because invoice did not 
state “office.” 

On hosiery because invoice did not say 
they were for women. 

On ink because color black was not 
stated. 


Yet in each of these cases the decla- 
ration is said to have contained all the 
details required by the tariff. 

There has been much trouble be- 
cause of the custom of assimilating 
articles not specifically mentioned with 
those they most resemble and charging 
appropriate duty. It is claimed the 
the present administration has manage 
to change assimilations to increase 
cost. Thus the cloth known as “ Pres- 
cott stripes” formerly put with nan- 
kinette is now put with “drill” with an 
increase of 100 per cent in duty. Ital- 
ian colored cotton drill, formerly put 
with “drill, now is classified with 
“Toile de Vichy” and “Bazin” with 
an increase of 25 or 50 per cent in duty. 
Automobiles, formerly classified with 
vehicles, are now put on an ad valorem 
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basis with great increase in duty. 
Perhaps the funniest cese is that of 
grape juice which, first imported some 
fifteen years ago and classified with 
wine, by the present <¢dministration 
was first taxed ad valcrem, then as 
aerated water, and now a cider, result- 
ing in a duty increase af 50 per cent 
and the stopping of the importation. 
Similar complaints are made in great 
number by merchants all over the 
country. The importer is likely to feel 
that the lower rate should alwaysapply; 


the executive is temptec in the other | 


direction. Wise legislation should re- 
move the uncertainty. 
Financial Adviser. 
filled the position of Financial Adviser. 
Whatever their qualificatzons they have 
not impressed the Haitiens favorably. 
The present Adviser has been absent 
from Haiti continuously for almost a 
year, drawing his salary and per diem 
expenses of $15. That ths should have 
been permitted is a reflection on the 
United States. It is obvious that his 
recommendations have rot been ac- 
cepted and the Haitians simply refuse 
to deal with him. One thing is certain 
and that is that one of the main pur- 
poses of the Convention, the determi- 
nation of the validity of the internal 
debts, etc., has not been accomplished 
although six years have passed. ‘Such 
a condition calls for immediate reform. 
Of course, many of the crizicisms passed 
youu the Adviser are childish. There has 
been much complaint because of the 
conversion of $3,000,000 into francs, 
for the payment’ of interest on the 
foreign debt was made at the rate of 9 
francs to the dollar, whereas, a little 
later, francs were quoted at 14 to the 
dollar. Just how the Financial Adviser 
was to know the future :s not stated. 
Equally foolish is the camplaint that 
he fixed the value of the gourde at 5 
to a dollar whereas it was intended to 
be of equal value. Such critics should 


Two men have 
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consider the present price of the mark. 
Another suggestion, much condemned, 
with reference to the control of the 


‘importation of money will be consid- 


ered in connection with the finances. 

Engineers. For some reason there 
was considerable delay with reference 
to the engineers.- Although the first 
chief engineer reported for duty in 
January, 1917, he had no assistants or 
employes and no funds until the end of 
the year. Until that time whatever 
work was done was in the charge of the 
Occupation. 

Irrigation was turned over to the 
engineers in October, 1917; the streets 
and pavements of Port-au-Prince, in 
November, 1917. Management of the 
Haitian telephones and telegraphs was 
undertaken in February, 1918, and of 
the lines operated by the Gendarmerie 
in November, 1918. Roads and bridges 
were taken over in June, 1919: the 
water service of Port-au-Prince in 
April, 1919, of Cayes in April, 1920, of 
Gonaives, St. Mare and Cape Haitien, 
in September, 1920. 

In Haiti practically every local need 
must be met from the national treas- 
ury. Yet the older law made really 
no provision for any constructive pol- 
icy or proper maintenance of public 
utilities. Not until July, 1920, was an 
adequate law secured. This organized 
a corps of Haitian engineers under the 
chief engineer and put under the con- 
trol of the chief engineer the construc- 
tion, maintenance and repair of public 
utilities, the operation of telegraphs and 
telephones, the water services of the 
towns and communes, irrigation proj- 
ects, the supervision of the engineer- 
ing works of the communes and the 
supervision of all concessions, includ- 
ing mines, quarries and power installa- 
tions. Practically all the public works 
were found to be in bad repair, owing 
to neglect, and repair bills have been 
high and will be for some time. The 
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money available has been very in- 
adequate. For the three years ending 
October 1, 1920, $744,000 had been 
spent for the repair and maintenance 
of the public works in all of Haiti and 
$625,000 on new construction. The 
total length of roads is about 750 miles 
but the sum available for maintenance 
and repair is only $13,000 a month. 
Many repairs have been made and 
some important surveys and plans. In 
coöperation with the United . States 
Geological Survey, the work of tri- 
angulation for the entire country has 
been started. Taking all into consid- 
eration, the work of the engincers has 
been very satisfactory and few com- 
plaints are made. The only one of any 
merit coming to my ears was the result 
of an early decision to replace the old 
telephone system of Port-au-Prince, 
which was very poor, with an automatic 
system estimated to cost some $40,000 
(which will cost much more in reality). 
So little use is made by the native of 
the telephone that he looks on this 
expense as made for the benefit of the 
foreigner. One or two schoolhouses 
have been built and many repairs made. 

On the arrival of the Occupation 
there were practically no roads for 
wheeled vehicles in the country. Asa 
military measure the old French road 
from the Cape to Port-au-Prince was 
rebuilt and was thrown open December 
1, 1917. On January 5, 1918, the 
President with other officials, officers 
of the marines and newspaper men, 
made the journey from’ Port-au-Prince 
to Cape Haitien. This road and the 
others constructed are dirtroads. There 
are practically no bridges so streams 
must be forded. The Limbé River near 
Cape Haitien is a serious obstacle and 
in high water cannot be crossed. It has 
brought a new source of revenue to the 
natives who have come to demand 
American prices for pulling cars across. 
Depending upon the weather, for in the 
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rainy season some of the dirt roads 
cannot be travelled by automobiles, 
one can go from Cayes or Jacmel to 
Cape Haitien and on to Quanaminte 
on the Dominican border whence a 
road leads to Monte Cristi. The road 
question is difficult because of the high 
construction cost of permanent roads. 
However, a very creditable beginning 
has been made. 

American Representatives. To sum- 
marize, there are in Haiti today, 
representing the United States, the 
following: 1. The military force. 2. 
The officers of the Gendarmerie. 3. 
The Receiver General and assistants. 
4.'The Financial Adviser. 5. Engineers 
and medical men. 6. Diplomatic and 
consular officials. 

Keep in mind that the overwhelming 
majority of the Haitians are frightfully 
ignorant and wholly occupied in get- 
ting the necessities of life, accustomed 
to obey their leaders without question. 
Keep in mind also the fact that there 
is no real middle class. Keep in mind 
the further fact that a very considerable 
proportion of the educated classes have 
been occupied either in staying ‘in 
office, or displacing those in power that 
they might get in, and it becomes 
possible to consider the reaction of 
the IJaitians to the working of the 
Convention. 

It is claimed by the American officials 
on the ground that, almost from thei 
first, much of the activity of the govern. 
ment has been to defeat the purposes 
of the Convention. As evidence of this 
is offered the refusal of the government 
to accept certain proposals made to it. 
On November 5, 1918, the United 
States recommended the adoption of 
the plan of the Financial Adviser to 
create a Bureau of Internal Revenue 
and to establish: (1) Taxes upon certain 
manufactured articles, liquor, patent 
medicine, perfumery, tobacco, matches. 
(2) A. poll tax. (8) Documentary tax. 
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(4) Business and Occupation tax. (5) 
Tax on rentals of government land and 
water rights. This was firmly refused. 

Land Ownership. Reference has al- 
ready been made to a change in the 
constitution of 1918 permitting for- 
eigners toown land. The old constitu- 
tion read: “No one, unless he is-a 
Haitian, may be a holder of land, re- 
gardless of what his title may be, nor 
acquire any real estate.” As a matter 
of fact this law was circumvented by a 
mortgage scheme but that did not 
change the law. ‘The constitution of 
1918 reads: “The right to hold property 
is given to foreigners residing in Haiti 
and to societies formed by foreigners, 
for dwelling purposes and for agricul- 
tural, commercial, industrial or educa- 
tional enterprises. This right shall 
terminate five years after the foreigner 
shall have ceased to reside in the coun- 
try, or when the activities of these 
companies shall have ceased.” About 
July, 1920, a decree was promulgated 
practically rescinding this provision 
and giving foreign owners until about 
the first of July, 1921, to dispose 
of their holdings. Meantime, some 
foreigners had converted their old 
mortgage holding under the new consti- 
tutional provision and some foreign 
corporations had bought a great deal 
of land for agricultural purposes and 
had invested large sums of money. In 
.the spring of 1921 a tenant of a foreign 
hwner refused to pay rent for the 
"premises he occupied. The lower 
court, ignoring the constitution of 1918, 
based its decision on the old constitu- 
tion and decided in favor of the tenant. 
If this decision is upheld or the decree 
is put in force serious international 
complications will ensue. 

To cite other recent cases: ‘The 
Receiver General found that certain 
customs papers were understamped. 
Investigation at the bank revealed 
that one clerk alone had charge of this 
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matter, without assistance, and that 
understamping had occurred. The 
court instantly discharged the accused 
man and compelled the bank to pay 
his salary in full, even after he was out 
of the bank. The lawyer of the bank 
advised payment. In 1918 a native 
under arrest killed his guard, a gen- 
darme, and escaped. He was recap- 
tured but acquitted. The agent of the 
Haitian Government said that there 
was no doubt of his guilt but that no 
jury would convict in a case involving 
a gendarme; that is, an official who was 
looked upon as an, agent of the Ameri- 
cans. ‘These cases indicate the unwill- 
ingness of the courts to codperate with 
the Americans. 
Anti-American Agitation. Attention 
has been called to the necessity of 
stopping the newspaper agitation in the 
summer of 1921. This had stirred up 
so much antagonism that at a public 
celebration one orator suggested that 
the statue of Dessalines looked towards 
the sea and indicated plainly that the 
Americans might go in that direction. 
A younger and less subtle man almost 
openly advocated the resort to force to 
drive out the invader, It was rumored 
in Port-au-Prince that a plot to assas- 
sinate the President had been made. 
The President is unpopular because he 
has drawn a good salary ($24,000 a 
year) and because it is felt that he has 
not always opposed the Americans. 
Let me quote as follows from a letter 
from one of the ablest Haitians I met: 


If some difficulties have come between the 
two governments the cause is that the 
Haitian Government was not frank enough. 
The President: of Haiti should have frankly 
accepted the help of the American forces. 
By obliging Haiti to live orderly he would 
have been permitted to inaugurate in 
Haiti all the reforms of which the country 
is in need and which could never have been 
attempted. Instead of that he showed 
hintself to the Haitian people as if he were 
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crucified on across. On the other hand, he 
seemed to have an air of accepting all the 
American views, discussing them with 
Americans, but only in order better to 
deceive them. The result of this sad system 
did not have to be waited for long. On-one 
side the Haitian people, encouraged by the 
President to continue their political cliques, 
their disorderly designs, resisted by every 
means. On the other side, the American 
officials flouted by the government kept 
themselves on guard because distrustful. 
The relations instead of becoming cordial 
and sincere began to be difficult and be- 
came tense. The country’s interests are 
harmed, . . . When then will stop the trea- 
son and therevenge? An agitation cleverly 
led by the city cacos has begun. The poli- 
ticians, who are in search of power and who 
believe that the days have come back when 
as masters they can pillage the public cash 
box, have accused the Occupation. They 
want, under the pretext of defending the 
rights of the people, to make them rise up 
and try once more to get a hold of power. 


This letter indicates what I know to 
be true, namely, that the campaign 
against the Americans is not wholly 
disinterested and that it is not in ac- 
cord with: the opinion of some able 
Haitians. Aside from the newspaper 
agitation which many Haitians disliked, 
including the editors of at least one 
prominent paper, the anti-American, 
or “ patriotic feeling,” as they prefer to 
call it, has found expression: in the 
“ Patriotic Union” founded, I believe, 
in 1920, which includes many promi- 
nent men. ‘This organization raised a 
fund and sent three representatives to 
Washington in the spring of 1921. 
‘Their memoir, published in The Nation, 
New York, May 25, 1921, may be 
accepted as the strongest presentation 
of the criticisms of the Haitians. Of 
this memoir, I will let one of the most 
prominent living Haitians speak. I 
chanced to be talking with him shortly 
after its publication. He asked me if I 
had seen it and proceeded to point out 
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certain serious errors. I asked him if 
the delegates knew the facts he stated. 
He said in substance: “Of. course. 
They are trying to deceive the Ameri- 
can public.” 

I think it evident that a condition of 
stale-mate has been reached in the 
relations of the United States and 
Haiti, which is injurious to the prestige 
and good name of the former and 
militates against the welfare of the 
latter. This impasse is the more seri- 
ous when we recall that the term of 
President Dartiguenave is nearly over 
and that a new president will be inaugu- 
rated on May 15. Some betterment of 
the situation should be sought at once. 

Evidence from another side is offered 
by the fact that Haitian officials still 
persist in the old system of graft 
wherever possible. Some opportunities 
still remain in spite of the efforts of the 
Americans. <A magistrate at E 
barbecued three cattle and gave a big 
feast. Later it appeared that he had 
stolen the cattle and that he had also 
been guilty of other thefts. In addition 
he had charged a fee of thirty gourdes 
which he divided with a gendarme cor- 
poral for permitting a Voodoo dancethat 
he had no right to condone, for the dance 
is prohibited by law. Though he was 
removed from office heexercised enough, 
influence to avoid criminal prosecu- 
tion, being released by the Commissar 
of thegovernment. In the budget of the 
town of P there has been a regula 
appropriation paid of 5,000 gourdes 
for street lights but the Americans 
have been unable to locate the lights. 

At Port-au-Prince, after a disastrous 
fire in the spring of 1921 the business 
men raised a fund and insisted that the 
government put the fire department 
under the Gendarmerie. This was 
finally done and an American fireman 
who had been brought down sonietime 
before, but whose services had been 
refused, was put in charge. About 
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June 1 it appeared that the funds 
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appropriated by the commune, ranging 
from one to two thousand gourdes a 
month had been embezzled, or other- 
wise secreted. ‘Theoretically there were 
fourteen paid firemen but some had 
been unpaid for upwards of two years. 
There were two steam fire engines, both 
in such bad order that one to two 
hours was required to get up steam, two 
chemical engines without equipment or 
chemicals, a Ford car for the chief with 
one wheel gone.and no tires, no supply 
of fuel, no ladders, hatchets or axes; but 
there were some brass helmets and red 
shirts. ‘The firemen are now paid about 
$15 a month and regular drills have been 
established. Steam can now be had in 
fifteen or twenty minutes. The new 


chief put out the first fire reported, | 


with chemicals, reaching the house one 
minute after the alarm was received, 
and for his reward the papers published 
the story that it was a fake fire arranged 
for his benefit. 


Migration to Cuba. What is con- 


sidered by some Haitians to be the, 


biggest graft in the history of the 


/ country has grown up in connection 


with the migration of the Haitians to 
Cuba to work on sugar plantations, 
which became important during the 
War. Thousands have gone, chiefly 
from the southwestern peninsula and 
the northern coast. Several plans have 
been adopted which need not be de- 
scribed here. All migrants must have 
passports to which photographs are 
attached. As photographs are not 
easily available it is said that the De- 
partment of the Interior has a number 
of pictures on hand which are affixed to 
the papers, as the only check kept is on 
the number of emigrants, no compari- 
son being made of the men with the 
photographs. The passports cost one 
dollar, but a fee of $2 extra is paid to 
facilitate their issuance, while a local 
official gets two dollars for tending to 
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the signature. The captain of the 
boat must pay to the Haitian consul 
in Cuba two dollars for each person, 
one dollar of which is supposed to be 
used for the upkeep of the consulate, 
the other to be turned over to the 
Haitian treasury; but I understand 
that in 1920 nothing was received by 
the treasury, the Haitian consul by a 
scheme known as “boxes of cigars” 
having divided his receipts with the 
proper person in Port-au-Prince.. This 
consul in Cuba also visits the factories 
from time to time on the pretext of 
supervising the living conditions, at 
which times he expects to receive checks 
of from $500 to $1,000 to enable him to 
make a favorable report. ‘These visits 
are known:as “cleaning up the neigh- 
borhood”’ (refraichissement de lisere). 
(A. new consul was sent: to Cuba in the 


,summer of 1921 from whom better 


things are expected.) Meantime the 
laborers, having no such sums of money, 
sign notes bearing high rates of interest, 
pay as much as $500 at times before 
they are out of debt, agree to remain 
several years and are carefully watched. 
The money is generally deducted from 
their wages. Further, the factory or 
plantation is said to underweigh the 
cane they cut to enable it to meet the 
extra overhead expenses. It is a dis- 
guised slave trade and illustrates the 
tender interest of Haitian officials in 
the welfare of their poorer neighbors. 
It must be admitted that with the 
war-wages received iri Cuba the workers 
were better off than they would have 
been at home. 

Present Situation. I have tried to 
point out the chief measures under- 
taken by the Americans and some of 
the difficulties they have encountered. 
I think I have made it plain that the 
fault of the present situation is not 
wholly on either side. Local residents, 
both native and foreign; complain that 
there has often been a lack of tact and 
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courtesy on the part of American offi- 
cials, arbitrary actions and’ decisions, 
refusals to take advice or be guided by 
more experienced men. ‘This criticism 
is not limited to the military men. 
Some say that it is due to the number 
of southerners sent down, but my ob- 
servation does not confirm this. Some 
of the complaints are humorous, as in 
the case at C where an official, after 
a heavy flood, waded through the 
streets barefooted with trousers rolled 
up to his knees. The natives said he 
did it to show his contempt for them, 
whereas such a thought never entered 
his head. 

More serious, however, is the case of 
a civilian official who, finding some 
material which he wanted to use in the 
possession of a private firm, peremp- 
torily demanded it. On being refused 
he said he would send marines to 
seize it and it is alleged that he. applied 
to the commanding officer, only to be 
told not to be such a fool. Another 
official tried to refuse service of papers 
guaranteeing the wages of a servant, as 
if he were immune to the law. Such 
incidents have left bad impressions. 
Other men have lost esteem by trying 
to bid for the favor of the natives. A 
market woman tried to compel a 
French lady to buy a certain. piece of 
meat and finally threw it in her basket, 
whence it was removed. The dealer 
called a gendarme whom she knew. He 
seized and shook the French lady who 
demanded to be taken to police head- 
quarters to file a complaint. The 
young officer who heard the story 
dismissed the gendarme saying it was 
evidently a case of “fifty-fifty.” This 
officer is said to have been living with a 
native girl at the time. Later he tried 
to apologize. On the other hand, many 
men have gained the thorough respect 
of all by their courtesy and willingness 
to hear complaints before: making 
decisions. : 
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CONVENTION or THE Unirep STATES 
AND THE Repusiic or Harm, 1915 


PrramsBie: The United States and the 
Republic of Haiti desiring to confirm and 
strengthen the amity existing between them 
by the most cordial coöperation in measures 
for their common advantage, and the Re- 
public of Haiti desiring to remedy the 
present condition of its revenues and finan- 
ces, to maintain the tranquillity of the 
Republic, to carry out plans for the eco- 
nomic development and prosperity of the 
Republic and its people, and the United 
States bemg in full sympathy with all of 
these aims and objects and desiring to 
contribute in all proper ways to their 
accomplishment: 

The United States and the Republic of 
Haiti have resolved to conclude a conven- 
tion with these objects in view, and have 
appointed for that purpose, plenipoten- 
tiaries: 

The President of the Republie of Haiti, 
Mr. Louis Borno, Secretary of State of 
Foreign Affairs and Public Instruction, 

The President of the United States, Mr. 
Robert Beale Davis, Junior, Charge d’Af- 
faires of the United States of America, 

Who, having exhibited to each other their 
respective powers, which are seen to be in 
good and true form, have agreed as follows: 

ARTICLE I. The Government of the 
United States will by its good offices, aid 
the Haitian Government in the proper and 
efficient development of its agricultural, 
mineral and commercial resources and in 
the establishment of the finances of Haiti 
on a firm and solid basis. 

ArticLte IT. The President of Haiti 
shall appoint, upon nomination by the 
President of the United States, a General 
Receiver, and such aids and employes as 
may be necessary, who shall collect, receive 
and apply all customs duties on imports 
and exports accruing at the several customs 
houses and ports of entry of the Republic 
of Haiti. 

The President of Haiti shall appoint, 
upon nomination by the President of the 
United States, a Financial Adviser, who 
shall be an officer attached to the Ministry 
of Finance, to give effect to whose proposals 
and labors, the Minister will lend efficient 
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aid. The Financial Adviser shall devise an 
adequate system of public accounting, aid 
in increasing the revenues and adjusting 
them to the expenses, inquire into the 
validity of the debts of the Republic, en- 
lighten both governments with reference 
to all eventual debts, recommend improved 
methods of collecting and applying the 
revenues, and make such other recommen- 
dations to the Minister of Finance as may 
be deemed necessary for the welfare and 
prosperity of Haiti. 

ARTICLE II. The Government of the 
Republic of Haiti will provide by law or 
appropriate decrees for the payment of all 


customs duties to the General Receiver, - 


and will extend to the Receivership and to 
the Financial Adviser all needful aid and 
full protection in the execution of the powers 
conferred and duties imposed herein; and 
the United States on its part will extend 
like aid and protection. l 

Articte IV. Upon the appointment 
of the Financial Adviser, the Government 
of the Republic of Haiti, in coöperation 
with the Financial Adviser, shall collate, 
classify, arrange and make full statement 
of all the debts of the Republic, the 
amounts, character, maturity and condition 
thereof, and the interest accruing and the 
sinking fund requisite to their final 
discharge. 

Articyup V. All sums collected and 
recelved by the General Receiver shall be 
applied first to the payment of the salaries 
and allowances of the General Receiver, 
his assistants and employes and expenses of 
the Receivership, including the salary and 
expenses of the Financial Adviser, which 
salaries will be determined by previous 
agreement; second, to the interest and 
sinking fund of the public debt of the Re- 
publie of Haiti; and, third, to the main- 
tenance of the constabulary referred to in 
Article X, and then the remainder to the 
Haitian Government for the purposes of 
current expenses. 

In making these applications the General 


Receiver will proceed to pay salaries.and 


allowances monthly and expenses as they 
arise, and on the first day of each calendar 
month, will set aside in a separate fund the 
quantum of the collection and receipts of 
the previous month. 


‘ 


+ 
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Articte VI. The expenses of the Re- 
ceivership, including salaries and allowance 
of the General Receiver, his assistants and 
employes, and the salary and expenses of 
the Financial Adviser, shall not exceed five 
per centum of the collection and receipts 
from customs duties, unless by agreement 
by the two governments. 

Articte VII. The General Receiver 
shall make monthly reports of all collections, 
receipts and disbursements to the appro- 
priate officers of the Republic of Haiti and 
to the Department of State of the United 
States, which reports shall be open to in- 
spection and verification at all times by the 
appropriate authorities of each of the said 
governments. ` 

Articiue VIII. The Republic of Haiti 
shall not increase its public debt, except by 
previous agreement with the President of 
the United States and shall not contract 
any debt or assume any financial obligation 
unless the ordinary revenues of the Republic 


_ available for that purpose, after defraying 


the expenses of the government, shall be 
adequate to pay the interést and provide a 
sinking fund for the final discharge of such 
debt. 

Arricte IX. The Republic of Haiti 
will not, without a previous agreement with 
the President of the United States, modify 
the customs duties in a manner to reduce 
the revenues therefrom; and in order that 
the revenues of the Republic may be ade- 
quate to meet the public debt and the 
expenses of the government, to preserve 
tranquillity and to promote material pros- 
perity, the Republic of Haiti will codperate 
with the Financial Adviser in his recommen- 
dations for improvements in the methods 
of collecting and disbursing the revenues 
and for new sources of needed income. 

ARTICLE X. The Haitian Government 
obligates itself for the preservation of 
domestic peace, the security of individual 


‘rights and the full observance of the pro- 


visions of this treaty, to create without 
delay an efficient constabulary, urban and 
rural, composed of native Haitians. This 
constabulary shall be organized and officered 
by Americans appointed by the President 
of Haiti, upon nomination by the President 
of the United States. The Haitian Govern- 
ment shall clothe these officers with the 
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proper and necessary authority and uphold 
them in the performance of their functions. 
These officers will be replaced by Haitians 
as they by examination conducted under 
direction of a board to be selected’ by the 
senior American officer of this constabulary, 
in the presence of a representative of the 
Haitian Government, have supervision and 
control of arms and ammunition, military 
supplies, and traffic therein, throughout 
the country. The high contracting parties 
agree that the stipulations in this article 
are necessary to prevent factional strife 
and disturbances. 

ARTICLE XI. The Government of Haiti 
agrees not to surrender any of this territory 
of the Republic of Haiti by sale, lease or 
otherwise, or jurisdiction over such terri- 
tory, to any foreign government or power, 
nor to enter into any treaty or contract 
with any foreign power or powers that will 
impair or tend to impair the mdependence 
of Haiti. 

ArticLe XII. The Haitian Govern- 
ment agrees to execute with the United 
States a protocol for the settlement by 
arbitration or otherwise, of all pending 
pecuniary claims of foreign corporations, 
companies, citizens or subjects against 
Haiti. 

Article XUI. The Republic of Haiti, 
being desirous to further the development 
of its natural resources, agrees to undertake 
and execute such measures as in the opinion 
of the High Contracting Parties, may be 
necessary for the sanitation and public 
improvement of the Republic, under the 
supervision and direction of an engineer or 
engineers, to be appointed by the President 
of Haiti upon nomination of the President 
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of the United States, and authorized 
for that purpose by the Government of 
Haiti. 

Articte XIV. The High Contracting 
Parties shall have authority to take such 
steps as may be necessary to assure the 
complete attainment of any of the objects 
comprehended in this treaty; and should 
the necessity occur, the United States will 
lend an efficient aid for the preservation of 
Haitian independence and the maintaining 
of a government adequate for the protection 
of life, property and individual liberty. 

ArticLE XV. The present treaty shall 
be approved and ratified by the High Con- 
tracting Parties in conformity with their 
respective laws, and the ratification thereof 
shall be exchanged in the City of Washing- 
ton as soon as may be possible. 

ArticteE XVI. The present treaty shall 
remain in full force and virtue for the term 
of ten years, to be counted from the day of 
the exchange of ratifications, and further 
for another term of ten years if, for specific 
reasons presented by either of the High 
Contracting Parties, the purpose of this 
treaty has not been fully accomplished. 

In faith whereof, the respective plenipo- 
tentiaries have signed the present Conven- 
tion in duplicate, in the English and French 
languages, and have hereunto affixed their 
seals. 

Done at Port-au-Prince (Haiti) the 
sixteenth day of September in the year of 
our Lord one thousand nine hundred and 
fifteen. 


The treaty has since been extended 
(1917) to cover the second period of 
ten years provided for in Article XVI. 


CHAPTER IV 
The Financial Problem of Haiti 


HE treasury of Haiti is in a de- 
plorable condition. The country 
is, and long has been, practically 
bankrupt. Under normal conditions 
the income should be adequate to meet 
the necessary expenses of a well-con- 


ducted government, but Haiti has not 
been well conducted and its finances 
have been handled in reckless fashion. 
It was saddled at the very beginning of 
its existence, as the price of French 
recognition, with a debt of 150,000,000 
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francs (the sum demanded by King 
Charles Fifth in 1825, of which 30,000,- 
000 was paid, and the balance of which 
under Louis Phillippe in 1838 was re- 
duced to 60,000,000 francs). Revolu- 
tion followed revolution. The govern- 
ment borrowed money at ruinous rates 
‘to fight the revolutionists; the latter 
borrowed with promises to repay out 
of the national treasury if successful. 
The merchants, French at first, Ger- 
man later, took the risk and reaped 
rich rewards. Internal claims piled up. 
The payment of the loans made im- 
possible ofttimes the payments of 
salaries, and claims therefor were 
bought up by speculators, payment 
assured if they had friends at court. 
Foreign merchants openly encouraged 
the pillaging of their warehouses during 
revolutions, knowing that the govern- 
ment would be forced later to make 
handsome amends. Meantime the 
government was being robbed by its 
officials and merchants took advantage 
of their venality to dodge customs 
duties. Today it is impossible to state 
just what the outstanding obligations 
of the government are, for there are 
some important unsettled claims. 
Roughly speaking, the situation as of 
December 31, 1920 is as follows: 
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To this sum must be added the 
floating debt, many unpaid salary 
vouchers, the guaranty to the railroads, 
and miscellaneous claims whose total 
I cannot estimate but which the dele- 
gates of the Union Patriotique seem to 
place at $4,420,920. 

The loan of 1875 bore 8 per cent 
interest at first. The interest was 
irregularly paid and in 1880 and 1885 
readjustments were necessary. It is 
secured by a duty of 334c on each hun- 
dred pounds of coffee exported. 

The loan of 1896 was arranged with 
the National Bank of Haiti. Bonds 
with a face value of 500 francs were 
issued at 400 to the bank, which sold 
them to the public at 450. Some of 
the bonds were reserved by the govern- 
ment and issued on the basis of a 500 
franc bond for each 400 of certain ex- 
isting internal and floating obligations, 
some of which were bearing 18 per 
cent interest. This interest is secured 
by a tax of $1.20 on each hundred 
pounds of coffee exported. 

The loan of 1910 was contracted 
with the Bank of the Parisian Union, 
Paris, Messrs. Hallearten, & Company, 
Messrs. Ladenburg, Thalmann & Com- 
pany, of New York, and the Berliner 
Haendelsgesellschaft of Berlin. The 
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loan was for 65,000,000 francs. The 
banks paid 47,000,000 francs (72.8 per 
cent of face value) or 361.50 for each 
500 franc bond which was offered to 
the public at 442.50. It is reported that 
the banks paid 5,000,000 francs to the 
Haitian officials who signed the con- 
tract. Interest on this loan is secured 
by a'tax of $1.00 on each hundred 
pounds of coffee exported, and a sur- 
charge of 15 per cent on import duties. 

The Paris prices for these bonds have 
been as follows: 


Internal Loans. The internal loans 
are as follows: 


1912. Authorized by law of 1911 to pay 
debts incurred by revolution which put 
LeConte in power. Face value $674,000, 
bearing 6 per cent interest. Sold to public 
at 89 (included 500,000 gourdes set aside 
for the account of the generals). Secured 
by 5 per cent of the gold surtax on 
imports. 

1913. Authorized by law, June 15, 1913. 
For current expenses, reconstruction of some 
public buildings and relief of fire sufferers. 
Face value of bonds to be $609,902 with 
interest at 64 per cent. Offered nominally at 
94 but real yield was 78.8 because gourdes 
were accepted at 3.5 to the dollar whereas 
the exchange at that time was 4.17 to a 
dollar. Secured by 5 per cent of gold 
surtax on imports. 

1914 A. Authorized by law, May 29, 
1914, to pay debt for revolution which put 
Zamor in office and included 400,000 
gourdes for soldiers. Bonds to total 724,- 
000 with interest at 63 per cent and sold 
at 80 but gourdes were accepted at 3.5 per 
dollar whereas exchange was 4.72, thus 
making bonds net 59.4. The government 
secured about 2,000,000 gourdes. If loan 
were refunded today at face value it would 
cost 3,620,000 gourdes. Secured by 5 per 
cent of gold surtax on imports. | 
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1914 B. Issued by Zamor for “extraordi- 
nary expenses.” Face value bonds 1,500,- 
000 gourdes. Interest 63 per cent. Gourdes 
again accepted at rate of 3.5 whereas 
price was now 5 to a dollar. Issue nomi- 
nally sold at 80 so real return to government 
was 56, Secured by part of import duty 
on tobacco seemingly already pledged for 
construction of schoolhouses. 

1914 C. Issued by Zamor on account 
“extraordinary expenses” caused by revo- 
lution. Total, 1,200,000 gourdes bearing 
interest at 62 per cent. Secured by 5 per 
cent of the surtax on importation and by 
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export tax of .05c on each hundred pounds 
of coffee exported. 

1914 Consolidated Debt. Law sanc- 
tioned November 30, 1915, after interven- 
tion. Gold bonds bearing 6 per cent to be 
exchanged for outstanding obligations 
dating from 1899 to 1911 for salaries, 


pensions, etc. Amount outstanding 
about $1,111,284. No specific security 
pledge. 


Railroad Accounts. These are the 
principal outstanding internal obliga- 
tions. Among the unsettled accounts 
are those of the railroads. The National 
Railroad of Haiti received a concession 
to build a road from Cape Haitien to 
Port-au-Prince in 1907. The first sec- 
tion was completed in 1912. The bonds 
outstanding appear to be $3,544,548 
and interest was paid to 1914. The 
government agreed to pay deficit if prof- 
its were less than 6 per cent plus 1 per 
cent for sinking fund. I have no late 
figures but in March, 1919, the deficit 
was $1,050,000. ‘This is an American 
corporation with some $2,500,000 of 
bonds held in France. The French 
Government has pressed for settle- 
ment. The railroad also has claims for 
damages done by revolutionists. 
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The Central Railroad of Haiti took 
over in 1909 a road organized by Ger- 
man Haitians in 1900. It has lines 
near: Port-au-Prince. Nominally at 
deast, it is now an American corpora- 


tion. The. government guaranteed 6 ` 


‘per cent interest on $688,000 of a 
total capital of $760,000. Payments 
were made to 1915 but none since. 
The railroad claims that the govern- 
ment agreed to cover 
deficits. 
- No payment, save a partial payment 
in 1916 on the internal debts has been 
made under the Financial Adviser and 
the affectation of specific revenues to 
be used for this purpose has for some 
unexplained reason been entirely dis- 
regarded. This has caused serious 
hardship to many of the bond holders 
for in a country like Haiti the govern- 
ment bonds are almost the only 
relatively safe investment a man of 
small means can make. 

The income of the government is 
almost wholly derived from the cus- 
toms duties, the internal revenue in 


1919-20 yielding only $373,675. Be- 


cause of the local disturbances, followed 
by the World War these have fluctu- 
ated greatly. In 1911-12 under one of 
the best presidents the country has had 
the customs receipts were $6,324,659; 
but in the year of disturbance of 1913- 
14 they fell to $1,103,849." Since that 
date there has been a considerable in- 
crease. In 1918-19, $5,728,722 was 
collected and in 1919-20, $6,414,605. 
In the year 1918-19, the duty on im- 
ports amounted to $2,425,408; on ex- 
ports, to $3,302,174; and of this sum 
considerably over $2,000,000 was the 
duty on coffee exported. The export 
duty on coffee yields about one- 
third of the total government in- 
come. The $3 per hundred pounds 
exported is affected (pledged) as 
follows: 


il 


operating . 


` the debt. 
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In 1919-20 the tax on imports 
yielded 52 per cent of the total reve- 
nue: on exports, 42 per cent and the 
internal revenue 6 per cent. A very 
considerable part of the receipts from 
customs is definitely pledgéd as indi- 
cated above, and the remainder is 
not adequate for the maintenance of 
the government-and the development 
and construction of roads, bridges, 
wharves, ete. If we estimate the total 
revenue at $6,000,000 about $3,500,000 
is required to meet the obligations of 
The collections for the first 
six months of 1920-21 were only about 
half of those of the corresponding period 
of the preceding year. It is, there- 
fore, a matter of paramount importance 
that the exact debt be determined and 
improper claims disallowed, as a pre- 
liminary to a much needed reform in 
taxation. In view of the large amount 
of the bonds of Haiti which are held in 
Europe it would be greatly to her profit 
could advantage be taken of present 
exchange rates. 

Currency. The monetary unit in Haiti 
is the gourde of 100 centimes which 


- was intended to havea par value of 96 


cents. Just prior to the intervention 
the gourde had been subject to violent 
changes and at one time had fallen to 
two cents, later advancing to about 20c, 
a figure which was accepted by the in- 
coming forces and fixed as the rate of 
exchange. It has been kept at that 
figure ever since. There are no gold or 
silver coins but there is a token currency 
of bronze and nickel. Disregarding the 
earlier period there have been since 
1884 frequent issues of paper money. 
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One usually sees bills of one or two 
gourdes. ‘There is no security for the 
coin but the credit of the government, 
but through an arrangement with the 
bank the paper money is protected. 
The government paper money is being 
withdrawn and replaced by bank notes. 
In normal times the circulation in 
gourdes is about 12,000,000; in nickle, 
7,000,000; or in American money, 
$3,800,000. This is all needed at the 
height of the crop season but flows to 
the banks in the dead season. As 
roads and transportation facilities, as 
well as banks, have been almost non- 
existent, the transfer of money has 
been difficult and local exchange rates 
have been very high. There has re- 
sulted, therefore, particularly during 
the period prior to the intervention, 
much speculation in the currency which 
has been a great source of profit to the 
merchants and some others but for 
which the poor man has paid.’ The 
reports of the Haitian Government will 
show this to anyone who cares to read 
them. In recent years a large amount 
. of American money has circulated in 
the island and is accepted everywhere. 

The Banque Nationale. Every com- 
munity has its scapegoat on which the 
collective sins may be laid and which 
everyone is at liberty to curse. In 
Haiti this rôle is played by the Banque 
Nationale as it is universally called. 
. Incidentally it functions as the treasury 
of Haiti and the chief interest of good 
citizens everywhere is to put as little 
as possible into the treasury and to get 
as much out as possible. The greatest 
check to the misuse of public money in 
Haiti has been the curious idea of the 
bank that money must be used accord- 
ing to contract. Naturally the poli- 
ticlans have not loved it. 

In 1881 a charter was given to a 
French company under the title, 
Banque Nationale d'Haiti. In the 
early years of this century at least four 
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of the employes of the bank, two Ger- 
man, two French, forgot these obliga- 
tions and combined with a number of 
very prominent Haitians to get a little 
spending money. The result was the 
“consolidation scandal” and the re- 
organization of the bank. The Ger- 
mans demanded a large part in the 
reorganization and objected to the in- 
clusion of Americans but the French, 
holding control, insisted on American 
participation. The reorganization was 
affected in 1910 under the title Banque 
Nationale de la Republique d’Haiti, 
and the bank remained a French con- 
cern, the Germans having to be satis- 
fied with the allotment of about 2,500 
shares to the Disconto Gesellschaft out 
of a total of 40,000 shares. Some 
6,000 shares were held in New York by 
three firms of close German affiliations. 
At the outbreak of the War the Ger- 
mans on the Board of Directorsresigned 
and their interests were taken over by 
the National City Bank, which had 
purchased some 2,000 sharesabout 1911. 

Shortly thereafter the French ar- 
ranged with the National City Bank 
for the taking over of the management. 
In February, 1920, arrangements were 
made to buy the French stock and to 
apply for a new charter to be granted 
the National City Bank. The bank is 
still opérated under the French charter 
as the Haitian Government has as yet 
refused to transfer it. The director at 
Port-au-Prince has never been an 
American, though the assistant director 
is. The present director is an Italian; 
his predecessor was a Frenchman. The 
Americans had nothing to do with the 
privileges granted the bank by its 
charter, or with the obligations laid 
upon It. 

In making the loan of 1910 the 
Haitian Government agreed that the 
money pledged for its security should 
be handled by the Banque Nationale 
and that 10,000,000 francs of this loan 
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should be devoted toward the retire- 
ment of all the then issued paper and 
nickel money. This agreed with the 
charter given the bank which made it 
a bank of issue, the government agree- 
ing to withdraw its paper. This char- 
ter also made the bank the collector and 
disburser of the moneys of the gov- 
ernment and as such it was function- 
ing when the Occupation took place. 
The bank had entered into the most 
solemn pledges not to permit funds to 
be used except for the specific purposes 
provided in the laws. From 1911 to 
1915 several efforts were made by the 
parties that chanced to be in power to 
get hold of these trust funds and divert 
them to other channels. 

In 1914’ under Zamor a hy was 


passed suspending the retirement of 


paper money, the money thus secured 
to be used for “current expenses,’ 
The bank on the advice of its Haitian 
lawyers refùsed to recognize this law or 
pay out the money except as pledged. 
The $500,000 Transfer. Theodore 
replaced Zamor in November and 
managed to stay in power about three 
months. Being in desperate need of 
money he determined to get some of the 
funds he knew were being held at the 
bank under the convention of 1910. 
But his necessities were just as well 
known to the local officials of the bank 
who took the precaution to advise the 
New York office of their fears. They 
were told to prepare the money for 
shipment to New York. Then the 
New York office was advised that the 
Port-au-Prince bank did not dare try to 
move the money from the vaults lest it 
be seized en route. Here the United 
States was asked to-lend its help and 
the S. S. Machias was sent for the 
money. The Haitian Government de- 
manded the money. The French di- 
rector, thoroughly frightened, wanted 
to yield, but a young American assist- 
ant shut the vault and defied the 


+ 
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officials. Crowds filled the streets. 
The French manager fled to the 
French legation. Just then, December 
17, 1914, the Machias arrived and the 
marines loaded some $500,000 on 
board and took it to New York where 
it was placed: on deposit, drawing 
interest until 1919. At that time a 
monetary reform agreement was ex- 
ecuted between the government of 
Haiti and the bank, the first article of 
which read—“ The bank will bring to 
Haiti and keep on deposit to the credit 
of an account which shall be known 
under the name of ‘retirement fund’ 
the balance of the 10,000,000 franes of 
the loan of 1910, including the $500,000 
transported to New York in December, 
1914, increased by interest at the rate of 
2 per cent per annum on that sum from 
December, 1914 to December, 1918.” 
This sum with other sums accumulated 
in trust funds, amounting in all to 
$1,735,664.89, was to be used to retire 
the outstanding paper money estimated 
at 8,877,972 gourdes at the rate of five 
gourdes to one dollar. This was done. 
This is the true story of the transfer 
of which the delegates of the “Union 
Patriotique” (see New York, Nation, 
May 25, 1921) said that the purpose 
was “in order to force the Haitian 
Government to accept the control of 
the custom houses by systematically 
depriving it of financial resources.’ 
And later, “This amount is still in the 
United States.” Now these facts are 
not unknown in Haiti and must have 
been known to the writers of the 
Memoir, or else they remind us of the 
story of a little girl sent to an institu- 
tion to have a mental test. The 
psychologist reported that she was 
backward, but not feeble-minded. 
Seeing her at home again, a playmate 
said: “Jennie was sent to an idiot 
asylum but couldn’t pass the entrance 
examination and was sent back home.” 
The fact is that the courage of one 
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young man prevented the Haitian 
Government from violating its solemn 
pledge. Incidentally the most promi- 
nent Haitian lawyers supported the 
stand taken by the bank. ; 

Struggle for Bank Charter. The 
alleged reason for the refusal of Haiti to 
transfer the charter of the bank to the 
City National Bank was the insistence 
of the United States Government upon 
a clause to read: “To avoid the possi- 
bility of any currency crisis during the 
period of retirement of paper money 
and as long as such retirement shall be 
in process the government obligates 
itself to prohibit the importation and 
exportation of non-Haitian money 
except that which might be necessary 
for the needs of commerce in the 
opinion of the Financial Adviser.” I 
am informed that this suggestion was 
considered at a meeting in Washington 
attended by representatives of the 
State Department, by bankers from 
different parts of the country and by 
the French representative, M. Casen- 
ave, and agreed on as necessary. 

The true reason is that the Banque 
Nationale has agreed to issue bank 
notes to replace the government paper 
money and has agreed to keep these 
gourdes at a rate of five to one dollar. 
A combination of hostile bankers or 
speculators free to import United 
States gold might influence the ex- 
change and make it impossible to keep 
this rate. No exception was made of 
the Banque Nationale which was 
affected by this law as well as the other 
banks. A violent opposition broke out 
in Haiti led by the local representatives 
of the Royal Bank of Canada and many 
protests were made, signed by some 
American business houses including the 
American Foreign Banking Corpora- 
tion. The reason given for the opposi- 
tion was that it would give the Banque 
Nationale a monopoly of importation 
and exportation and force the other 
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institutions to buy exchange at any 
rates it might fix. The bank, however, 
was ready to establish a fixed rate so 
this argument does not hold. 

Inasmuch as the Financial Adviser 
had control and not the Banque, this 
objection could hold only on the 
assumption of improper collusion be- 
tween the Banque and the Adviser. 
Some of the American business men 
and the British Minister later stated 
that they signed this protest under 
misapprehension of its wording and 
intent. ‘That there was some reason to 
anticipate such speculation is evi- 
denced by the fact that when it was 
known that the Banque Nationale 
could not get the new bills ordered in 
the United States as promptly as ex- 
pected one other agency managed to 
collect 200,000 gourdes of the old bills 
or about one-sixth of the total. I sup- 
pose they were starting a museum. 
Now, there may be valid objection to 
the proposal. I am not an international 
banker and do not know. I am satis- 
fied, however, that a large part of this 
opposition was not disinterested and I 
believe that antagonism of the govern- 
ment to the Banque and to the Fi- 
nancial Adviser is the real cause of its 
objection to the proposal. 

The Banque Nationale, besides its 
headquarters in. Port-au-Prince, has 
branches in the eight principal towns of 
the country with agencies in several 
smaller places. It receives from the 
government 1§ per cent on the total 
receipts and disbursements, which is 
probably much less than the govern- 
ment would have-to pay if it estab- 
lished its own agencies. This payment 
will be less if the new charter is granted. 
While the Banque is a money making 
institution, at least I hope it is, it is 
compelled by its position to do many 
things which bring no revenue. For 
instance it has charge of the issuing of 
postage stamps, supplying the proper 
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agents throughout the country, and 
collecting the money. For this it 
receives nothing, although this service 
costs the bank some $15,000 a year for 
clerk hire. It also tends to the sur- 
charging when it is found that certain 
issues are too large. Formerly this 
was done by government officials at 
great profit to themselves but not to 
the country. Owing to the depression 
in 1921, nickel flowed into the bank 
until it had something like $700,000 
tied up, on which no interest could be 
earned, and the bank vaults were over- 
flowing. Finally it had to refuse to re- 
ceive it. There was no legal obligation 
to so receive it and yet the government 
found fault with the refusal. 

I have no connection with the 
Banque Nationale and have never met 
its president, but, in view of the wild 


stories that have been circulated by 


Haitians, and some Americans, of the 
evil character of the bank and its influ- 
ence on the United States Government, 
it is my duty to tell what I found. I 
should add that in the proposed charter 
to be granted the National City Bank 
a number of modifications have been 
made in the privileges which are all to 
the interest of Haiti. I see no funda- 
mental difficulty in arranging things so 
that Haiti may be glad to avail itself of 
the Banque’s services in the future. I 
must confess that I should like to see 
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the resident director an American and 
this I say with no thought of criticism 
of the very able director now in charge, 
Mr. Scarpa. ° 

An American Loan. One of the 
things confidently expected by the Hai- 
tians from the Americans was a loan. 
I was frequently told that a loan had 
been promised in the Convention of 
1915, but this is an error. As a matter 
of fact such a loan seems to have been 
expected by the American officials. I 
am informed that in April, 1917 the 
Secretary asked for bids on a loan of 
$30,000,000 and that two were received. 
It is stated that these negotiations fell . 
through because of the opposition of 
the Financial Adviser to certain sug- 
gestions .of the French Government. 
There have been negotiations since but 
the details have not been made public. 
This amount appears to me excessive 
but if the proper arrangements can be 
made between the two governments I 
should feel that an ample loan on 
favorable terms would go a long ways ` 
not only towards establishing Haitian 
finances on a sound basis but as an ev- 
idence of sincerity on our part and as 
partial compensation for whatever mis- 
takes and failures we have made. I 
have already indicated my belief that a 
reorganization of the taxation system of 
Haiti is imperative as a basis for good 
government. l 


d 
CHAPTER V 


A Summary and Some Suggestions 


HE Haitian Attitude. Haiti is sen- 
sitive, oversensitive, perhaps. 
Her pride is hurt. Under such condi- 
tions people are always extreme in 
their reactions, and likely to be hyper- 
critical. Much of the antagonism 


reported as coming from the Haitians . 


is a smoke screen to cover their feelings. 


With few exceptions, the Haitians are 
not antagonistic to Americans but they 
are critical of the policies of our govern- 
ment. What are these criticisms? 

1. Incompetency of our representa- 
tives. 

2. Uncertainty as to intentions of 
the United States. 
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3. Failure to settle internal loans and 
to make a new loan. 

4. Arbitrary actions of both marines 
and civilians. > 

These are the underlying complaints. 
Now, to influence the people of the 
United States the arguments advanced 
may be quite different. We must not 
forget that some Haitians are trying to 
manipulate the situation to their own 
advantage and to deceive their fellow 
compatriots as well as us. What then 
is the real basis on which the com- 
plaints are founded. 

Just now Haiti is in a financial de- 
. pression. Her merchants are over- 
stocked with goods bought at high 
prices. There is evidence that Ameri- 
can firms dumped a good deal of mer- 
chandise immediately after the 
Armistice and recklessly extended 
credit. ‘The price level of the products 
of the country is very low. Not being 
international financiers, the people 
listen to the agitators who tell them 
` that this is the result of the American 
Occupation. The Germans are re- 
turning and we must expect that they 
will not always be friendly. to the people 
who forced them to leave the country. 
The holders of the internal bonds have 
suffered both because the interest was 
not paid and because there is no market 
for the bonds. The provisions in the 
loans setting apart certain revenues 
for their security seem to have been 
entirely disregarded by the American 
authorities. This is one side of the 
situation. 

Haiti feels that she has surrendered 
many of the attributes of sovereignty 
' without securing corresponding benefits. 
She points to the work of Wood in 
Cuba, of Taft in the Philippines, and 
asks why she has not been favored with 
men of like calibre. She forgets the 
effect of the War upon the United 
States and the world-wide financial 
crisis. Nevertheless, while there may 
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be some measure of justice in this com- 
plaint on which I do not pass, for J can- 
not enter into personalities, I may be 
permitted to add that in my belief no 
man could have made a success under 
the existing conditions. Thatistosay - 
that I believe the responsibility for the 
development in Haiti rests primarily 
not upon the shoulders of the men sent 
to Haiti but upon the government at 
Washington. In the opinion of Haiti, 
while entering professedly upon a pro- 
gram of financial control in the island, 
we have indicated a desire to exercise 
wider control. This fear has been 


exploited by politicians to the extent 


of their ability and they have found 
agitators in this country to assist them. 
Some have attempted to give this a 
political cast and to throw responsibil- 


ity on the Democratic party; but I think 


it is time that we stated openly that 
there is no partisan. policy in this coun- 
try as regards Haiti. 

Haiti was rather inclined to welcome 
the marines but she wants to know why . 
they are kept in the country after the 
problem has ceased to be military. 
She feels that their presence is a con- 
stant pressure to force the government 
to accede to any demands made. Lead- 
ing Haitians do not emphasize the 
“atrocities” of which we hear so much. 
They believe many occurred but rec- 
ognize that cruelty is not an American 
trait or policy. It is not the marine, 
it is the uniform, the symbol of outside 
control, which irritates. 

The Haitian Dilemma. A southern 
writer on the race problem in the 
United States once said that there were 
but two solutions: The first was the 
removal of the Negroes to some other 
country, which was impossible; the 
second was race amalgamation, which 
was unthinkable. Haiti is in a similar 
quandary. She is afraid the United 
States will not remove the marines 
(this indicates an inability to maintain 
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self-control, which is galling). She is 
equally afraid that the marines will be 
removed (that means revolution). In- 
telligent Haitians all think, whatever 
they say for publication, that revolu- 
tion will occur if the marines leave. 
They would however welcome their 
removal from Cape Haitien and Port- 
au-Prince, say to Gonave Island a 
few miles away, so that they could 
appear at short notice and yet be out of 
sight. My guess is that a free and 
honest expression of Haitian opinion 
would show 90 per cent in favor of the 
continued maintenance of order by the 
' United States; but opinions differ as to 
the best scheme. 

American Accomplishments. To 
change the viewpoint for a moment, 
what have the Americans accomplished 
in Haiti? 

1. The maintenance of order. 

2. Establishment of the Gendarm- 
erie. 

3. The honest handling of revenues. 

4, The beginnings of roads. 

5. The regular payment of govern- 
ment employes. 

6. The cleaning up of the towns and 
the beginning of sanitation. 

7. The maintenance of a fixed ex- 
change rate of gourde and dollar. 

Order is fundamental in good govern- 
ment. Even the much regretted caco 
trouble may be of great future value if 
the people have learned that rebellion 
does not always pay. The Gendarm- 
erie, well-paid, is the beginning of an 
adequate police system. While the 
roads are far from perfect no one ques- 


tions their value. Revenues have 
always been inadequate. Formerly 


the government employes were irregu- 
larly paid and the bond holders always 
paid. Now all employes receive their 
pay, a matter of no small importance. 
Only a small beginning has been made 
in sanitation, but the first steps are 
always most difficult. Asystemof gov- 
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ernment engineers holds great promise. 
Few Haitians seem to have realized 
what it has meant during the years of 
financial readjustment to have the 
support of the United States to their 
exchange. A glimpse of the experience 
of Europe and South America should 
be enlightening in this regard. What 
would the gourde be worth today were 
it not for the Americans? Incidentally 
we may note that the presence of two 
thousand marines with regular incomes, 
a large part of which is spent locally, 
has meant a great deal to merchants 


_ and workers of the country. Granted 


these things, the American achieve- 
ments are not specially creditable to 
the United States. We have signally 
failed on some of the big things such as 
reorganization of schools and finances. 
Why, Washington must explain. 

What Haiti Wants. In all countries 
there are demagogues who want free- 
dom of action accompanied by freedom 
from responsibility. There are many 
such in Haiti. But such a program will 
not work in a world of inter-related 
peoples. We are vitally affected by 
the actions of Haiti and we cannot be 
indifferent. This the leading Haitians 
recognize. What they want is that we 
should “make good” in our control of 
Haiti. ` 

Passive Resistance. Iaitihas decided 
that the present program does not work. 
She has accepted a policy of passive 
resistance and is in a position to block 
most of our efforts. From this situa- 
tion relief must be found. 

The Convention. One of the starting 
points for trouble is m the Convention 
under which we are working. It is an 
illustration of the old type of diplomacy 
from which we are trying to escape in 
that by “diplomatic language” it pur- 
ports to do one thing while seeking to 
accomplish another. Its intent was to 
give the United States the temporary 
control of the situation in order that 
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Haiti might be set on her feet and the 
way prepared for a real independence 
later. It was desired to do this while 
preserving as far as possible the Haitian 
Government. This desire, however, 
led to the failure to give to the United 
States such a position in Haiti that its 
position could not be a matter of dis- 
pute. It set up several more or less 
coordinate officials, all representatives 
of Washington, directly responsible to 
no one head. The American Minister, 
the commander of the military forces, 
the Financial Adviser, the Receiver 
General, the engineers, are all independ- 
ent. In actual functioning, regardless 
of their individual merits or personal 
relations there has been no adequate 
attempt to achieve common ends. 
Each for himself is carrying out bis 
duties in accordance with his own 
ideals, with little conference with the 
others and with less clear understand- 
ing of what Washington is really trying 
to do.” Unless the American govern- 
ment organizes its representatives 
under some one head, military or civil 
is unimportant provided the head be 
an executive, gives them a policy and 
backs them up, the present Convention 
is unworkable. It is doubtful now if 
modifications can be secured. Such 
modifications are not necessary pro- 
vided Washington will take a firm 
stand and will so organize its efforts 
that constructive results may be 
secured. It is difficult to understand 
why Washington, having secured what 
it wanted, did not proceed to make its 
will effective. 

What Might Have Been. Leading 
Haitians, Americans and other foreign- 
ers resident in Haiti tell me they think 
that other representatives at the outset 
might have avoided the present situa- 
tion. . We are, however, confronted by 
present facts not past possibilities. A 
change of personnel now is of doubtful 
value unless the other changes be made. 
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Foreign Opinion. We should not 
forget that foreigners resident in Haiti, 
no matter how critical they are of past 
performances, are practically unanimous 
that America must stay in Haiti until 
a new generation of Haitians, with dif- 
ferent ideas of government are ready to 
assume charge of the ship of state. 
The collective judgment of these men 
should be carefully weighed in forming 
our policy. 

What We Might Do. I have never 
met an American who wanted to absorb 
the country of Haiti. I know no one 


_ who desires to destroy the Haitian 


Government or who has any wish save 
that in the future it may prosper and be 
completely independent. The United 
States has guaranteed the independence 
of Haiti, and I have no doubt will con- 
tinue to do so in the future. Hitherto, 
however, we have been content to let 
things take care of themselves. Now 
we are confronted with the necessity of 
some definite policy. Even the most 
zealous advocates of a “‘self-determina- 
tion policy” might be brought to see 
that a given group has “self-deter- 
mined” its present inability to stand 
alone and maintain international obli- 
gations. Our duty to the people of 
Haiti is not fully met by accepting at 
face value all the statements emanat- 
ing from its upper classes. The world 
judges by performances, not by words. 
If we believe that we have an obligation 
to help Haiti we must carry out our 
belief regardless of the protests of sel- 
fishly interested politicians, there or 
elsewhere. But we must not be satis- 
fied with words or a purely negative 
program of “protection.” There are 
many things we might do. We might 
as a nation refund the Haitian debt. 
We might admit the products of Haiti 
on the same terms as those of Cuba, for 
why should we discriminate between 
two islands in almost identically the 
same situation as regards our markets? 
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A clear declaration by Congress of our 
intentions with reference to Haiti might 
clear the atmosphere there. I do not 
believe there is any difficulty between 
Haiti and the United States which can- 
not be amicably settled. 

The Option. No one knows the 
future. No one can be certain of the 
accuracy of his ownideas. It seems to 
me that today we are confronted with 
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the necessity of a choice between two 
courses, simple yet complicated: com- 
plicated because they must rest on 
continuity of program. We can admit 
the impossibility of helping Haiti under 
existing conditions, and withdraw, or 
we can declare our program, organize 
our forces, and rhake good. My hum- 
ble advice to the United States Gov- 
ernment is then: Get in, or get out. 


CHAPTER I. 


The Dominicans 


HE total area of the Dominican 

Republic is over 19,000 square 
miles, or somewhat more than the com- 
bined areas of the states of Vermont 
and New Hampshire. Running east 
and west almost in the center is the 
great central range whose highest 
peaks rise to 9,000 or 10,000 feet and 
where valleys like Constanza can be 
found whose elevation is over 3,000 
feet. This range is wooded, has a 
heavy rainfall and is consequently the 
starting point of many rivers whose 
general course is north or south; but 
the streams on the north all turn east 
or west, finally reaching either the Yuna 
to empty into Samana Bay or the 
Yaque del Norte to find outlet near 
Monte Cristi. Thedistricts oneach side 
of this central range are quite different. 
To the south in addition to a wide 
territory more or less unoccupied, both 
because of small population and dis- 
tance from market, are areas like that 
near San Juan, which will become cen- 
ters of general farming some day. 
There are wide stretches of ground 
used only for grazing purposes today 
whose soil is not very good. 

To the north lies the great valley, 
ten to fifteen miles in width, known 
generally together with the hills far- 
ther north under the name “Cibao.” 
Just east of the city of Santiago this 
valley is divided by low hills some 700 
feet high. To the west the rainfall is 
inadequate for agriculture except along 
the edge of the hills oneach side. There 
is some grazing land near Santiago but 
further west the country is quite arid 


and is the home of countless herds of’ 


goats which range at will. This part 
of the valley is drained by the Yaque 


del Norte which receives numerous ad- 
ditions from the south but nothing 
from the north. On some of these side 
streams land can be irrigated. At Mao, 
for illustration, a Belgian who saw the 
possibilities has made a splendid be- 
ginning of a rice plantation. Some 
12,000 acres here could probably be 
irrigated at reasonable cost, and the 
same may be true on other streams. 
In the neighborhood of Guayubin 
there are some 50,000 acres which 
could be irrigated with gravity flow 
from the Yaque itself at an estimated 
outlay of $1,000,000. Nothing has 
been done on this. Between this place 
and Monte Cristi there are now several 
sugar plantations which pump the 
water from the river. Their future 
financial success is considered some- 
what problematical, owing to the ex- 
pensive installations necessary. 

Santiago itself is the center of the 
tobacco-growing district. Its streets 
are packed at times with horses and 
burros delivering tobacco to the ware- 
houses. To the east near Moca and 
La Vega we come to the cacao districts, 
and then to grazing districts. In 
many ways this appears to be the rich- 
est agricultural section of the country. 
In this region, too, are several saw 
mills converting the native pine into 
lumber both rough and finished. I 
have seen boards eighteen inches in 
width, but the average is much 
smaller. 

North of the Cibao is a low range of 
mountains with fairly adequate rain- 
fall offering numbers of small fertile 
valleys. Going east on the coast from 
Monte Cristi, with the exception of 
one small area, we find no land of value 
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until we reach Puerto Plata, one of the 


chief ports of the country, where there ` 


are several sugar plantations. East 
of this city there is nothing of note 
until we come to the Bay of Samana 
on the eastern coast. Here are ex- 
tensive coffee plantations and here 
also the outlet for much of the cacao 
of the Cibao. 

South of Samana there are some cacao 
regions and then the low lying and 
swampy, or else rough and hilly coast, 
little utilized at present. On the south 
side we find again sugar plantations 
beginning with the enormous develop- 
ment at La Romana. Sugar centrals 
are found at intervals along the coast 
as far as Bani, west of Santo Domingo. 
To the west at the mouth of the Yaque 
del Sur at Barahona new territory has 
been planted im sugar within the last 
five years. The Barahona peninsula 
itself is arid. 

Population. The first census of the 
Dominican Republic ever taken was 
completed in the summer of 1921. 
This showed a total .population of 
894,587, a little over 45 per square mile, 
_or about one-fourth the density of 
Haiti. Of these some 500,000 live to 
the north of the central range; 394,000, 
to the south. ‘The crop areas indicated 
on the map on page 112 also indicate 
fairly accurately the location of the 
mass of the population, although there 
are scattered households everywhere. 
The country can support many times 
its present population. To the total 
given above it is stated that three or 
four thousand should be added to allow 
for foreign workers at San Pedro de 
Macoris. Why these were not included 
is not stated. 

Origin. In the Dominican Repub- 
lic one occasionally sees the high cheek 
bones and straight black hair which 
suggest the Indian. History tells us 
that the racial antagonisms were never 
as severe here as in Haiti nor did slavery 
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take as cruel aspects. The Spaniard 
mingled his blood freely with In- 
dian and Negro. The Dommican 
averages a shade, lighter than the 
Haitian; otherwise there is no apparent 
difference save the suggestion of In- 
dian at times. The percentage of 
white ancestry is larger, but there are 
practically no families of pure whites 
in the country save those of recent 
immigrants. An American lady of 
mature years chancing to talk to some 
young marines one evening in Santiago 
invited them to have some ice cream 
with her. They did not immediately 
respond and after a bit, thinking they 
were timid, she repeated the invitation. 
They accepted, asking however, “You 
are an American are you not?” At the 
restaurant one youth naively said: 
“You see there are so many people 
here who look white in the evening and 
much darker the next morning that we 
have to be very careful.” 
Immigration. There are a few hun- 
dred Spaniards or Spanish colonials in 
the country who have come over for 
business and a handful of other Euro- 
peans and Americans. . While it is the 
desire of Dominicans to encourage 
such immigration and to attract if pos- 
sible Spanish farmers, much of the 
white population is of men temporarily 
employed who do not intend to remain. 
To this number must be added many 
thousand laborers on the sugar planta- 
tions who have come from all over the 
West Indies. Some of them remain 
but the majority return home., The 
only source of present immigration of 
any importance is that from Haiti. 
This began about a generation ago. 
The Haitians came in to do any kind of 
day labor but have settled down to re- 
main. Already they form a very con- 
siderable part of the population of 
some of the towns. I have heard the 
number in Santiago estimated as 2,500 
or 3,000 out of a population of perhaps 
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20,000. The Dominicans are not 
keen about this increase. The im- 
portation of oriental or negro labor is 
prohibited by their old law but they 
have always granted permits to the 
sugar plantations. Their antagonism 
is In part historical resentment against 
the Haitians first, because they once 
held the territory, and secondly because 
the Dominicans want to be considered 
as white while they believe the Haitians 
to be black. 

Land Ownership. The Dominicans 
are essentially a nation of landowners. 
The searcity of population, the abun- 
dance of Jand, has given all a chance. 
This fact must be kept m mind for out 
of it flaw some important results. The 
country has never been surveyed. 
Titles are in great confusion. Not only 
have many titles come down through 
long periods of time with the bounda- 
ries inadequately described but there 
has also grown up a system of money 
or peso titles, as they are called. 
Instead of trying to divide the inherit- 
ance, each heir was given a certificate 
that he owned so many peso’s worth of 
certain lands. These certificates have 
been passed from hand to hand and 
many fraudulent titles have appeared. 
As in Haiti this is a situation calling 
for settlement. In the south in the 
cattle and sugar regions the land 
seems to be held in large tracts by 
relatively few families. In the Cibao 
while there are large farms the average 
holding seems to be small. One com- 
petent observer says that in the richer 
portions the individual family holds 
about thirty acres of which he prob- 
ably cultivates ten. The Military Gov- 
ernment has established a land court 
which is grappling with this problem. 

Agriculture. The methods of the 
Dominicans do not differ greatly from 
those of the Haitians. The machete 
is here also the chief tool in agriculture. 
The difference that one notes, however, 
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is that here and there modern machin- 
ery is appearing. It was my pleasure 
to see one large farm whose owner 
prided himself on his efforts to follow 
improved methods of agriculture. He 
was even trying to introduce some 
American fruit trees. He had over 
100 of the best pigs I saw on the island. 
Out of his own money he was building 
a road to connect with the main high- 
way. TheDominican farmers aremore 
prosperous than the Haitian. One 
finds here actual plantings of cane, 
cacao, tobacco, and bananas, to a far 
greater extent then in Haiti. Most of 
these valuables crops are carelessly 
handled, and the products are not of 
the highest grade. For sometime prior 
to the financial depression the Military 
Government was employing some thirty 
agricultural advisers, was maintaining 
trial plots, was importing machinery 
which it sold at cost, and was introduc- 
ing good seed. 

Sugar. The most valuable crop of 
the country is sugar. This is grown 
chiefly in the south although there is 
a little grown at Puerto Plata and 
Monte Cristi. The soil and climate 
are so favorable that replanting is 
unnecessary for fifteen or twenty years 
and I have seen fields said to have re- 
mained in sugar over thirty years. 
Owing to the enormous cost of the mills 
sugar is produced chiefly on large 
plantations. Of these there are about 
a dozen, most of which are today under 
American control. Two of the largest 
are La Romana in the east, where the 
investment is stated to be some $7,- 
000,000, with 16,000 aeres m cane and 
a labor force of 7,500, and Barahona in 
the west. This is a new plantation 
which is grinding this winter for the 
first time. The investment here is 
said to be over $10,000,000. A splen- 
did plant has been built with adequate 
provision for houses for the employes. 
The total possible sugar production is a 
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matter of conjecture but several times 
the present output can be grown. 

Domestic Animals. The Dominican 
appears to have more and better cattle 
and horses than the Haitian. He (and 
she) are very fond of their horses and 
are superb riders. Some use is’made 
of the stock for draught purposes. 
Goats are very common. 

Housing. In the Dominican Re- 
public nearly all the houses m rural 
districts are made of palm boards. One 
rarely’ sees a miud-plastered cabin. 
The roofs are of palm, metal being pre- 
ferred by the better situated. The 
rural homes are at times very attractive, 
with well-kept yards, decorated with 
flowering or brightly colored shrubs. 
Tf on the main roads, there is often a 
neatly kept hedge which gives evidence 
of considerable pride. I am told that 
the new roads are having a marked in- 
fluence in stimulating the better care 
of premises. There are few outbuildings 
and latrines are almost non-existent. 
The running streams are the main 
water supply, but in the Cibao there 
are many cisterns and a few wells. 
In the towns the architecture is Span- 
ish. The houses are generally directly 
adjoiming the street, giving the passer- 
by full opportunity to get glimpses of 
domestic scenes as doors and windows 
are wide open till closed at night. In 
every town is the square often so elab- 
orately planted that no open place is 
left. These parks are the center of the 
evening social life. Late in the after- 
noon the girls and boys are prome- 
nading and in the evening their parents 
are also in evidence. Here are given 
the band concerts which everyone 
attends. The main streets of the lar- 
ger towns are more or less macadam- 
ized. The sidewalks are very narrow, at 
times two or three feet above the street 
level, and not mfrequently at different 
levels in front of two adjoining prop- 
erties, so great care is needed. 
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Sanitation. As regards health there 
seems to be no great difference between 
the two ends of the island. The pre- 
vailing diseases are the same. An 
American doctor in charge of a local 
hospital spoke of the amount of surgi- 
cal work needed in a country with few 
doctors, none, practically, im rural 
districts. He also had noted a gain 
in weight of patients after entering the 
hospital, thus confirming casual obser- 
vation as to the inadequacy of food 
eaten. In the Dominican Republic 
the French law prevails that a doctor 
cannot carry or give médicine; instead, 
the patient must be examined by the 
doctor and medicine then secured from 
a druggist. This leads to doubling of 
charges, to much neglect of suffering 


among the poor. and to hardship in 


emergency eases. While such a law 
may have its advantages in France it 
is worse than foolish under Dominican 
conditions. The druggists are said to 
charge often $4 for simple medicine, 
which costs but a few cents, and which 
the physician would probably give the 
patient. The number of apothecary 
shops in all the towns and the amount 
of patent medecine carried, leads the 
visitor to accept as low the estimate 
that 5 per cent of the total income is 
spent for drugs. 

Epidemics have been rare here as in 
Haiti but the country suffered severely 
from the “flu” and in the autumn of 
1921 the smallpox epidemic had crossed 
the border line from Haiti and was 
spreading rapidly. Yet an American 
critic of the administration was con- 
demning it for buying vaccine points. 
At first the papers and local doctors 
ridiculed the diagnosis of the disease as 
smallpox. One Spanish doctor, having 
first vaccinated his own family, made 
speeches against the vaccine campaign 
and condemned the vaccine which he, 
himself, had used. By the end of 
October the papers were condemning the 
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government for not taking more ener- 
getic measures. While there are some 
good physicians in the towns nurses 
are scarce and hospital facilities are 
grossly inadequate. There are no 
sewers in the town. A new leprosar- 
ium is nearly ready for occupancy. 
The Family. The girls are strictly 
chaperoned in the better families and 
marriage is said to be impossible to 
one who has fallen. In the lower 
classes concubinage is common. The 
illegitimate birth rate is high, varying 
in different regions. No reliable fig- 
ures can be secured. Formerly one 
civil official issued the license while the 
ceremony was performed by another or 
by a priest. Under the present law 
the priest can issue the license also, 
while one civil official can issue license 
and perform ceremony. This change 
was introduced to try to limit common- 
law marriage. _As a rule, marriage is 
contracted early and large families 
abound. Prior to June 13, 1918 (Ex- 
ecutive Order No. 168) there seems to 
have been no legal requirement that 
parents should support their children. 
Labor. Inthe rural districts the men 
and women work side by side and both 
are seen on the roads taking produce 
to market. In the towns the lower 
class women work not only as servants 
but in the factories. Until lately the 
higher class women did no work out- 
side their own homes, and not much 
there, according to common report, 
but now, since a number of young 
women from Porto Rico have set the 
example, many Dominican girls are 
found in government offices as clerks 
and stenographers. The Dominican 
is reputed a rather capable but rather 
unreliable laborer. In considerable 
measure this is said to be due to the 
prevalency of land ownership. Having 
his own land he does not care to work 
regularly for others. He likes to 
take contracts, if not of too long dur- 


Tur ANNALS OF THE AMERICAN ACADEMY 


ation, but cannot be relied on for 
steady performance. He appears to 
be good with machinery. It has long 
been necessary to bring in outside 
laborers for the sugar plantations be- 
cause of these conditions and the roads 
are tdday being constructed by Haitian 
labor. In some of the poorer districts, 
the Dominicans are said to be much 
steadier as day laborers. Common 
labor was being paid from eighty cents a 
day up in 1921 and it was claimed that 
few would work at the bottom price. 
In the towns, perhaps as a result of 
American influence, the washerwomen 
were charging as much as is charged 
in our big eastern cities. The upper 
class man rather despises manual labor. 

Personal Traits. From the stand- 


- point of culture there are great differ- 


ences between the higher and lower 
classes, for in the Dominican Republic, 
also, the middle class is hardly existent. 
Both, however, have traits in common. 
They are intensely proud of their 
Spanish connection and think and 
speak of themselves as Latins. One al- 
most never sees burdens carried on 
their heads, a custom so characteristic 
of Haiti. They are kindhearted and 
generous to their friends, though rather 
indifferent to suffering. Courtesy is a 
mantle to be worn on all occasions. 
They are outwardly polite regardless 
of their feelings. They will stand on 
the sidewalk or street blocking your way 
but with no thought that they are in- 
conveniencing you. Though I was in 
the country when the newspaper agi- 
tation was at its height never once 
was I treated in discourteous fashion. 
Among themselves the young men are 
said to be rather given to fighting— 
“They are always at it,” said one 
young woman. In pre-Occupation day 
everyone carried a weapon and the 
one most desired was a pearl-handled 
forty-four caliber revolver. Homi- 
cide was common. 
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Amusements. There are a goodly 
number of creditable newspapers in 
the various towns and these are sold on 
the streets more freely than in Haiti. 
Rumor and surmise are more promi- 
nent than news. There are more and 
better bookstores than in Haiti but the 
stores carry a large supply of Spanish 
stories either of the wild-west type or 
extremely salacious. Reading is not a 
general habit although the clubs will 
have well-bound editions of the classics. 
The movies are well-patronized but 
the films are extremely poor and one 
must wonder what sort of an impression 
they give,of America. There are some 
good bands in the different towns. 

Business. Here, as in Haiti, “‘big 
business”’ is in the hands of foreigners 
and many of the better shops are con- 
ducted by Spaniards or Porto Ricans. 
There are a good many Syrians who 
have not encountered as much oppo- 
sition as in Haiti. A few American 
enterprises have been started, such as 
the electric light and water works sys- 
tem formerly supplying Puerto Plata 
and Santiago, just now in a state of 
suspended animation owing to ina- 
bility of the company to continue old 
rates under war conditions and the re- 
fusal of the Dominicans to modify the 
contract in satisfactory manner. The 
leading banks are the International 
Banking Corporation, which is under 
the City National Bank of New York, 
the Royal Bank of Canada, and the 
Bank of Nova Scotia, the latter a new- 
comer. Save the sugar estates there 
seem to be few agricultural enterprises 
in foreign hands. 

Manufactures. Factories are not 
numerous in the country but there are 
a number of distilleries where rum: is 
made, which are owned and operated 
by Dominicans. During the War a 
well-equipped safety match factory 
was started at Puerto Plata> which is 
turning out a good grade of match 
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. which finds ready sale throughout 


the country. There are two ciga 

factories making excellent cigars, both 
Dominican owned and operated, in 
addition to cigaret factories of foreign 
ownership. A great quantity of cigars 
are made in homes and small work- 
shops for local consumption. 

Railroads. There are only two lines 
of railroad doing a general business, 
with a combined mileage of about 150 
miles. The Dominican Central Rail- 
way runs from Puerto Plata through 
Santiago to Moca, 60 miles. This was 
built by foreign interests but was taken 
over by the government in 1908. It 
is a narrow gauge and climbs up a grade 
of 11% from the coast inorder to reach 
the Cibao. The second road, the Sa- 
mana and Santiago Railway, runs from 
Moca to Samana with branches to 
San Fernando de Macoris and LaVega. 
Although not standard gauge it differs 
from the first so no cars can be 
transferred. No railroad runs from 
the northern to the southern’ part of 
the country and while the project has 
often been discussed there is no pres- 
ent prospect that such a road could 
pay expenses. On the sugar estates 
in the south there are 225 miles of pri-- 
vate roads. ‘There is also a short line 
of some five miles connecting Azua 
with its port. 

Roads. Prior to the Occupation 
there were few wagon roads in the 
country although an excellent be- 
ginning had been made. Transporta- 
tion was largely on horseback. There 
was no wagon road even between the 
Capital and the Cibao and the journey 
from Santiago to Santo Domingo was 
a matter of days even under favorable 
conditions. I shall want to speak of 
the public works again so will only add 
that it is now possible to go from 
Monte Cristi to the Capital in an auto- 
mobile with the single exception of a 
gap of some twenty-five miles in the 
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mountains, which will ,be entirely 
closed ina few months. Even now the 
trip from the Capital to Santiago is 
sometimes made in one long day. 

About 1912 an American engineer 
was put in charge and some good roads 
were built, but he seems to have en- 
countered much opposition and the 
appropriations were irregular and the 
funds wasted on disconnected bits of 
road. To what extent this was.due to 
local politics, to what extent to the 
official who had been trained as an 
electrical engineer instead of a civil 
engineer, or to his lack of tact and un- 
compromising honesty, I cannot say. 

Ports. There are docks at Puerto 
Plata, La Romana (dock belongs to 
sugar company but is open to others), 
San Pedro de Macoris, Santo Domingo 
and Barahona; elsewhere lighters are 
used. There are a number of lights 
on the coast. The harbors are not in 
very good condition, never having 
been adequately dredged. 

Steamship Lines. The Clyde Line 
has had a monopoly much of the 
time in the trade with the United 
states. Now at least two other lines 
send freight steamers regularly. The 
French line gives direct connection with 
Europe. ‘There is also frequent con- 
nection with Porto Rico. 

Commerce. The foreign trade of the 
Dominican Republic estimated by five- 
year periods is as shown below. 

This table indicates a very grati- 
fying increase in the total foreign 
trade but a considerable part of the 
increase after 1914 is due to war- 
time prices, just like the terrific slump 
which came in 1921, and has little re- 
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lation to production. The production 
of sugar has been doubled from 85,000 
tons in 1910 to about 185,000 in 1920. 
A large part of this commerce is with 
the United States; For instance, in 
1919-20 the United States trade repre- 
sented 77 per cent of the imports and 
87 per cent of the exports; 13 per cent 
more of the imports were from Porto 
Rico and to Porto Rico went 2.6 per 
cent of the exports. 

For the year 1918, which can be 
taken as typical, the chief imports and 
exports were as shown in the table on 
page 173. 

Economic Situation. The rapid in- 
crease In commerce brought great pros- 
perity to the country. The crops 
were good; the prices were high. Dur- 
ing the War there was no special short- 
age of anything. ‘Those who had pre- 
viously eaten white bread did not have 
to make substitutions. The*“money 
income was great, both for the individ- 
ual and the state. The merchants 
seemingly expected the boom to last 
forever. They were given extremely 
liberal credit both by banks and by 
American houses. After the War 
there seems to have been a good. deal 
of “dumping” here as well as in Haiti. 
It was not until 1921 that the signifi- 
cance of the War came home to the 
Dominicans. Suddenly there was no 
market for their goods. Merchants 
could not sell because no one could pay. 
In the summer of 1921 the Dominicans 
did not declare a moratorium. It was 
not necessary. They simply stopped 
paying theirbills. I saw many accounts 
settled for 35c on the dollar. A banker 
told me that the banks had failed to 
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foresee the crash and were caught with 
large loans outstanding. He said that 
his guess was that the loans of very 
doubtful value today ran from about 
$12,000,000 and $7,000,000 to $2,000,- 
000 for the three largest banks. The 
warehouses are loaded with goods 
bought at high prices which cannot be 
sold for more than a fraction of the 
original cost. This situation and the 
uncertainty of the future have greatly 
increased the discontent against the 
Americans, who, in some mysterious 
way,are heldresponsible. The govern- 
ment tried to save the tobacco growers 
by buying crop at a price above the 
market. It has the tobacco on its 
hands and the outcome is uncertain. 
The Future. In time the crisis just 
mentioned will be met and conditions 
become normal. The country is rel- 
atively undeveloped. The climate and 
soil are good, although one needs 
to be very careful of the exaggerated 
statements often made. 
more than 10 per cent of the soil is 
really first-class. But a growing sea- 


son practically twelve months long and © 


a soil of average fertility wherever the 
water supply is ample, accomplishes 
wonders. Schoenrich is correct in 
‘speaking of Santo Domingo as the 
country with a future. Nature has 
done her part. What.will man do? 
Schools. In 1915 the Dominican 
Republic did not own a single school- 
building. Rural schools were almost 
unknown, not exceeding eighty-four 
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in number, the superintendent told me: 
The total schopl enrollment was about | 
18,000. While there were some publie 
schools in rented buildings dependence 
seems to have been placed on the pri- 
vate, subsidized schools, the subsidy 
depending wholly on political influence. 
The teachers were paid very little and 
very irregularly. There was little 
supervision of the schools. Diplomas 
and certificates were given with very 
little reference to’ qualifications. Nu- 
merous private secondary schools ex- 
isted, “‘all issuing diplomas none of 
which required proper preparation 
therefor and most of which required 
practically none.” ‘There were two 
Institutes of Social Studies and one Pro- 
fessional Institute whose functions seem 
have been to furnish salaried positions 
and a poorly equipped and inade- 
quately supported University. The 
government sent some fourteen stu- 
dents abroad but there was complaint 
as to method of selection. On paper 
there was a comprehensive system but, 
as Mr. Lane once wrote, “The code of 
education was a pompous collection 
of inane provisions.” Probably the 
best way of measuring the efficiency 
of the school system is the fact that 
about 90 per cent of the population 
was illiterate. The children of the 
well-to-do were educated abroad, often 
in the United States, if light enough in 
color to pass as white. There was 
little interest in general education save 
in limited groups. Here as elsewhere 
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Percentage of Total Imports 
Foodstuffs 
Cotton 
Machinery and Apparatus ` 
Iron, steel and manufacturing 


Hides, skins and manufacturing 
Mineral oils 
Woods and manufacturing 
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Fibres, vegetable and manufacturing 


Percentage of Total Exports 
Sugar, incl. cane and molasses 
Cacao 
Tobacco (leaf) 

Hides (cattle) 
Honey 
Coffee 

.85 Goatskins 
.80 Beeswax 
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were individuals, prophets of, a new 
order like the Porto Rican, Eugenio 
M. DeHostos, whose name is spoken 
in reverence by the Dominicans. 

Religion. The Roman Catholic 
Church is dominant in the country. 
To a large extent its churches have 
been built from public funds and there 
is some |dispute,las ‘to whether the 
buildings are or are not the property 
of the state. With the exception of a 
small handful of Spanish Franciscans, 
all the priests are natives. The pres- 
ent Archbishop is very popular but the 
priests as a body are despised rather 
than respected, both by foreigners 
and educated natives. Rome appears 
to have little control of the situation. 
The local priests live openly with their 
women and their families are not lim- 
ited to one. Drunkenness is frequent 
among them. The French priests of 
Haiti are disgusted with them. Judg- 
ing by appearances the Dominican men 
have only a formal contact with the 
church, the great mass of attendants 
at meetings being women. The Prot- 
estant churches in the country are 
few and feeble. A number of denom- 
inations maintain missions. Except 
among the immigrants one finds no 
traces of the Voodooism so dominant in 
Haiti. ` 

Government. The constitution estab- 
lishes a representative form of govern- 
ment. The Senate is composed of 
twelve members, one from each proy- 
ince, elected for six years. The 
Chamber of Deputies has twenty-four 
members, two from each province. 
Suffrage is extended to all males over 
eighteen years of age. The Congress 
is supposed to meet each year on 
February 27 for a period of ninety 
days which may be extended sixty days 
if necessary. 

The president is elected for six years. 
There is no vice-president, Congress 
choosing his successor in an emergency. 
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The Cabinet consists of the secretaries 
of the seven departments: 

The Department of the Interior and 
the Police, which oversees the adminis- 
tration of the provinces, the munici- 
palities, and the police force and has ° 
charge of the archives. 

The Department of Foreign Affairs, 
which has charge of the consular and 
diplomatic corps and foreign relations. 

The Department of the Treasury 
and Commerce, which collects and dis- 
burses public funds and prepares 
statistics. 

The Department of War and Navy, 
which attends to all matters of public 
defense. 

The Department of Justice and Pub- 
lic Instruction, which has in its charge 
courts and prisons, matters of educa- 
tion, and all things pertaining to the. - 
Roman Catholic Church. 

The Department of Agriculture and 
Immigration, whose title is self-explana- 
tory but whose accomplishments have 
never been very striking. 

The Department of Promotion and 
Communications, which controls all 
public works and the granting of pat- 
ents, trade-marks and mining claims. 

There are twelve provinces, each 
with its own appointed governor who. 
is directly responsible to the Secretary 
of the Interior and Police. In actual 
life these governors have often ruled as ` 
petty kings and have sought to-riyal 
or “oust” the president. Their pow- 
ers are considered too large by some 
of the ablest Dominicans. The prov- 
inces are divided mto communes with 
necessary local officials. 

Courts. In each commune there is 
at least one local court (alcadia), 
sixty-three m all. Each province has 
one court of the first instance. There 
are courts of appeal at Santiago and 
Santo Domingo (possibly a third at 
LaVega—my authorities are conflict- 
ing), the number of whose judges can 
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be increased but not diminished by 
the president, and a Supreme Court at 
Santo Domingo. The last consists of 
a presiding judge and six assistants ac- 
cording to the constitution, but I be- 
lieve there were but five at the time of 
my visit. 
The legal codes are almost literal 
translations of French codes of the 
middle of the nineteenth century with 
few adaptations to local conditions. 
The legal books are usually French. 
The courts have been poorly equipped 
either with furniture or hooks. There 
has been little supervision of judges or 
lawyers and the average standard is 
not considered very high. 
` The Dominican courts seem to have 
aroused much less antagonism than 
those of Haiti. There is little evidence 
of discrimination against the foreigner. 
There are, of course, curious decisions. 
‘On one of the sugar plantations an 
automobile driven by a man probably 
' intoxicated and carrying the owner 
also intoxicated attempted to cross a 
railroad track one night at about two 
o'clock. It was struck by a train which 
was being backed down the track with 
the engine at the further end, a brake- 
man carrying a lantern on the front car. 
Damage suit was brought and the 
court held that the chauffeur, brake- 
man, engineer and fireman were equally 
responsible and imprisoned all of 
them while it fined the sugar company 
$500. This was paid as the company 
feared to fight. This case probably in- 
dicates an attitude towards corpora- 
tions not unknown elsewhere rather 
than an attempt to penalize the foreign- 
Incompetency rather than crook- 
edness is the burden of the criticisms. 
Attitude Toward the Law. As re- 
gards the attitude towards constituted 
government little need be said. One 
recent writer has thus summarized the 
situation: “During Santo Domingo’s 


seventy years of national life, nineteen - 
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constitutions have been promulgated, 
and there have been fifty-three presi- 
dents, but three of whom have com- 
pleted terms of office for which they 
had been elected. Two were killed, 
twenty deposed, and the others re- 
signed more or less willingly.” There 
were thirty-five presidents between 
1863 and 1916, thirteen between 1899 
and 1917 and seven between 1911 and 
1916. It is evident that the central 
government has never been any too 
secure. The fact is that most of the 
time there was active revolt in some 
part of the country. Although the 
president appointed the governors he 
had. to take the strongest men even 
though these were opposed to him. 
At one time a provincial governor con- 
trolled part of the city of Santiago 
while the rest was ruled by the com- 
mandant of the fortress there. Here 
another governor was raising his own 
army and handling revenues with little 
regard for national laws while else- 
where a private citizen owning a great 
territory ruled as a feudal lord, gather- 
ing to himself criminals and malcon- 
tents from other regions. Where the 
opposition did not dare come out into 
the opén guerrilla warfare and banditry 
flourished, often supported by politi- 
cians in the towns. Between these 
political bandits and roaming criminals 
no hard and fast line can be drawn. I 
am informed that even the strongest of 
the rulers like the despot Hereaux, 
dictator from 1881 to 1889, or Caceres, 
who was. assassinated in 1911, had 
never entirely suppressed the brigands, 
particularly in the eastern district. 
The Dominicans have never attained 
that respect for law without which 
orderly government is impossible. 
Nominally a republic, the actual 
government has been a despotism. 
There have never been political parties 
as we understand them. There have 
been parties named after their leaders 
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but their programs have been identical, 
that is, to get into office. It is diffi- 
cult to point to any measure under- 
taken by any government for the 
benefit of the country. There have 
been no free elections worthy of the 
name, though there have been contests 
between these personal followings. 
The voting has been under direction. 
Graft. In a country so managed 
it must be expected that officials 
will try to make private profit out of 
their positions. This is freely ad- 
mitted. The politician has dodged 
his taxes as have other influential men. 
For instance in 1917 with some sixty- 
six stills operating in the north the in- 
ternal revenue from them was less than 
$15,000 a month, but when in 1919 an 
American was put in charge and the 
stills reduced to nine, the revenue in- 
creased to $35,000 a month. In the 
province of Santiago, with from twenty- 
two to twenty-eight stills operating 
between 1912 and 1917, the total reve- 
nue was about $55,000, but in the first 
seven months of 1918, one still alone in 
Santiago paid $57,000 revenue. A 
competent observer said that his guess 
was that the graft in the civil pay roll 
was not more than 5 per cent but that 
big money was made on supplies for 
the army and in financing revolutions. 
This last was the origin of a large part 
of the old fortunes of the country. 
Everywhere the people believe that the 
officials are grafting. Formerly every 
cigar had to have a separate revenue 
label and it was forbidden to remove 
this until the cigar was partially con- 
sumed. Now each box or package 
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must have a label and I was told in 
Santiago that probably three-fourths 
of the cigars smoked had paid no dues 
as only the larger factories could be 
made to observe the law. I cite this 
to show the attitude of the common 
man. He does not believe that any 
official is honest and knows that he 
would not be if given similar opportuni- 
ties. Bonding companies are signifi- 
cantly absent. 

We are often told that the revolu- 
tions were practically bloodless and 
were really little more than counter- 
parts of our electoral campaigns, with 
rifles and revolvers furnishing the fire- 
works. Aside from the fact that the 
natives say that the revolutions were 
becoming more violent, this statement 
ignores their effect on industry. “The | 
peasants have never had any induce- 
ment to save,” saida Dominican woman 
to me one day. It was useless to try 
to accumulate stock or other property 
when tomorrow, or next week at the ` 
latest, some leader or his gang would 
come along and seize everything. No 
continued industry was possible if 
“volunteer forces” might appear at 
any time looking for recruits. The 
handicap to the country was enormous. 

It is evident that there are certain 
fundamental resemblances between 
Haiti and the Dominican Republic in 
spite of equally obvious differences. 
The latter country is a bit further along 
the road to civilization but is still 
stumbling over some of the same ob- 
stacles. The necessity of an inner 
change in the attitude of the leaders 
is just as acute. 
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CHAPTER II 
The Military Government 


FTER the flight of Morales in 
1906, Caceres became president of 
the Dominican Republic and was re- 
elected in 1908. He was assassinated 
on November 19, 1911, and replaced 
by Victoria, who was elected constitu- 
tional president on February 27, 1912. 
Revolution broke out and the United 
States sent a commission which helped 
effect an agreement between the leaders 
of the opposing factions. The Domini- 
can Congress assembled and accepted 
the resignation of Victoria, electing 
the Archbishop, Adolfo A. Nouel, as 
president. In spite of his personal 
popularity he was not a strong execu- 
tive and after a brief time resigned in 
disgust. Bordas became provisional 
president, April 14, 1913, and served 
for one year. There were other revolu- 
tions and another commission went 
down from Washington. The resigna- 
tion of Bordas was arranged and Baez 
became provisional president, August 
27, 1914. In October, Jiminez was 
elected president, taking office in 
December. For a time all was quiet 
but in April, 1916, Arias, the Secretary 
of War, deposed Jiminez and assumed 
power. With the consent of Jiminez, 
American forces were landed on May 5 
with orders to support Jiminez and 
Arias was notified that he would not be 
recognized as president. The Domini- 
can Congress then chose as provisional 
president a prominent physician who 
had given up his profession to enter 
politics and who had lived many years 
in Cuba, Dr. Henriquez y Carvajal. 
As a condition of its recognition of 
the new government the United States 
suggested a convention similar to the 
one with Haiti (which is reprinted, on 
page 152). This the Dominicans abso- 


lutely declined. The American author- 
ities then refused to turn over to the 
government the revenues collected. 
Finally. Washington resolved to end 
the trouble and order the naval forces 
to take entire charge. So on November 
29, 1916, there was set up “The Mili- 
tary Government of the United States 
in Santo Domingo,” which has re- 
mained in complete control since. The 
governor has been an admiral of the 
United States Navy, more correctly a 
series of them. All the high officers of 
the central administration have been 
Americans. 

Lack of Definite Reasons. So far as 
I can learn, Washington has never 
given either to the Americans or to the 
Dominicans a definite statement of the 
reasons leading to the intervention, 
except the brief statement in the Knapp 
proclamation that the intervention was 
to help establish stable government in 
order that treaty obligations might be 
kept. It is not publicly known just 
what men advised such intervention. 
Until some of the inner facts are re- 
vealed it is difficult for the outer world 
properly to evaluate the courses fol- 
lowed or to award praise or blame. The 
Dominicans understood at first that a 
legation guard was to be landed; then 
that men were being sent to prevent 
damage by revolutionists; but the 
subsequent demands of the United 
States make these seem but excuses. 
I have indicated that from the Ameri- 
can standpoint the Dominicans had 
not, perhaps because they could not, 
lived up to the pledge not to increase 
the debt without the previous consent 
of Washington. The preceding para- 
graph indicates a great deal of internal 
turmoil. In all of this, however, 
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neither. American lives nor property 
were jeopardized so far as known. 

Prominent Americans and Domini- 
cans have told me that they believe 
that Washington knew of certain 
plans of Germany to use the island if 
opportunity offered and, inasmuch as 
we were not then at war, thought it 
better to forestall such a possibility. 
If this were the main reason it is dif- 
ficult to understand why President 
Wilson waited until December, 1920, 
before proposing to withdraw the 
troops. Some Dominicans believe that 
Washington more or less identified the 
Haitian situation with the Dominican 
and failed to appreciate the differences. 
It may be that European countries 
urged’ our government to intervene. 
So I was told by one of the highest 
officials under Mr. Wilson. There is no 
evidence whatever that this action was 
due to any underhanded or grasping 
motives. This the Dominicans admit 
for they, and I, believe it was done in 
good faith as a matter of necessity. I 
should like to know, nevertheless, just 
what the reasons were. Admitting 
then that only the strongest arguments 
could have induced Mr. Wilson to 
order an occupation seemingly so con- 
tradictory to certain principles empha- 
sized by him, and admitting good faith, 
it is possible that the action was‘a grave 
mistake. Here, then, is the fundamen- 
tal question which makes all the prob- 
lems of actual administration of our 
trust insignificant but upon which we 
must suspend judgment until all the 
facts are known. | 

No Evidence of Policy. Whatever 
the facts prove to be in regard to the 
reasons for occupation, there is no 
evidence that Washington had at the 
outset, or has developed since, any 
well-thought out policy or program. 
It presented a scheme for a new treaty 
as already mentioned. When this was 
refused and anarchy threatened, Wash- 
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ington, finding its hands forced, ordered 
the Navy to assume full control. Under 
such circumstances one would natu- 
rally assume that the officials in the 
Dominican Republic would be given 
a policy to be carried out. No trace of 
any such policy can be found. Seem- 
ingly Washington has drifted along in 
a hopeful attitude, settling problems as 
they have arisen but holding no clear 
vision of what it wants to do. The 
men on the ground have been left to 
their own devices. Admiral Knapp 
decided to interfere as little as possible © 
and Washington was satisfied. Ad- 
miral Snowden, who is reported to have 
said that he “would be damned if he 
did anything and damned if he didn’t,” 
decided on the former course and 
Washington was just as satisfied. 
Whether the State Department and 
the Navy Department saw eye to 
eye is a matter of doubt. Certain 
important recommendations of both 
military and civilian representatives 
were quite contrary to the policy of 
withdrawal announced by Mr. Wilson 
and I am told that the local officials 
knew nothing of this decision until 
they received the declaration with 
order to publish. If it be true that 
Washington had no policy, it ‘is a 
reflection on our methods. It has put 
our representatives on the island in an 
unfair position for they are supposed 
to be the executors of our policy, not 
the originators. I have sought to 
make this point clear before discussing 
what the Occupation has done, because 
of its bearing on our final verdict. 

It would be hard to find a more 
responsible or more anomalous position 
than that of the admiral called on to 
serve as governor of the Dominican 
Republic. His immediate assistants 
were fellow officers many of whom, in 
keeping with American traditions, did 
not know the language of the country. 
In the provinces were the old native 


Tar Dominican REPUBLIC 


officials, the governors, the communal 
councils, etc. The old system of courts 
with native judges existed. Congress 
was no more. If new laws were needed 
there was no way to get them except to 
issue executive orders and 589 such had 
been issued by December 31, 1920. 
But would the courts recognize and 
enforce these new laws? It is obvious 
that while the governor might obtain 
the best native advice on modifications 
of the old laws (which was often asked) 


he could not count on the hearty co- - 


operation of the people, particularly of 
the educated class, which was most 
likely to feel antagonistic. Regardless 
of the wisdom or the necessity of his 
decisions there was sure to be sharp 
criticism. As a matter of fact, he has 
been compelled to issue orders which 
- affect nearly all departments of the 
national life. It is out of the question 
to consider all of these and we can only 
indicate some of the more important 
changes made and describe some of the 
new programs, and indicate the nature 
of the criticisms. I should add that 
the policy has been to employ Domini- 
cans wherever possible. 

Preservation of Order. While there 
was some armed opposition to the 
marines when they entered the coun- 
try this was speedily overcome. The 
military problem became a police 
problem. There had always been 
armed individuals and at times armed 
rbands in various parts of the country 
whose suppression had been difficult, 
both because of the nature of the coun- 
try and because they were more or less 
supported by publie sentiment. As 
already stated there was no hard and 
fast line between the roaming criminals 
and the revolting politicians, the 
“gavilleros” as they are locally called. 
The peasants feared to oppose or de- 
nounce them and their fear was justi- 
fied. Even the big sugar estates for- 
merly “paid for protection” and I am 
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told that they have continued this 
policy even under the Military Govern- 
ment. To assist in suppressmg such 
trouble the natives were required to 
surrender all arms and it has been very 
difficult to get a permit to possess even 
a shot gun. One result of this policy, ` 
which is approved incidentally by all 
thinking Dominicans, has been a great 
reduction in homicide. A prominent 
man told me that in the ‘province of 
Santiago prior to the Occupation there 
were about 300 homicides a year and 
that since there have been only 50 a 
year. Many Dominicans freely admit- 
ted the truth of the statement. This 
means that over a thousand Dominicans 
are alive and, we will hope, well, who 
would have been dead had the old con- 
ditions obtained. This number, let us 
note, is many times the total of all the 
atrocities ever charged against all the 
Americans 1n the entire country. 

There was an increase of banditry in 
the summer of 1921. About the middle 
of September I heard that arms from 
Mexico; via Jamaica, had been landed 
at Monte Cristi, their delivery having 
been arranged by prominent men of 
San Pedro de Macoris. I was not 
greatly surprised to learn that in the 
round-up made at the end of the month 
after the English manager of a sugar 
estate near this town had been kid- 
napped and held for ransom, brand 
new Smith and Wesson arms with new 
ammunition were captured. The poli- 
ticians in the towns, hoping for the 
early departure of the Americans, were 
starting their old games. 

Barring such local affairs the entire 
country has been at peace and the 
foreigner as well as the native can go 
about freely without fear. Evidence 
of a changed order is seen in the fact 
that many peasants who had formerly 
hidden their cabins away from the 
main roads are coming out of the brush 
and building new homes on the high- 


180 


ways. Everywhere I found that now 
they feel safe and have no fear either 
for themselves or their possessions. 
The peasant appreciates the substitu- 
tion of order for the old revolutions. 
Of course, arms and ammunition are 
smuggled in once in a while. In one 
case the crew on one of the Clyde liners 
had planned to deliver a considerable 
quantity which they could have sold at 
great profit but the shipment was dis- 
covered. There are, however, few 
arms of any account in the hands of the 
public. 

Police Force. The Military Govern- 
ment has built up a local force known 
at first as the “Guardia” and still so 
called except in offcial papers. (For 
some reason the name was changed in 
June, 1921, to Policia Nacional Domin- 
acana.) This consists of some 800 men, 
officered by Americans, and is very 
similar to the Gendarmerie of Haiti, 
although its duties are more limited. 
The pay of privates is $15 per month. 
It is criticised by the Dominicans just 
as the Gendarmerie is by the Haitians. 
Its officers however feel that it is to 
become a valuable asset to the country. 
I suspect that much of the local opposi- 
tion is due to its control by Americans. 
Some of the papers in 1921 tried to 
start a movement to condemn as 
traitors those who served in it. 

Internal Revenue. While on the is- 
land I learned that after 1904 very 
great frauds grew up in connection 
with the internal revenue. In the 
report submitted in November, 1920, 
by Lieutenant Commander A.H. Mayo, 
the officer administermg the Depart- 
ment of State and Commerce, I find 
ample confirmation of this statement 
and from his report I take the state- 
ments in this paragraph. The total 
internal revenue collected in 1916 was 
$782,144; in 1917, $1,232,697; in 1918, 
$1,697,163; in 1919, $3,014,230 and in 
1920, about $4,000,000 (I do not have 
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the exact figure at hand). The amount 
collected on alcohol, which had averaged 
about $210,000 per year from 1909 to 
1916, rose to $511,000 in 1918 and to 
$809,000 in 1919. In July, 1917, the 
largest distillery was sued for fraud 
and paid out of court the sum of $64,- 
340.10 to settle the case. Commander 
Mayo adds: 


The frauds committed in the administra- 
tion of the alcohol tax were far exceeded by 
the illegal traffic in stamps and stamped 
paper. Government stamps and stamped 
paper had been used by the government, or 
by the officials of the government, to 
barter for the purpose of obtaining ready 
cash, and both were often sold in large 
quantities at an almost ruinous discount. 
Officials of the government frequently 
collected commissions on such sales. 


Elsewhere he states: 


Enforcement of the old license law has 
been in the hands of the local municipal 
governments. Due to poor methods and 
the practice of selling the right to collect 
taxes, it was not a success. Of the many 
taxes imposed and collected by the munici- 
palities it is doubtful if more than 70 per 
cent of the taxes due and payable were ever 
collected and in all cases the cost of collec- 
tion was enormously high, often reaching 
as much as 50 per cent. 


It is estimated that the municipal 
collections did not exceed $260,000, 
while in 1919 under the new system 
$630,305 was secured. These changes 
of great advantage to the country have 
been brought about largely by the 
systematizing of the work, the dis- 
charge of a large number of dishonest 
men, the introduction of a local bond- 
ing system supported by the employes 
themselves and not by an increase in 
the taxes themselves. 

Direct Taxation. The tax on land 
created by executive order No. 282 on 
April 10, 1919, is in many ways the 
most Important change made by the 
Americans. The original order con- 
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tained some foolish provisions such as 
the attempt to graduate the tax on the 
amount of land held, not on its produc- 
ing power, which had to be changed. 
Leading Dominicans admit the value 
of the tax and there is little chance of 
its future abolition. The rate of the 
tax is one-half of one per cent on the 
assessed valuation. ‘This law compelled 
the development of a force of assessors 
and Porto Ricans seem to have been 
selected: at first. There is much com- 
plaint of the way they did the work 
but it is difficult to determine the 
justice in the complaints. As a fact, 
the difficulties were no greater than 
one would anticipate and experience 
will show what changes are needed. 

The law has succeeded already in 
destroying many fraudulent titles. The 
. declared valuation of the real property 
was $141,000,000. The tax collected 
in 1919 was $740,924 and in .1920, 
something over $900,000. The col- 
lections in 1921 ran considerably be- 
hind this sum. This was due in part to 
the financial depression; in part it was 
the result of the belief that the Ameri- 
cans would soon withdraw and that a 
native government would repeal the 
law. As a rule the people had accepted 
the law without much objection but 
~ some; of course, were antagonistic. One 
former provincial governor, for in- 
stance, refused to pay until given the 
privilege of paying within twenty-four 
hours or going to court. 

Handling of Funds. The American 
officials deserve great credit for their 
work in developing the financial 
methods of the government, in mtro- 
‘ducing system, in securing honest 
employes, and in avoiding the least 
suspicion of any graft or dishonesty on 
their own part. For once, at least, the 
government funds have been honestly 
administered. It is to be hoped that 
the Dominicans appreciate these facts. 
So well have affairs been administered 
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that all obligations have been met in 
spite of the fact that the salaries of 
employes have been materially in- 
creased, and by 1920 there was a sur- 
plus of some $4,000,000 in the treasury. 
Just now the situation is changed. The 
officials do not seem to have realized 
the near approach of a financial erisis 
in the world’s affairs which would in- 
volve the Dominican Republic. It is 
now common to condemn these officials, 
but we must not forget that the local 
banks were equally shortsighted. I 
am inclined to the belief that some 
people in the United States were no 
better informed. 

_Education. The Dominicans freely 
state that the impetus given public 
education is one of the best things done 
by the Americans. Rufus H. Lane, 
who was in charge of the school work, 
appears to have been one of the best 
men we have sent down; at least the 
Dominicans are enthusiastic about 
him. No less enthusiastic over the 
schools is his Dominican successor. 
Since the Americans came the number 
of rural schools has increased from 84, 
with about 1,000 children enrolled (av- 
erage attendance 40 per cent) to 489. 
The salary of the teachers has increased 
from $5 and $10 a month to $55 and 
the salary is regularly paid. (After the 
financial crisis the salary was reduced 
to $40 as an emergency measure.) 
There are today 489 rural primary 
schools, 49 primary city schools, 69 
graded schools, 6 industrial schools, 4 
special schools, 2 normal schools, as 
well as the University which has been 
somewhat reorganized. The total en- 


-rollment has increased to 100,000. It 


is estimated that. some sixty to sixty- 
five thousand children have learned to 
read and write. In some rural districts 
the census showed that 20 per cent of 
the population could read and write 
and that nearly all of these were 
children under sixteen. 
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In the towns there is a school-day of 
five hours. In the country there are 
two sessions of three hours each for 
different groups of children, thus en- 
abling the building to do double duty. 
In the hurricane of September, 1921, 
many schoolhouses were wrecked and 
many of these were among the first 
buildings to be repaired. Even the 
bandits are alleged to have forced such 
repairs. Local school organizations 
have been started even in rural com- 
munities, which have built many school- 
houses. Five excellent buildings have 
been erected by the government, two in 
Santo Domingo, two in San Pedro de 
Macoris and one m Azua. Plans had 
been made to erect many others but 
there were many difficulties encoun- 
tered. Some towns refused to give 
sites. No reliable contractors could be 
secured in the North and by the time 
outside contractors were ready to bid 
the slump came and all projects had to 
be abandoned. Meantime, expecting 
other buildings to be ready and know- 
ing the delays incident to importing, 
the school authorities had made large 
purchases in the United States of desks 
and other supplies which must now be 
stored. 

Curiously enough it was in connec- 
tion with the schools that one of the 
greatest psychological blunders of the 
Americans was made. Owing to the 
financial crisis the school-year, 1920- 
1921, was shortened by two months. 
This caused a great furore. It seems to 
have been a regrettable mistake but 
the Dominicans must not forget that in 
the old days most of these schools were 
not open at all. Such shortening of the 
school-year is not unknown in this 
country under similar conditions. I 
trust this new imterest in education 
will not be lost but it is not encouraging 
to hear in Santo Domingo the common 
rumor that when the Americans leave 
one of the fine buildings will be used as 
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an official residence and not as a school. 

Public Works. To the question of 
permanent public improvements much 
attention has been paid. Jt is under- 
stood that Admiral Knapp at first 
favored the construction of a railroad 
from the Capital to Monte Cristi but 
later realized that a system of roads 
was preferable. There was also a 
crying need for the construction of 
schoolhouses, for the repair of existing 
wharves and warehouses and the build- 
ing of new, for the creation of correc- 
tional schools, and asylums for lepers 
and the insane, and for hospitals. 
After long study a large program was 
developed, whose estimated cost was 
some $16,000,000. It was proposed to 
meet this cost by using some three 
million dollars available in a fund for 
public works, by setting apart another 
three millions from the accumulated 
surplus of government income and by 
borrowing the balance. 

This program was endorsed by the 
second Pan-American Financial Con- 
ference. I am informed that it was also 
approved by the State Department; 
at least, such is the understanding of 
the officials in Santo Domingo. In 
substance, the State Department is 
alleged to have said, “Go ahead and 
spend the six millions and when the 
balance is needed a loan will be ap- 
proved.” At the beginning of 1921 the 
officials asked Washington for the loan 
and were astonished to find that it 
would not be approved. Finally a loan 
of $2,500,000 was allowed in order to 
meet certain existing obligations and 
to complete some of the road building 
program. Doubtless this change of 
heart was due to the belief that the 
Americans would soon withdraw but 
its effect on the program is easily seen. 

Roads. Meantime work under way 
when the Americans entered had been 
carried on. Many difficulties were 
encountered. In November, 1917, bids 
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for road work were advertised in the 
United States and Porto Rico as well as 
locally. Two or three American con- 
tractors went over the ground but only 
one bid had been made by April, 1918, 
and the price submitted was so high 
that it was immediately rejected. 
Admiral Knapp wisely decided not to 
attempt construction on a “‘cost plus” 
basis. In 1918 two American contrac- 
tors submitted a reasonable bid for the 
construction of fifty kilometers of the 
road between Monte Cristi and Santi- 
ago, the rest having already been laid. 
This bid was accepted and the work 
done. In August, 1918, the Depart- 
ment of Public Works was ordered to 
start another road. The question of 
labor now arose. The Dominicans had 
opposed the introduction of Haitians 
for road building and had been sup- 
ported by Knapp. But other labor 
was not available in sufficient numbers. 
Admiral Snowden became military 
governor in March, 1920, and shortly 
thereafter gave his consent to the 
importation of Haitians. By October, 
1920, sufficient engineers had been 
found and enough labor secured, to- 
gether with necessary machinery, to 
create the belief that the main program 
of roads could be completed by May, 
1921. In January, 1921, owing to the 
failure to secure the loan above men- 
tioned, it was necessary to discharge 90 
. per cent of the engineers and all of the 
laborers and stop work entirely. There 
was no resumption of the work until 
July 1, 1921, when part of the $2,500,- 
000 loan became available. The small 
sum at the disposal of the Department 
will enable it to finish the main road 
after a fashion, but that is all. Tempo- 
rary wooden bridges nine feet wide 
over some torrential streams must be 
left instead of the permanent concrete 
structures planned. ‘The local officials 
cannot be blamed for the failure of the 
original program. 
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From many standpoints this road 
building has been the most important 
thing undertaken by the Americans, 
more important in my own opinion 
than the building of schoolhouses, and 
we are making a great mistake in not 
finishing the job. One Dominican said 
to me: “You are making a` serious 
blunder by failing to grant the entire 
sum needed to complete permanent 
roads. The politicians would howl and 
the people grumble at first but the 
roads would be so valuable that in a few 
years the cost would be a minor matter 
and the people would be grateful to you 
for leaving a structure they could 
not hope to create for themselves.” 
In one community when the work 
stopped, the citizens gathered together 
and did a great deal of work to put the 
road in usable condition. Only one 
who has gone over the country can 
appreciate either the need or the dif- 
ficulties encountered. I sincerely hope 
that some solution may be found. That 
the Dominicans appreciate the roads is 
evidenced by the number of automo- 
biles they have purchased in recent 
years. Regular bus lines run to all. 
accessible towns about Santiago and 
the Capital. 

Wharves. A new concrete wharf 
with an adequate warehouse has been 
built at Puerto Plata replacing an in- 
significant wooden pier formerly used. 
The wharf at Santo Domingo has been 
much enlarged and a fine custom house 
built. At San Pedro de Macoris a 
concrete wharf is under construction 
to replace an old wooden structure. 
The wharf at Barahona has been en- 
larged. 

Postal Service. In olden days it took 
from ten to fourteen days to get mail 


„across the country. This service has 


been greatly improved and will be 
further expedited when the roads are 
completed. The graph on page 184 will 
show the advance made in the last 
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year. The monthly fluctuations are 
almost wholly due to weather condi- 
tions. 

Inasmuch as it is impossible to go 
further into the details of the work 
accomplished it may be presented in 
comparative form by the sketch on 
page 185 furnished by the Department 
of Public Works. 

It is clearly impossible even to at- 
tempt to sketch all the activities of the 
American officials in administering the 
government. I have hardly mentioned, 
for instance, the public health work. 
I can only summarize by saying that it 
has been the endeavor to establish 
such programs as we have found neces- 
sary in our own country. Before at- 
tempting any general estimate of these 
attempts it is necessary to consider 
briefly one or two other matters. 
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Censorship of the Press. In an order 
issued November 29, 1916, it was de- 
creed that any comment on the attitude 
of the United States or with reference 
to the Occupation must be approved in 
advance of publication, and the publi- 
cation of all violent or inflammatory 
articles or those counselling hostility 
or resistance to the Military Govern- 
ment were prohibited. There has 
never been freedom of the press in the 
Dominican Republic as we understand 
the term, and the order was doubtless 
necessary. Its execution, however, 
and some of the sentences imposed for 
violation caused much feeling. Censor- 
ship is seldom either wise or efficient 
and probably many blunders were 
made. The funniest story, for whose 
truth I cannot vouch, but which was 
told me by an educated American, ran 
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as follows: The’censor had passed an 
article m which was described the Bol- 
shevist movement in Russia, and was 
called to account by a higher official. 
Subsequently he received an article 
signed by the same writer and rejected 
it at once—although it happened to 
be an article on the Red Cross written 
by request. 

The old Dominican law recognized 
two types of offensive statements: 
“difamacion,” the allegation of an act 
affecting the honor or reputation of an 
individual, and “injuria,” an offensive 
statement not imputing a specific act. 
The penalty for “difamacion” against 
the representative of a foreign country 
was punishable by imprisonment from 
eight days to three months and a fine 
of from $5 to $10. The publisher was 
not directly responsible if the offending 
article was signed by another. “In- 
juria” was a simple police court matter 
with a fine of one peso (25c). After the 
removal of the censorship it was neces- 
sary, if any protection were to be given, 
to change this law and so executive 
orders No. 572 and No. 573 were issued 
December 6, 1920. The first of these 
(Sedition Law) prohibited the publica- 
tion of (a) any article advocating or 
defending anarchy or Bolshevism; (b) 
any proposal to overthrow by force the 
Military Government, or resistance to 
its laws and legal orders; (c) any criti- 
cism of the Military Government, of 
the United States, its representatives 
civil or military, in such form as indi- 
cated an intention to provoke disorder 
or revolt, and (d) any discussion of 
conditions in the Dominican Republic 
couched in language which shows an 
intention to provoke disorder or revolt. 
The second law (Slander) provided 
punishment for the libel or slander of 
civil or military representatives of the 
United States or similar publications 
against the government itself. State- 
ments against an individual, if true, are 
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neither slander nor libel. It is difficult 
to find just criticism of these laws 
but they were practically repealed for 
reasons unknown to me by executive 
order No. 591 issued early in 1921, 
which practically limited itself to the 
prohibition of “doctrines of anarchy” 
or “doctrines and practices contrary 
to public morals as understood by all. 
civilized nations.” 

It seems to be true that the local 
officials could not count on the backing 
of Washington and that they were 
discouraged by the many reversals of 
verdicts. It is known that Dominicans 
in Washington wrote home that the 
papers could say what they chose and 
could practically laugh at the Military 
Government. Anyhow, early in 1921 
the Dominican papers became not only 
free in their discussion of local condi- 
tions but filled with violent, abusive 
and insulting comments with reference 
to Americans. Protests to Washington 
brought no relief. Leading Dominicans 
often expressed regret to me that this 
should be tolerated. ‘To show that I 
am not drawing on my imagination let 
two illustrations suffice. The first is 
taken from the first (and last) issue of 
El Machete, published at Santiago, 
August 4, 1921. 


EULOGY To THE Dominican MACHETE 


Dedicated to Lulu Rodriguez who knows 
how to interpret the dance of the edge of 
the machete on white flesh. 

Hail to Thee! thou flammiferous cutlas, 
which, in times past, in the hands of Lup- 
eron and Valerio, dulled your edge lopping 
off the head of the invaders of ’83. 

Hail, Machete! which on other occasions, 
solved the problem of an absolute inde- 
pendence, without restrictions, by one act, 
effected in a sure and bloody manner. 

Oh, Machete! your work, effective, regen- 
erative and immediate has been replaced 
by an act of conservation, which, at the 
present time is called “prudence.” 

What is prudence? What is its interpre- 
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tation? Is it to put up eternally with the 
opprobrium of a shameful occupation, of an 
occupation which implies the civil death of 
the Republic? 

Oh Machete! Hail a thousand and one 
times! because thou, burying thyself in 
skulls, describing a circle of vindication in 
space, art the only one which gives that 
which a people not enslaved aspires to: 
their liberty. 

Machete! thou who art temporarily 
sleeping the sleep of death, come forth 
again, brave and triumphant, swift and 
avenging, in order that those men, in a 
lethargic state at the present time may be 
moved; in order that through an act of 
honor thou mayest revive the fine tradition 
of °44, kept down today by the ill-omened 
cetacean of North America which from its 
maritime positions, surrounded by the 
waters of the Pacific, kills with one stroke 
the weak madrepore of the Caribbean Sea. 


The writer, one Jorge A. Gonzalez, 
lacking the courage of his convictions, 
meekly explained that it was written 
as a fanciful conceit and that he meant 
nothing by it. The military authorities 
decided to sheath the Machete. 

From the same office and under the 
same men there appeared another sheet 
on August 27, 1921, entitled El Dogal 
(The Halter). I quote the last part of 
an article on “Woman.” 


Our women are treading a miry path; and 
I see the'mire already coating their fair 
skins. 

It appears as if the women in my country 


had allowed themselves to be more imbued 


with the fatal consequences of the morbid 
and corrupt relations with the Yankee 
than the men. In the United States there 
are no moral statutes for the women. ‘The 
women, enjoying absolute liberty, are in 
complete moral bankruptcy. The women 
there lead a very free life; hence the enor- 
mous gashes that cut the heart of morality 
in two. Our girls copy, perhaps uncon- 
sciously, some points presented daily before 
their eyes at the moving picture shows and 
in the lives of the mercenary women wha 
come to my country from the north, and go 
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smiling towards a sad destiny, prepared, 
perhaps, by the infamous intentions of os 
nefarious intervention. 


Nothing whatever was done to the 
writers or publishers of such scurrilous 
statements save to warn them and 
suppress the papers. The regular daily 
press was at the same time attacking 
every move made by the American 
Government ,or its representatives, 
asserting the most corrupt motives for 
every action or decision. Yet the local 
authorities felt powerless. The reader 
should not forget that much less offen- 
sive utterances in Haiti had resulted 
in the proclamation of May 26, 1921. 
It is but another indication of a lack of 
program at Washington. 

The Dominican Reaction. Ask the 
intelligent Dominican for the best 
things done in the country by the 
Americans and he is likely to reply: (1) 
maintenance of order; (2) development 
of schools; (3) the tax on land; and (4) 
the taking of a census. Some would 
give the road building an important 
place, but more feel that this is but a 
continuation of an older program. 
Practically no one would suggest that 
the establishment of accounting sys- 
tems and the emphasis on honest ad- 
ministration deserved attention. Can 
it be that they are skeptical of the 
permanency of such efforts? 

Ask the same man for a bill of com- 
plaint and he will say: (1) cruelty; (2) 
arbitrary actions; (8) inferiority of 
officials; (4) multiplications of laws; 
(5) great increase in salaried positions; 
(6) failure to understand Dominican 
psychology. 

With reference to the charge of 
cruelty it must be admitted that there 
have been many instances, particularly 
of what the boys would call “rough 
stuff.” However, very few men in 
reality are charged with these offenses 
and the critic instantly admits that 
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they are as nothing compared to the 
number in the old days. He may say, 
as one did to me, “But that change 
is not due to the marines. It is the 
result of taking away the arms from 
the people.” I still saw a connection. 
There is another side to the story too. 
There have been a good many assaults 
on peaceful marines. The Dominican 
youth have a pleasant habit of throw- 
ing stones when they feel relatively 
safe and this has led to fights. . I knew 
one fine young marine who was stabbed 
and killed one evening, apparently be- 
cause he stopped to speak to some 
women on the street. I heard of other 
cases where men had been killed and 
bodies mutilated. 

The local papers tell only one side of 
the story. When two drunken marines 
in Santiago try to wreck a drug store 
full accounts are given, but when a 
young man of a prominent family is 
arrested for assault the papers mention 
the arrest and the efforts of good 
citizens to rescue him, but make no 
mention of the offense. One of the 
officers accused of cruelty has lived as 
a private citizen for several years in the 
very community in which the offenses 
are alleged to have happened and seems 
to be well-liked. At least when last 
summer it was reported that certain 
men were trying to “get him,” some 
two hundred Dominicans on horseback 
rode into the town to protect him. I 
have known drunken officers to disturb 
an entire hotel most of the night; I 
have seen drunken soldiers on the 
trains and heard the vilest of language 
uttered with complete indifference to 
the possible presence of ladies who 
might understand English, and there 
were such. In fact these pettier (?) 
things are more important than actual 
cruelty. They are the mosquitoes which 
torment and irritate. They are the 
excuses given for the deeper feelings 
underneath. One writer who had 
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scathingly condemned the marines for 
cruelty, when asked for specific cases, 
hesitated and finally replied: “Five 
years ago, two marines entered my 
yard and killed a chicken.” It was 
the only case he knew. 

Arbitrary acts and decisions, particu- 
larly of younger officers, have caused 
much complaint. At the town of 
two marines on mischief bent entered 
the premises of a well-known man. He 
ordered them to leave and when they 
refused he had two Haitian employes 
put them out. A little later they re- ' 
turned with guns and arrested the 
Haitians. The owner followed the party 
to headquarters. It chanced that the 
provost marshal was absent and the 
man in charge, an older marine, locked 
up the owner and the Haitians. On 
return of the provost marshal all were 
instantly discharged and the marines 
were ordered before a court martial. I 
tell this story both to illustrate the 
kind of things which have given great 
offense and to illustrate the fact that the 
officials have tried to punish guilty men 
whenever the evidence was to be had. 

There have been both competent 
and incompetent officials. All Icare 
to say on this point is that I believe 
the military officials have compared 
very favorably with the civilians. Let 
me add the testimony of an old civilian 
official. He said in effect: “Here in 
the Dominican Republic I have seen 
what I long hoped to see, but have 
despaired of seeing in the United States, 
that is, a body of men devoting all their 
energies to governing a community to 
the best of their ability, with no selfish 
interests at stake. It has been an in- 
spiration to work with them.” I 
share his sentiment though my personal 
information is meagre. 

It is difficult to pass an opinion on 
the claims that too many laws have 





.been passed and too many positions 


created. Only actual experience will 
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demonstrate whether the Americans 
have been too anxious to create in 
another country and under different 
conditions the machinery in use at 
home. Doubtless some modifications 
will be necessary. ‘The officials tell me 
that one problem which has troubled 


them is to secure anything approaching ` 


the work done by individuals in our 
own country. 

It is quite likely that in many in- 
stances native psychology had been 
ignored or misunderstood. It is dif- 
ficult for men accustomed to the giving 
of orders to remember that they are in 
another country trying to help, not to 
supplant the natives. Yet I have met 
many men who displayed a most sym- 
pathetic interest in local conditions. 
It is also true that many natives have 
not wanted to help, but on the con- 
trary, have tried to make the Occupa- 
tion a failure. Conditions are not right 
for thorough-going codperation. 

An American Criticism. My own 
criticism of the operations in the Do- 
minican Republic would lie in other 
directions. I have indicated that it is 
foolish to eriticise individuals unless 


they are failing to carry out some 


clearly defined program. One can pass 
on the work of the collectors of customs 
but how can one estimate the success 
of a governor who must issue as orders 
all the laws needed in a country, unless 
he. has ‘men of wide knowledge and 
experience under him. My feeling 
about our administration, then, is that 


‘State Department? 
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` its weakness is likely to lie in the organ- 


ization and in the excess of devotion 
which each man is likely to have for 
his own special work. The governors 
have been changed too often for the 
best results and I do not know how 
much attention was paid to their 
peculiar fitness for the position. There 
séemed to me to be a lack of coördina- 
tion between the different departments. 
For instance, I understand that the 
navy Officials, feeling that a new dredge 
was needed, bought one. This dredge, 
however, was turned over to the Public 
Works Department which is charged 
with its operation, without previous 
consultation as to the type of dredge 
the department thought desirable. An 
agricultural college was started and 
built but it has no connection with the 
Department of Education. If we 
maintain a Military Governor what is 
the function of a Minister of the 
If the governor 
comes from the Navy, why should the 
Receiver of Customs be responsible to 
the Army? In other words we have 
assembled parts of machines on the 
island and have told ourrepresentatives 
to put them together and make it run. 
We cannot expect to be satisfied with 
the results regardless of the ability of 
the individual men. We are to blame, 
not they. Finally, we have made a lot 
of beginnings but we have carried 
nothing through to completion. The 
result is not creditable to the United 
States. 


CHAPTER III 


; The Financial Situation 


HE gold standard was adopted by 
the Dominican Republic in 1894. 
No gold was coined but a considerable 
amount of debased silver currency was 
issued. The rate of exchange fell to 


13 


five pesos for one dollar and this rate 


was accepted by the government in 
1905 when the American gold dollar 
was accepted as the standard. The 
older paper currency has disappeared 
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but some of the silver (pesos and frac- 
tions) is still in circulation. Taking ad- 
vantage of recent high prices in the 
year 1919, about $150,000 of this cur- 
rency was shipped and sold with a 
profit to the government of $55,000 
over all expenses. American currency 
is gradually replacing the native and 
large amounts of American paper money 
are in circulation. | 

Debt. The total debt as of June 30, 
"1921, was $12,572,290 (I believe there 
are some unsettled claims not included) 
made up as follows: 


Balance of the $20,000,000 loan of 1908 ........ 
1918 Bond issue for payment of floating debt .... 
i A E a a ae eA ee ee CS T 


Financial History. In 1904 the 
Dominican Republic found itself in a 
difficult financial situation, the interest 
on the debt being in default. Foreign 
loans had been made recklessly and the 
creditors were pressing for settlement. 
In accordance with the provisions of 
one such loan, the United States took 
over (October, 1904) the collection of 
customs at Puerto Plata. This led 
other countries to the idea of taking 
over other ports. To avoid this, the 
United States and the Dominican 
Republic entered, on the request of the 
latter country, in February, 1905, mto 
a protocol taking effect April 1, 1905. 
An American was sent down who 
examined the outstanding liabilities of 
the country which then amounted on 
paper to over $30,000,000 but which 
were scaled down to about $17,000,000. 
The two countries entered into a new 
convention in 1907 and in 1908 a re- 
funding loan of $20,000,000 was se- 
cured in the United States. ‘The prin- 
cipal features of this convention were 
that all the Dominican customs should 
be collected by a Receiver General ap- 
pointed by the President of the United 
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States. Not more than 5 per cent of 
the receipts should be allowed for the 
expenses of collection. The Receiver 
General was to pay on the first of each 
month to the fiscal agent of the loan 
(the Guaranty Trust Company of New 
York has served in this capacity) the 
sum of $100,000 with the additional 
proviso that, if the revenues collected 
in any year amounted to over $3,000,- 
000, one-half of the surplus should be 
applied to the sinking fund for the re- 
demption of bonds. ‘The balance col- 
lected was to be turned over to the 


$8,332,300 
1,739,990 
2,500,000 


$12,572,290 


Dominican Government or put in the 
sinking fund as the said government 
might direct. The first sentence of 
Article ITI is very important: “Until 
the Dominican Government has paid 
the whole amount of the bonds of the 
debt its public debt shall not be in- 
creased except by previous agreement 
between the Dominican Government 
and the United States.” This conven- 
tion bas been carried out and the loan 
steadily reduced as the statement 
above indicated. Should normal con- 
ditions obtain, the entire loan will have 
been paid by 1925 and the financial re- 
celvership terminate. 

Internal Dissensions. Internal tur- 
moil in the country, however, coupled 
with the prevailing practice of govern- 
ment officials of buying supplies with- 
out special authority, of looting the of- 
fices of everything movable and the 
failure to pay official salaries, created 
considerable obligations. The Domin- 
icans appear to feel that these obliga- 
tions had nothing to do with the con- 
vention but it is difficult to understand, 
much less accept, such reasoning. In 
1912 the United States was forced to 
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consent to an additional loan of $1,500,- 
000 which was finally paid off in 1917. 

The internal dissensions increased 
rather than diminished and at the time 
of the intervention in 1916 there was a 
deficit in the treasury of some $14,000 
and outstanding claims amounting to 
about $16,000,000. A claims commis- 
sion was appointed in 1917 and the 
claims cut down. To meet these obli- 
gations the Military Government au- 
thorized the issuance of bonds bearing 
5 per cent interest, not to exceed $5,- 
000,000. Actually, the bonds issued 
totalled $4,161,300. These bonds were 
for twenty years and were secured as an 
additional charge on the revenues col- 
lected by the Receiver General. In 
1920 this loan had been so reduced 
that it looked as if it would be all paid 
by the end of 1922, but the financial 
slump will probably delay final settle- 
ment. 

In 1921, after the United States had 
announced its desire to withdraw the 
military forces, it became necessary to 
float a loan of $2,500,000 at 8 per cent 
to pay certain obligations and finish 
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some of the public works. This loan 
was sold to the highest bidders, the 
Equitable Trust Company, and Speyer 
and Company at 964. Much criticism 
was made of the high cost of this loan 
but comparison with other loans of 
about the same date shows that the 
interest rate was not exorbitant. ‘The 
Literary Digest for September 17, 1921, 
contains the table of recent bond issues 
found below. 

Under normal conditions the finan- 
cial outlook of the country is very good 
and if sound financial methods are 
adopted it may look forward to an era 
of prosperity. Some discussion of the 
internal revenue will be found on p. 181. 

During the financial depression it is 
doubtful if the governmental revenues 
will be adequate for the present budget. 
Many Dominicans recognize this and 
see also that loans may be necessary 
and that they can be secured only in 
the United States. As already indi- 
cated there are many who would wel- 
come the borrowing of funds sufficient 
to finish the public works program as 
well as to meet current expenses. 


Recent Bonn Issves 


Country Amount Rate Maturity Offered at Yield 
Prante edi aeda ATEEN $100,000,000 74 1941 95 8% 
Bel git oreas ra ee o eae 30,000,000 8 1941 100 8.10 
CHiUGi 02 dct keuer doa er anna 24,000,000 8 1941 99 8.21 
Drazi oie eaerateiw Ws ap ae Gate ea ee 50,000,000 8 1941 97 8.25 
S. ofS. Paulo... a...n cece e eens 10,000,000 8 1936 97 8.47 
Dominican Republic............... 2,500,000 8 1925 100 8. 


CHAPTER. IV 
Proposals for Withdrawal 


N the proclamation of November 29, 
1916, made on the entrance of the 
United States into the Dominican 
Republic, it was stated: “The Occupa- 
tion is undertaken with no immediate 
or ulterior object of destroying the 
sovereignty of Santo Domingo, but is 


designed to assist the country to return 
to a condition of internal order which 
would enable it to observe the terms of 
the treaty concluded with the United 
States in 1907, and the obligations 
which rest upon it as one of the family 
of nations.” The only possible inter- 
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pretation to be put on this is that the 
United States planned to withdraw its 
forces at the earliest possible moment. 

December 23, 1920, a proclamation 
was issued by President Wilson which 
stated that the United States was 
ready to withdraw and suggested ways 
and means. Into the detailed sugges- 
tions we need not enter as they were 
not followed. Dominican opinion was 
not ready for action. Many felt that 
this was a political device of Mr. Wil- 
son to embarrass the incoming admin- 
istration. Nearly everyone thought 
that less could be secured from the 
administration which had ordered the 
intervention than from a new one po- 
litically opposed to the first.: Certain 
remarks of Mr. Harding had been 
taken to indicate a very friendly feeling 
on his part. Moreover, there was a 
widespread feeling that the United 
States was drifting into war with Japan 
and that much could be gained by 
waiting. Hence the “ Wilson Plan,” as 
they call it, produced no other result 
than to start into activity the local 
politicians. 

Harding Plan. On June 14, 1921, 
what is now known as the “Harding 
Plan” was proclaimed by the Military 
Governor. The essential features of 
this plan were: 


Ratification of all acts of the Military 
Government; validation of the last loan of 
$2,500,000: the extension of the duties of 
the General Receiver of Customs to cover 
this loan and to handle part of the internal 
revenues should the customs revenue be 
at any time madequate: the Dominican 
Government to ask the United States to 
organize the Guardia Nacional to be or- 
ganized by Dominicans, and by Americans 
(for such time as may be found necessary to 
effect the desired organization). 


When a treaty covering these points 
had been drawn and accepted the 
military forces would be withdrawn. 
To make ,a beginning the Military 
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Governor called for an election but the 
Dominicans refused to put the machin- 
ery in motion and on July 27, 1921, a 
second proclamation was issued stop- 
ping further procedure “until such 
time as the success of an election 
may be assured.” No action has been 
taken since. The last sentence in this 
proclamation was: 


By instructions of the Government of 
the United States announcement is hereby 
made to all concerned that the procedure 
of evacuation of the Dominican Republic, 
outlined in the proclamation of June 14, 
1921, and the terms of the proposed con- 
vention of evacuation were fully and care- 
fully considered by the United States prior 
to the issuance of the proclamation and 
that the Government of the United States 
sees no reason for any departure therefrom. 


This statement must be considered 
as the answer of the United States to 
the violent protests which were at once 
made in the Dominican papers. Seem- 
ingly the whole country was opposed. 
There were meetings and demonstra- 
tions galore. It was demanded that 
the troops be instantly removed and 
full control turned over to Dominicans 
at once and without any restrictions. 
One enthusiastic speaker at Santiago 
suggested wringing the neck of the 
American eagle and throwing the car- 
cass in the dust. Others claimed that 
the method of calling the elections was 
unconstitutional and that it would not 
do to have an election as long as the 
marines were in the country. In order 
properly to evaluate this protest we 
shall have to consider what was taking 
place behind the scenes. Let us begin 
at Washington. 

Whatever the new Administration 
thought of Mr. Wilson’s: policy, to just 
the extent that it disagreed, it would be 
careful not to make further blunders. 
Inasmuch as the United States could 
care nothing about the specific details 
of the plan for removing the military 
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forces it must have sought to secure 
certain things which it considered 
fundamental. Naturally it would dis- 
cuss the plan with prominent Domini- 
cans. Of these there was a committee 


at Washington headed by ex-President | 


Henriquez y Carvajal. It is natural to 
assume that they told the State Depart- 
ment that the proposed plan was fairly 
satisfactory and would be accepted by 
the Dominicans. One of them told me 
that such was the case. Naturally, 
therefore, when the plan as issued was 
opposed there was no reason to change 
it for what assurance could be given 
that another plan would be more 
acceptable. 

Native Opposition, I have reason to 
believe that the plan, in general out- 
line at least, was known to the Domin- 
ican press and politicians in advance of 
publication. It was decided to reject 
it; hence, when issued, the opposition 
was already prepared. I suspect that 
some of this grew out of a desire to 
make impossible the later election of 
Henriquez y Carvajal as president, 
which might easily happen if he could 


pose as the man who influenced the . 


Americans to withdraw. It may be 
merely coincidental that he soon an- 
nounced that he would not be a candi- 
date. The real local difficulty seems to 
have lain not in the method of calling 
an election but in the uncertainty as to 
the outcome of an election at which 
Americans preserved order. No politi- 
eal leader dared risk it; hence the 
deadlock. ‘When, therefore, the United 
States “stood pat” on the plan the 
politicians were nonplussed for the net 
result of their antagonism was the 
indefinite postponement of the depar- 
ture of the marines, the very thing 
they most wanted to accomplish. After 
publicly proclaiming abstention from 
voting as a patriotic duty it was not 
easy to come out and ask for an elec- 
tion. Although the leaders by October 
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had agreed to the election it had not 
been asked for up to the time of my 
departure. As a matter of fact the 
intelligent Dominicans were ready to 
ratify the acts of the de facto govern- 
ment, and to grant all the other things 
with the possible exception of having 
American officers in the Guardia. 
They felt that this would mean not 
foreign assistance but foreign control. 

We must not take too seriously the 
arguments used in the heat of discus- 
sion. One merchant in talking to me 
demanded the immediate removal of 
the marines. I replied that I wished 


they could leave the next day. and 


never return. “Oh no,” he said, “you 
mustn’t do that; all my property would 
be destroyed.” “By whom?” J asked, 
and he grew strangely silent. Think- 
ing Dominicans all know that a native 
government must be in existence before 
our troops are moved. 

It might be inferred from what has 
just been said that all the Dominicans 
want us to leave. Many do. Many 
say that they have learned their lesson 
and that the day of revolution is over. 
Others are not so certain. There are 
a good many able Dominicans who 
want the United States to keep control 
of the country for twenty-five years. 
These men are not talking for publica- 
tion for obvious reasons. They do not 
hesitate to criticise the Americans but 
they despair of peaceful and honest 
administration by their fellow country- 
men, just now. They say, and I 
believe them, that there are plenty of 
Dominicans with adequate ability but 
that it is impossible to get these men 
into office. 

Foreign Opinion. I met only one 
foreign resident (and he was an old 
Irishman just back from a year in 
Ireland) who did not believe that con- 
tinued American control was necessary 
if the country was to prosper. Some of 
them said that things were likely to run 
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quietly for a few years but that if we 
left now it was a question of a short 
time only until we should be compelled 
to return and, to them, it seemed better 
that we should stay and finish the job 


rather than have to begin all over again ° 


later on. When I recall that among 
these men were Englishmen, Germans, 
Italians and Spaniards as well as Amer- 
icans, many of whom had lived a 
generation in .the country and had 
married native women, I am compelled 
to believe that their almost unanimous 
opinion should carry great weight. ‘The 
reader should remember that I am not 
here expressing my opinion as to our 
national policy but that I am trying to 
state all the facts pertinent to a given 
situation. ; 

I may be permitted to summarize my 
impressions. The Dominicans are not 
antagonistic to Americans. Quite the 
contrary. They are, however, critical 
of the policy of our government. They 
feel that it sent the troops either under 
false pretenses or through error. They 
admit that the Military Government 
has done some good things as well as 
some bad things and that the cases of 
cruelty have been incidental. It seems 
worse, however, to have offenses com- 
mitted by foreigners than by natives. 
They argue that, even accepting our 
view that they violated the convention 
by allowing an internal debt to arise, 
the convention did not give the 
United States any right to intervene, as 
long at least as the foreign obligations 
were maintained. They recognize the 
growing economic dependence on the 
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United States and they will welcome 
better trade relations. They assure us 
that if we guarantee them freedom 
from foreign interference they will 
willingly enter into offensive and de- 
fensive alliance with us and forever 
assure us that no territorial rights will 
be granted to other nations. On paper 
at least they can make out an excellent 
case, 

Our Future Course. The Govern- 
ment of the United States has pledged 
itself to withdraw from the Dominican 
Republic within a short time, provided 
certain things are done. Inasmuch as 
there is little fundamental objection to 
these things, in my opinion they will be 
accepted. In that case we shall have 
no option. If, however, for any reason 
the Dominicans refuse to accept the 
conditions and.no harmonious phras- 
ing is discovered which will satisfy both 
parties we shall have to decide on 
our policy and program. Unless we 
then withdraw unconditionally I think 
it obvious that we should replace a 
military by a civil government; that we 
should select competent men, and 
maintain and support them. We might 
well consider the advisability of chang- 
ing our tariff relations to promote 
trade. Such a course has long been 
recommended by the present Military 
Government. It is, however, not with- 
in the scope of my report to enter into 
such questions. I am glad to say in 
closing that in my opinion we shall find 
a solution to present difficulties and 
shall be able to develop the most 
friendly relations with the Dominicans. 


Some Reflections on Our Policy 


ITHERTO I have limited myself 

as strictly as possible to a state- 
ment of conditions as I found them, 
giving but the minimum of historical 
background. In closing the report I 
must state a few of my own con- 
clusions. 

Insofar as I can see there are but 
three general policies which might be 
adopted by the United States with 
reference to Haiti and the Dominican 
Republic: 

(1) Withdraw and refuse to accept 
any responsibility for what happens in 
either country; refuse to mtervene 
again and refuse also to let any other 
country intervene. 

(2) Withdraw and refuse to inter- 
vene again, but let other countries do 
as they please in regard to the collec- 
tion of debts or the establishment of 
naval bases. 

(3) Continue the intervention, prom- 
ising to withdraw as soon as conditions 
make possible the restoration of auton- 
omy. 

When I went to Haiti I was inclined 
to feel that the first course was the best 
but I left convinced that it was not. 
There are many who believe that it is 
but they have often weakened their 
case by impugning the motives of those 
who differ from them. They are in- 
clined to claim that everything done 
by our government is done for selfish 
reasons and dominated by deceit and 
cruelty, while accepting all claims of 
other nations at their face value. 

The fundamental cause of the muddle 
in which we find ourselves in Haiti and 
the Dominican Republic is a lack of a 
clear understanding of the problem and 
our relation thereto. The older con- 
cept of the Monroe Doctrine was 


negative. We said to Europe “hands 
off” but accepted no definite responsi- 
bility ourselves. ‘This attitude on our 
part was, and is, a guaranty of independ- 
ence to the two other countries with- 
out which it is doubtful if they could 
have maintained themselves. More 
recently we have encountered a rising 
insistence in Europe that we should 
assume responsibility or else permit 
other countries to intervene as they 
might deem best. Under this pressure 
we have intervened m a hali-hearted 
sort of way. Unless we are prepared 
to surrender the Monroe Doctrine, and 
of this I see no sign, the time has come 
for us to assume definitely the respon- 
sibilities it entails and to work out 
some definite policy. Unless we do 
this it might be better for us to get out 
and stay out. 

A century ago men, sensing an idea 
a little beyond their powers of expres- 
sion, spoke glowingly of “individual 
rights” as if they arose and existed 
apart from society. We know today 
that rights flow from society and are 
determined by it. To society the in- 
dividual is responsible, and when the 
commands of society are violated, the 
individual is punished; that is, his 
rights are limited. Society judges the 
individual by his actions not by his size. 
It recognizes that individuals differ and 
that the rights granted must be pro- 
portionate to the sense of responsibility 
developed by the individual. The in- 
sane man must havea guardian. When 
we deal with defective persons we do so 
not to punish them but to assist them 
and to protect others, that is, society. 

Inter-Group Relationships. Just now 
we are passing through a similar 
development of thought and practice 
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as regards inter-group relations. “Self- 
determination” in international rela- 
tions corresponds to the “inalienable 
rights” of individuals a century ago. 
Just as our ancestors learned that they 
had to draw a line between the normal 
and defective individuals before the 
law, so we are learning that interna- 
tional law must distinguish between 
groups of individuals primarily on the 
basis of their actions, that is, their de- 
velopment of a sense of responsibility. 
The analogy is not perfect for we must 
assume that any group has the inherent 
capacity to develop, an assumption 
which is not always true of the indi- 
vidual. 

In earlier days a man might take to 
the wilderness or the woods and live an 
isolated career almost independent 
of society. Such a life is decreasingly 
possible today. ‘Tribes, races, coun- 
tries in-the past have had at times but 
casual contact with other groups but 
that too has become almost impossible. 
We are living today in a world of 
closely related groups and our philoso- 
phy of group relations must change to 
fit the facts. It was said of old, “No 
man liveth unto himself,” and today 
we must add, “Nor does any people.” 
The old ideal that each group should be 
allowed to struggle along by itself, 
regardless of suffering or turmoil, until 
it learned self-control has become as 
absurd as the idea that a child should 
be allowed to grow up without moral 
training. The time is soon, coming 
when no group of people will be allowed 
the exclusive Jurisdiction of any spot of 
earth unless they so conduct affairs 
that the welfare of others is conserved. 
That rt will take a long time to stand- 
ardize these new relations is freely 
admitted. That there are dangers is 
equally evident. The point is that now 
nations as well as men must ask, “Am 
I my brother’s keeper?” The welfare of 
Cuba may depend as much on the tariff 
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laws of the United States as on the 
labors of the Cubans. 

If the outside world is to intervene 
the questions of when, where, how, will 
have to be settled. The individual is 
most affected by the actions of his 
neighbors. If a man on the adjoining 
place begins to shoot indiscriminately 
with a high-powered rifle I am immedi- 
ately involved regardless of whether 
he intends to do me harm or not. In 
an organized society I invoke the law. 
Under frontier conditions I handle the 
problem myself. In the present state 
of world organization we must follow 
the program of the frontier. The im- 
portant thing‘is the clear recognition 
that each community must so conduct 
itself as to offer no threat to the safety 
of others. The large groups have 
rights as well as the small. Those 
societies which desire to be considered 
as nations must show themselves able 
to maintain the responsibilities of 
nations. 

I hear my Haitian friends say, “But 
we have long been recognized as a free 
and independent nation by the United 
States.” True. The whale was long 
considered a fish, but its real nature was 
not changed by the mistaken classifica- 
tion of men. The difference between 
you and the whale is that you can be- 
come really free and independent if 
you will and that is what we should 
like you to do. We are not outsiders. 
You are a part of our problem because 
of your location. We have been con- 
fused in our attitude towards you as is 
shown by our indecision whether to 
call your island Haiti or Santo Do- 
mingo. We have neglected you in the 
past and for this we accept our full 
measure of blame but we are deter- 
mined that the future shall tell another 
story. Your old programs of revolu- 
tions and indiscriminate borrowing of 
money must stop, not only because it 
checks your development but because 
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it has become a source of danger to us. 
Just now, to be sure, there is little 


danger of interference by another. 


nation but. we do not know what fifty 
years may bring forth and we have 
decided that it is easier to keep other 
nations out than to put them out. 

Every American with whom I have 
talked would prefer to let the island go 
its way without interference. . I have 
never met anyone who desires to 
destroy the sovereignty of either 
government and no one ever suggests 
that the island should be absorbed into 
the United States. America is ready to 
continue its guaranty of independence 
but it seems ready also to insist on 
certain reforms. Now if we may grant 
the sincerity of the government at 
‘Washington, and I see no reason to 
question it; what shall we do, for it is 
evident that we will not let other na- 
tions intervene. 

A Suggested Policy. I believe the 
United States should again declare to 
the world: 

(1) That it will maintain the integ- 
rity of Haiti against itself as well as 
against the rest of the world: 

(2) That it asks for no territory 
from Haiti.but assumes that in any 
future emergency Haiti will. grant the 
use of any facilities needed as a return 
for the promise of the United States to 
protect it against invasion: 

(3) That for the time being the 
United States proposes to ‘maintain 
law and order in Haiti and to try to 
put the country in a position which 
would make possible an orderly future 
development. 

Such a statement should at once be 
followed by the sending of a pro- 
consul to Haiti vested with full au- 
thority, to whom all other American 
representatives should be subject. 
Provisions should be made for the re- 
funding of the Haitian debt and I 
personally feel that our tariff laws 
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should be modified to permit the en- 
trance of Haitian (and Dominican) 
goods on the same terms as those of 
Cuba. 

The objections to this policy as 
generally stated are that the Haitians 
do not want it and that we should find 
that closer economic relations would 
lead to a demand for permanent con- 
trol, which would be for the interests of 
the supposedly wicked capitalists. In 
my opinion the great majority of the 
Haitians would welcome such a pro- 
gram and the fact that some would not 
should not be allowed to determine our 
actions. I do not think that Haiti is 
fitted for self-government atthe present 
time. I do not ignore the dangers of 
this policy but I think they are less 
than those of the opportunist program 
of the past. ‘The claim that our inter- 
vention in Haiti was dictated by 
financial interests can be made only by 
those who are ignorant of the facts. It 
should not be overly difficult to prevent 
improper exploitation in the future. 
Just now Haiti needs capital and needs 
it badly. The fact that we have not 
accomplished all that we should in 
Haiti and that we have done some 
bad things are in themselves no argu- 
ments whatever that we should now 
withdraw. 

Difference in the Dominican Situa- 
tion. The situation as regards the Do- 
minican Republic is different in that 
we have offered to withdraw under 
certain conditions and we must keep 
our pledge if the conditions are ac- 
cepted. While the Dominicans are 
further advanced than the Haitians 
their future is somewhat problematical 
and we may find ourselves forced to 
intervene again. I hope not, but Iam 
not certain. I must confess that I find 
difficulty in understanding the offer to 
withdraw. The fact isthat the United 
States made its first great blunder 
when it allowed Caceres to be over- 
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thrown and replaced by a revolution- 
ary government. ‘The second blunder 
came when it recognized the $1,500,- 
000 internal debt under Nouel. These 
two facts convinced the Dominican 
politicians that they could do as they 
pleased. We did not intervene when we 
should have done so. Assuming, as I 
have, that Washington felt justified in 
the original intervention it is not easy 
to see what changes have resulted which 
now justify withdrawal. If we entered 
to enable the establishment of a stable 
government in order that treaty pledges 
might be kept, before we leave such 
government should be more in evidence 
than it is now. If we entered because 
of disturbed conditions during the War 
why did we not withdraw long ago? 
As for myself, as elsewhere stated, I 
wish we might finish the public works 
program ere we leave. With this idea 
I know many Dominicans are in 
agreement. 

If the United States decides that it 
must adopt a more construetive policy 
with reference to these countries today, 
to others tomorrow, perhaps, it should 
try to remedy certain weaknesses in 
our home situation. For instance, we 
should be very careful how we send to 
Haiti as our representatives American 
Negroes, regardless of their personal 
qualifications. Such action is not 
welcomed by the Haitians. They do 
not want to be mixed up in the race 
problem of this country. 

A more serious: matter grows out of 
the fact that five and six years ago 
at the request of the State Department 
our marines were sent to the island. 
During all this time Congress has never 
directly approved or disapproved the 
action. It is foolish to claim as has 
been done that Congress has not in- 
directly approved, for it has known the 
facts and has voted the necessary 
appropriations. I feel, however, that 
no department of government should 
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be allowed to involve the entire coun- 
try in such fashion without the express 
approval of Congress. 

The Selection of Leaders. It seems 
to me also that we should devise ways 
and means to attract into the State 
Department able men who might find 
there permanent careers. It does not 
make for our peace of mind to find the 
immediate control of such important 
matters in the hands of a succession of 
young men. An inexperienced man 
should not be in:a position to determine 
whether the report of the commanding 
officer in Haiti or the Dominican Re- 
public should or should not be shown 
to the Secretary of State. The men on 
the ground are vastly better informed 
of actual conditions than any office. 
man can be, but we can at least make 
sure that a man of corresponding 
ability and experience sees his recom- 
mendations. It is, of course, the 
system and not individual men that I 
have in mind. 

Furthermore I believe that more 
attention should be paid to the selec- 
tion of civilian and military leaders 
with special aptitude for the particular 
tasks to which they are assigned. ‘The 
Marine Corps is intended to be a 
fighting body and we should not ask it 
to assume all sorts of civil and political 
responsibilities unless we develop with- 
in it a group of specially trained men. 
I consider it a foolish and dangerous 
thing to send raw recruits, whether 
men or officers, into places where their 
actions have definite and important 
political results. I know that military 
men are not always to blame for the 
limitations under which they work. 
Because of some law the marines in 
Haiti are compelled to spend thousands 
of dollars for tents which rot out in a 
year instead of building at a fraction 
of the cost simple cabins of palm-boards 
which would be much more permanent 
and convenient. 


SomE REFLECTIONS ON Our POLICY 


Our Increased Responsibility. One | 


of the results of recent years is the 
greatly increased responsibility of the 
United States. I have tried to indicate 
the difficulties we have encountered in 
the formulation of policies which will 
help us to carry this responsibility. I 
have tried to be both honest and fair. 
While I have been critical both as re- 
gards our activities and those of the 
Haitians and Dominicans I trust I have 
not been either hyper- or hypo-critical. 
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I look back with pleasant memories to 
my months on the island and I look 
forward towards the coming of better 
and more cordial relations between 
the respective governments. Everyone 
must sympathize with the desire of the 
Haitians and Dominicans to be free and 
independent and our constant effort 
should be to help them realize their 
desires by the cultivation of that sense 
of responsibility without which freedom 
and independence are empty terms. 


Book Notes 


HE following is a brief list of the 

best books on Haiti and the Do- 
minican Republic. Unfortunately a 
number are out of print and are hard 
to find. With one or two exceptions 
they deal with the economic, social or 
political life of the people. No attempt 
is made to list the many magazine ar- 
ticles of recent years but a few réprints 


in pamphlet form are included. One: 


who desires to get details of recent 
events will not need to be told to look 
in the reports of the Departments of 
Navy, State or Commerce, the Bul- 
letins of the Pan-American Union in 
our country; or similar publications of 
the other governments. 
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Colonial times: 

Moreau de St. Mery, M. L. E. Description 
Topographique, Physique, Civile, Poli- 
tique et Historique de la Partie Française 
de L Isle de Saint Domingue, 2 Vols. 
Philadelphia, 1797. A mine of infor- 
mation. 

Stoddard, Lothrop. The French Revolution 
an Santo Domingo. New York, Hough- 
ton, Mifflin Co., 1914. 

Wimpffen, Baron, F. A.S. de Saint Domin- 
gue à la Veille de la Révolution. Edited 
by Albert Savine, Paris, 1910. (Louis 
Miebaud.) 

An English edition was issued in London 
1797 under the title, A Voyage to Santo 
Domingo in the Years 1788, 1789, 1790. 


Probably ihe best contemporancous 
account, 

Recent times: 

Tippenhauer, Louis Gentil. Die Insel 


Haiti, 2 Vols. Leipzig, 1892. In many 
ways the best book on Haiti where the 
author was born and lives. 

St. John, Spencer. Haiti, or the Black Re- 
public. 2nd edit. N. Y., 1889. Extremely 
critical. Author an English official long 
resident in Haiti. 

Aubin, Eugene. En Hatti. Planteurs D Au- 
trefois, Négres D’ Aujourd’hut. Paris, 


1910. Author formerly French Minis- 
ter to Haiti. One of the very best 
recent accounts. 

Pritchard, H.V.H. Where Black Rules 
White. London, T. Nelson & Sons, 2nd 
edit. 1910. 

LaSelve, Edgar. Le Pays des Neégres. 
Paris, 1881. Good, illustrated account 
of visit with many historical references. 

Vibert, Paul. La République D’ Haiti, son 
Present, son Avenir, Economique. Paris 
1895. Berger Levrault et Cie. 

Kuser, J.D. Haii. Boston, R. C. Badger. 
1921. A sympathetic sketch of a recent 
visit, 

The three following books by Haitians 
may be considered attempts to answer 
Spencer St. John for they attempt to por- 
tray the best in Haitian life and at times 
are too laudatory. 

Prince, Hannibal. De la Réhabilitation de 
la Race Noire. Port-au-Prince, 1901. 
Leger, J.H. Haii, Her History and Her 

Detractors, New York. The Neale Pub- 

lishing Co., 1907. There is a French 

edition also. Author was very prominent 
in Haiti. -° 

Vincent, Stenio. La République D’ Haiti 
(Telle quele est). Bruxelles, Société 
Anonyme d'Imprimerie, 1910. Hlustrated 
description of country with many details. 


The following are less general and deal 
with more detailed aspects. All were 
written by Haitians. l 
Marcelin, L. J. Hair, Ses Guerres Civiles- 

Leurs Causes, Leurs Consequences Pré- 

sentes, Leur Consequence Future et Finale. 

Paris, A. Rousseau, Ed. 1892. In a 

class by itself as a calm, critical study 

of fundamental political problems. 

Féquière, Fleury. L Education Haitienne. 
Port-au-Prince, 1906. A general survey 

‘of social and family matters. Last part 

on schools. 

Marcelin, Frederic. Bric-a-Brac. Paris 
(Société Anonyme de Imprimerie Kugel- 
man) 1910. Political notes of about 
1904 at the time of the bank scandal. 
Author was considered one of the ablest 
men of the country. 
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' Magloire, August. L Erreur Révolution- 
naire et Notre État Socialo Port-au-Prince 
1909. A thoughtful work. 

Vival, Duraciné, La Litterature Haitienne 
(Essais Critiques). Paris, Sansot et Cie. 
1911. Good brief account of Haitian 
writers. — 

There are a number of stories by Haitian 
writers which give an excellent account of 
Haitian society and which have decided 
literary merit as well. The best that I 
have read are:. 

Marcelin, Frederic. “Epiminondas The- 
mistocle Labasterre.” 

Hibbert, Fernand. “Les Thazar’” 1907, 
“Romulus” 1908, “Sena” and “Masques 
et Visages” (short stories) 1910, all pub- 
lished at Port-au-Prince. Author is now, 
1921, Minister of Public Instruction. 
Finally there remains to be mentioned 

a book which is anathema m Haiti but which 

is a collection of facts, largely humorous, 

collected by the author while a teacher in 

Haiti and which is worth reading. 

Texier,C. Aux Pays des Généraux. Paris, 
C. Levy, 1891. 


Haiti, Chapters in larger books, pamphlets, 
etc. 

Franck, Harry A. 
West Indies.” 
Co., 1920. The best recent sketch. 

Inman, S. G. “Through Santo Domingo 
and Haiti.” Pub. by Committee on Co- 
operation in Latin-America, 25 Madison 
Ave., New York City, 1920. 

Johnson, James Weldon. “Self Deter- 
mining Haiti.” (A reprint of four arti- 
cles.) The Nation, New York, 1920. 

López, J. “La Civilizacion en Haiti.” A 
very critical article on U. S. interven- 
tion. La Reforma Social, New York, 
Agosto, 1921. 

“Renseignments Financiers, Statistiques 
et Economiques sur La République D’ 
Haiti.” Issued by the Banque Nationale 
de la République D’Haiti. 1920. Tab- 
ulated statement of loans, ete. 

Secretary of the Navy, Annual Report, 
Washington, 1920. Reviews military 
phases intervention. 

“Union Patriotique d'Haiti. Memoir of 
delegates on the Political, Economic and 
Financial conditions existing in the Re- 


“Roaming Through the 


* 


New York, The Century - 
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public of Haiti under the American Occu- 
pation.” New York. The Nation, May 
25, 1921. The most complete state- 
ment of Haitian complaints. 

“Exposé Général de Ja situation de la Ré- 
publique D’Haiti.” Issued yearly at 
Port-au-Prince. 


Tas Dominican REPUBLIC 


Early period: 

Del Monte y Tejada, Antonio. Historia 
de Santo Domingo. Santo Domingo, 
1890. (First pub. Habana 1893.) Con- 
tains journal of Columbus and outlines 
history down to 1794, 

Garcia, José Gabriel. Compendio de la 
Historia de Santo Domingo. 2nd edit. 
3Vols. SantoDomingo City, 1893, 1894, 
1896, 

Nouel, Carlos. 
Santo Domingo. 
Recent period: 

U. S. Commission of Inquiry to Santo 
Domingo. 42 Cong., Ist Sess. U. S. 
Senate, Exec. Doc. No. 9. Washing- 
ton, Gov’t, Prt. Office, 1871. 

Hazard, Samuel. Santo Domingo, Past and 
Present, with a Glance at Hayti. New 
York, Harper & Bros., 1873. 

Schoenrich, Otto. Santo Domingo, A 
Country with a Future. New York, Mac- 
milan & Company, 1918. Beyond 
doubt the best recent work. 

The Dominican Republic. Issued by office, 
Naval Intelligence, of U. S. Navy De- 
partment. Washington, 1916, An ex- 
cellent illustrated handbook marked 
“confidential” for some non-apparent 
reason which should be made generally 
available. 

Eseritos de Espaillat (Articulos, Cartas y 
Documentos oficiales.) Memorial vol- 
ume to President Ulises V. Espaillat. 
Santo Domingo, 1909. 


Stories worth knowing are: 

Galvan, Manuel de J. “Enriquillo” (Le- 
yenda Historica Dominicana). 1503- 
1583. Santo Domingo City, 1882. One 
of the best historical novels of Spanish 
America. 

Célson, Jayme. El Géneral Babieca, 2 Vols. 
Puerto Plata, 1916 and El Cabo Chepe, 
1918. Colloquial. Author a well-in- 
formed man. 


Historia Eclesiastica de 
Rome, 1913. 
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Cestero, Tulio M. La Sangre (una Vida 
bajola Tirania). Libreria PaulOllendroff, 
Paris, undated. 

Godoy, Frederico García. Rufinito, Alma 
Dominicana. Santo Domingo. Consid- 
ered the strongest of present writers. 

Chapters, Pamphlets, ete. 

Franck, Harry A. “Roaming Through the 
West Indies.” New York, The Century 
Co., 1920. 

Inman, 8. G. “Through Santo Domingo 
and Haiti.” Pub. by Committee on 
Coöperation in Latin America, 25 Madi- 
son Ave., New York, 1920. 

Jones, Chester Lloyd. “Caribbean Inter- 
ests of the United States.” Appleton & 
Co., New York, 1916. 

Latané, John H. “The United States and 
Latin America.” Doubleday, Page and 
Co., New York, 1920. 

Rosa, Antonio de la. “Les Finances de 
Saint Domingue et Le Controle Amér- 
icain.” (A. Pedrone Ed.) Paris, 1915. 

Verrill, A. H. “Port Rico, Past and 
Present, and Santo Domingo of Today.” 
New York, 1914. 
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“Santo Domingo. Its Past and Present 
Conditions.” , 1920. Description hand- 
book issued by the American Occupation. 


Critical surveys of local conditions by 
Dominicans are rare but there should be 
mentioned: 

López, José B. La Paz en la Republica 

. Dominicana, 

Peynado, Francisco J. Deslinde, Mensura 
y Particion de Terrefios, in Revista Juri- 
dica, Santo Domingo, 1919. Author 
one of ablest lawyers in the country. 
Ibid. Por El Establecimiento del Gobierno 
‘Cwil en la Republica Dominicana. Imp. 
De Cuna de America, Santo Domingo, 
19138. 

Mella, Moises Garcia. Por El Establecimi- 
ento del Gobierno Civil en la Republica. 
Imp. Cuna de Am. Santo Domingo, 
1914. 

Report of the Department of State, of Fi- 
nance and Commerce of the Dominican 
Republic for the Period 1916-1919. Santo 
Domingo, , 1921. A valuable summary 
of facts. 


Book Department 


Waste in Industry. Published by the 
Federated American Engineering Socie- 
ties. Pp. 406, Price, $4.00. New York: 
McGraw-Hill Book Co. Inc., 1921. 


The conclusions of this report ought to 
dampen the enthusiasm of the most out- 
standing believer in the reputed efficiency of 
American industry. Many of its findings 
have been known to a select few for some 
time and many of its recommendations 
have been previously made by specialists. 
Much of the importance of the report is 
derived from the cumulative character of 
its evidence, which attempts to evaluate a 
summary of waste in industry from all con- 
tributing factors; and its importance is no 
less due to the impartial and authoritative 
source of the report. The Federated Ameri- 
can Engineering Societies was organized in 
the latter part of 1920 and selected this 
study as one of its first tasks. The plan 
was to make a survey quickly as a basis for 
action and as a foundation for other studies. 
The present report, completed within less 
than five months, covers representative 
establishments in six industries, namely, 
building trades, men’s ready-made clothing, 
boots and shoes, printing, metal trades and 
textile manufacturing. In addition to these 
industry studies, seven reports were pre- 
pared, dealing with nation-wide or general 
aspects of industrial waste, such as unem- 
ployment, industrial accidents, health and 
eye conservation. 

In reading over the summary of findings 
in this report one is reminded of Mr. 
Brandeis’ statement, now several years old, 
that the railroads could save $1,000,000 per 
day on purchases and it appears that, despite 
the storm of disapproval with which it was 
met in certain quarters, that statement may 
well have been true. Waste in industry is 
found by the engineers to be attributable to 
(Report p. 8): 


1. Low production caused by faulty manage- 
ment of materials, plant, equipment and men. 

2, Interrupted produetion caused by idle mer 
idle materials, idle plants, idle equipment. 

3. Restricted production caused intentior 
by owners, management or labor. 


4. Lost production caused by ill-health, physi- 
cal defects, and industrial accidents. 


On the question of responsibility, the 
report concludes that over 50 per cent of 
existing waste is due to management, less 
than 25 per cent to labor and least of all to 
outside contacts. 

In arriving at the quantitative aspect of 
waste, comparison was made not with some 
impractical ideal but with standards that 
have been established and are actually being 
attained. The fact that the field work of 
thereport was done by experienced engineers 
thoroughly familiar with the industries 
they were studying lends additional force 
to their findings. The following quotations 
tell the story in part: 


The loss fromidjenessin shoemaking occasioned 
by waiting for work and material amounts to 
some 35 per cent. of the time. 


Among current magazines there are 18 varia- 
tions in width and 76 in length of page or column. 
Among trade paper publications there are 33 
variations in width and 64 in length. Among 
newspapers there are 18 in width and 55inlength. 
These variations cost the public not less than a 
hundred million dollars each year. 


The average loss in clothing factories during 
running time, nt including shut-downs, is be- 
tween 30 and 35 per cent. Fixing the value of 
annual output/ in the men’s ready-made clothing 
industry at $00,000,000, it should be relatively 
easy to saved three-quarters of a.million dollars 
a day, an ifacrease of 40 per cent in effectiveness. 


Clothi g factories are built 45 per cent larger 
than is Jnecessary; printing establishments are 
from 5¢ per cent to 150 per cent over-equipped ; 
the sl¥oe industry has a capacity of 1,750,000 
f shoes a day, andproduceslittle more than 
half that number. 











$a compositor be brought from the composing 
room to make the change to the next imprint, 
while they stand idly by. 

Structural steel workers under certain rules 
must bring the steel from the unloading point to 
the building site, thus doing laborers’ work at 
high cost. 

The report is marked “‘first edition.” It 
is to be hoped this implied promise is ful- 
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filled; that this is just a beginning and that 
the American public, industrial manage- 
ment and labor will become so thoroughly 
awakened to industrial waste and to possi- 
bilities of elimination as to bring about 
concrete results in the future. 
Bruce D. Mouneerr. 
University of Minnesota. 


Ware, Parcivat. Market Analysis. Its 
Principles and Methods. Pp.840. Price, 
$3.50. New York: McGraw-Hill Book 
Co. Inc., 1921. 


This book will probably meet with a 

ready sale for it is written in a style to 
attract the general reader and it is filled 
with suggestions that may be used to ad- 
vantage by the business executive who is 
searching for means to rehabilitate his 
dwindling business. It should be m de- 
mand, also, in courses in marketing in 
colleges and universities. 
- The first few chapters are devoted to 
methods of collecting, analyzing and pre- 
senting the data obtained from market 
surveys; the later chapters, to the data that 
is to be obtained. The discussion of the 
questionnaire method of gathering informa- 
tion, in one of the earlier chapters, is good 
and is reinforced by a number of examples of 
questionnaires that have been used in 
actual market surveys. ‘Indeed, through- 
out the book the author shows his famili- 
arity with many surveys ‘that have been 
made. : 








data to be gathered discusses in turn the 
product, the company, the indùstry, the 
company’s competitors, its custonpers, etc. 
These chapters, in a very satisfactceTY way, 
offer suggestions as to the means by% which 
the condition of trend of an industry may 
be determined and the position of :ẹ par- 
ticular company within the industry &stab- 
lished. . 

A very excellent feature of the bokok, 
which mightwellbe copied by other author: 
is the practice of inserting at the beginning 
of each chapter a skeleton outline of the 
contents. The author states in his preface 
that it is his intention to make revisions 
from time to time and to keep the book up 
to date. 


To statisticians, I suspect the book will 
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appeal rather as a sign-post than as a set of 
traffic regulations. Its emphasis is more on 
the nature of the market than upon methods 
of analysis. But such emphasis is probably 
more needed in this field than an extended 
exposition of the statistician’s art. Indeed 
the author has some misgivings in regard to 
statisticians, for he says, ‘There is danger 
in becoming too technical in interpreting 
figures and fact” (p. 61). 
Bruce D. Muneert. 
University of Minnesota.  . 


Posteatse, R. W. Revolution from 1789 to 
1906. Documents selected and edited 
with notes and introductions. Pp. xvi, 
400. Price, $4.50. New York: Hough- 
ton Mifflin Company, 1921. 


Mr. Postgate is well known to students of 
radical movements because of his other 
volumes, one of the most recent being The 
Theory of Bolshevism. In the volume 
under consideration he has presented a 
selection of documents that are admirably 
chosen and arranged, and prefaced with 
suitable introductions. The editor’s sym- 
pathies could not be entirely concealed, but 
this difficulty he frankly acknowledges in | 
the preface. After all, a selection without 
any point of view would be a poor one, and 
only a sympathetic editor should under- 
take the task of selection. A hostile one 
would probably. fail to present .what is 
needed—a picture of the revolutionary 
impulse, the soul of the movement. Also. 
it should be noted that some of the decisions 
as to dates and documents are of necessity 
arbitrary. 

The documents chosen are grouped into 
six chapters dealing with the French Revo- 
lution of 1789, the Intermediate Period, the 
Revolutionary British Working Class, 1832- 
1854, the Revolutions of 1848,the Commune 
of Paris and the Russian Revolution of 


-1905. The unreflecting conservative is 


destined to a rude shock when he finds the 
first selection in the volume is a section of 


- the American Declaration of Independence. 


It is introduced, the editor explains, because 
its statement is of those principles which 
inspired the French Declaration of the 
ights of Man. The fourth chapter, dealing 
ith incidents from 1848 to 1855, prefaced 
he Communist Manifesto and covering 
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France, Hungary, Italy, ‘sermany and 
Ireland, is quite naturally the longest. 

Not all critics would agree with some of 
the editor’s judgments, as, for example, his 
belief that the character of the revolution 
in Europe changed Somewhat abruptly in 
1848 from bourgeois to precletarian. But 
such criticisms should not obscure the fact 
that Mr. Postgate has prepared a most 
valuable and usable collection of documen- 
tary material, and that the publishers have 
presented it to the public m a very attrac- 
tive dress. : 

Ernest Minor PATTERSON. 

University of Pennsylvanic. 


Rargenavu, Waurer. In Days To Come. 
Pp. 286. Price, $5.00. New York: 
Alfred A. Knopf, Incorporated, 1921. 


Walter Rathenau has just returned to the 
Wirth Cabinet as Foreign Minister. As a 
leader in German business and politics, 
his views would deserve our thoughtful 
attention were there no other reasons for 
noticing them. But, in addition, his in- 
fluence has been a powerful one in the 
reconstruction of German industrial lfe, 
and the economic organization of Germany 
today clearly reflects his views expressed a 
number of years ago in his Die Neue Wirts- 
chaft and Die Neue Gesellschaft. 

This volume is a translation of Von Kom- 
menden Dingen, the most widely read of his 
numerous books, and has been well trans- 
láted by Eden and Cedar Paul. In it 
Rathenau shows, as in his other writings, 
that remarkable and rare combination of 
the business man, the statesman and the 
idealist. To him the existence of a vast 
proletariat is a cause for shame and indigna- 
tion. The nineteenth century brought a 
vast economic mechanism-——materialistic, 
coercive, ruthless and antagonistic in its 
operation. Its task is “to nourish and main- 
tain our teeming race”; but the thingneeded 
is “a re-guidance of the spiritual,” for “the 
heart is the supreme arbiter of all human 
happenings” and “all earthly activities and 
aims find their justification in the expansion 
of the soul and its realm.” Our “goal 
towards which we strive is the goal 
of human freedom.” Education, the cor- 
porate form of organization and the 
wider diffusion of administrative experience 
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have brought threats to “the hereditary 
stratification of capitalism.” 

But orthodox socialism is as senseless and 
as abhorent to him as the crumbling struc- 
ture of capitalism. Instead, our aim should 
be socialization, to be achieved by sweeping 
economic modifications, by a changed 
morality and by a will to achieve the goal. 
In this we must assent to the grant of power 
to the state, which “will becorhe the mov- 
ing center of all economic life.” This state, 
however, will be vastly different from the 
one we know and will be a much more 
effective instrument for world welfare. 

The volume is stimulating and inspiring. 
It is to be hoped that our publishers will 
rapidly increase their reprints and transla- 
tions of leading European volumes. Wide 
reading by Americans of the great books 
of other countries will be one of the most 
helpful influences that could be injected 
into our thinking at this critical time. 

Ernest Minor PATTERSON. 

University of Pennsylvania. 


JoNES, Waurer. Capital and Labor, Their 
Duties and Responsibilities. Pp. viii, 
168. Price, 2/6. London: P. S. King 
& Son, Ltd., 1921. 


Every now and then some layman, with 
inadequate economic training, becomes so 
imbued with a pet scheme for healing the 
industrial ills of society that he cannot re- 
frain from putting his ideas before the 
public. Mr. Jones lays himself open to se- 
vere criticism in this book, which bristles 
with economic fallacies. He believes that 
the distraught condition of world affairs 
today is largely due to two causes: the lack 
of a brotherly spirit between capital and 
labor, and the exaction of usurious rates of 
interest by the owners of capital. His 


‘ genial recommendation for better coöpera- 


tion between workers and employers is com- 
mendable, though hardly original; but his 
suggestions for stopping the “‘drain upon 
the nation” caused by high interest rates 
are ludicrously naive. He would by law 
prohibit a rate of interest on loaned capital 
in excess of 2 per cent, and would have the 
government of Great Britain aid in reduc- 
ing the rate of interest by supplying an 
abundant quantity of “liquid capital” for 
British mdustry in the form of an issue of 
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paper money, recommending rət ess than 
one Dillion pounds of “credit nctes”’ for the 
purpose! Further comment is superfluous. 
The book is obviously a vehicle for explcit- 
ing the author’s mischievous idzas on inter- 
est and money, which cantot be too 
positively condemned. 
Raymonp T Byrn. 


U-nwersity of Pennsylvania. 


Smson, Kemper. Economics for the Ac- 
countant. Pp. 206. Price, $2.0). New 
York: D. Appleton & Compsny, 1921. 


The publication of this volume shows the 
trend of accounting thought at the present 
time. During the last decade, whale there 
has been a wealth of literature upon account- 
ing subjects, there has been lttle written, 
in book form, dealing with accounting as 
an application of economics. The student 
of accounting will find many and diverse 
text books upon the treatment of transac- 
tions in books of account anc upon the 
preparation of business statemerts. He 
will also find a complete assortment of 
published material setting forth tha theory 
of aczounts, but after diligent search he will 
find but little literature written for the 
express purpose of discussing the relation 
between economic conditions ard their 
expression in books of accounts ard state- 
ments. Mr. Simpson attempis to present 
this relation and, taking all things iato con- 
sideration, he is successful. 

The thought in the mind cf me who 
begirs to read this book, name.y, that no 
more than an outline of econenic theory 
can be given in a book of two aundred 
pages, a portion of which is spcetfically 
devo-zed to accounting, is found tə be true as 
he progresses through the volame. One 
must take for granted that the ezonomic 
theories expressed are correct. There is no 
space for discussion. At the przseat stage 
in the development of accounting literature 
this is probably an advantage because 
many of those who study acecinzing are 
sufficiently short-sighted to avo'd ong dis- 
zussions upon theory in order that they 
may Leap at once into practical appl cations. 
It is to be hoped that such persons will read 
this book. 

Concerning the theories expressed in the 
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volums, it may bestated that the authot 
has ecanformed to the modern school of 
thougat in both economics and the appli- 
eation of economics in accounting. It is to 
be supposed that there will be some who 
will net agree with all of the theories pre- 
sented; notably those concerning the inclu- 
sion o: interest in manufacturing cost, and 
value. This may be expected in the han- 
dling cf any subject which is not an exact 
science. 

The arrangement of the material in the 
book might be improved upon. The refer- 
ences ~o subsequent pages and chapters are 
too f-equent. These references cause 
confusion in the mind of the reader instead 
of assisting him toward continuity of 
thougLt. Appendices I and II, upon 
“Interest as a Part of Cost, ’and “ Dis- 
puted Items of Cost” might better have 
been placed as a portion of the chapter 
upon he doubtful elements of cost. The 
reviewer also believes that the theory under- 
lying ine handling of joint-costs is placed at 
a poin. where the reader is unprepared for 
so tecl nical a discussion. 

The author is not conclusive in his theory 
of han lling bad debts as a deduction from 
gross sales: and in his differentiation be- 
tween -he accountant’s classification of cost 
and tha economist’s classification of cost he 
is rather willing to concede the submerging 
of the underlying economic theory in its 
presentation upon the books. Further- 
more, here seems to be more or less con- 
fusion concerning the use of the term 
“accounting cost.” It is not clear whether 
the author means to use it in the sense of 
manufacturing cost or total cost. The 
author is, however, to be commended for 
the stcnd which he has taken concerning 
the aporeciation of capital goods. Some 
theoris:s have permitted their theory to 
over-rile their better judgment in this con- 
nectior. 

It is to be hoped that the publication of 
this bcok will influence future writers in 
order tiat there may be sufficient literature 
for the student cf economics who desires 
accounzing knowledge, and for the student 
of accounting who desires economic knowl- 
edge. 

Tuomas A. Bunn. 

Uniwersity of Pennsylvania. 
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UNITED STATES INTERDEPARTMENTAL So- 
crAL Hyaienzt Board. Annual Report, 
1921. Pp. 198. Washington: Govern- 
ment Printing Office, 1921. 


Eung, Jonn Crarence. Vice and Health. 
`- Pp. 174. Price, $1.50. Philadelphia: 
J. B. Lippincott Company, 1921. 


. Mancorp, Grorce B., Ps. D. Children 
` Born Out of Wedlock: A Sociological 
Study of Illegitimacy, With Particular 
Reference to the United states. Pp. x, 
214. Price, $1.50. Columbia, Missouri: 
University of Missouri S:udies, Volume 
IH, Number 3, Social Science Series, 1921. 


The perversion and prostitution of so 
fundamental a factor in life as the sex im- 
pulse, together with the dire consequences, 
constitute a chapter of appalling horror in 
the history of human experience. There 
are at least three major parts to this chap- 
ter, indicative of three more or less distinct 
` problems that grow out of the misguidance 
of this normal physiological function. They 
are as follows: first, the ven2real diseases—~ 
a problem of health and sanitation; second, 
the commercialized aspect—a problem of a 
highly organized business for exploitation 
and profit; and third, sexual] immorality—a 
problem of individual conduct. Listed 
above are three publications, each of which 
bears primarily upon one of these problems. 
They are not exactly pleasant reading. 
But the tragic reality of that which they de- 
scribe, and the stern necessity of what they 
prescribe, sharply challenge the thoughtful 
reader. 


During 1918, the year cf the influenza 
epidemic, influenza was the cause of 22 per 
cent, venereal diseases the cause of 12 per 
cent, of the days lost on account of sickness 
by soldiers in the entire American army. 
Such data serve to explain why the federal 
government, which first evidenced an inter- 
est in this whole field with the passage of 
the Mann Act in 1910, was led to codperate 
actively with certain volunteer civilian 
organizations in 1916, when American 
troops were located on the Mexican border, 
and, finally, to create the Interdepartmen- 
tal Social Hygiene Board on July 6, 1918, 
to assume active leadership in the “aggres- 
sive intergroup hygiene of the venereal 
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diseases.” The first of the above-men- 
tioned publications is the last annual 
account of the stewardship of this agency 
which, despite considerable opposition, 
has continued to function since the close of 
the War. The report of its four-fold activi- 
ties—-scientific research, educational re- 
search, protective medical measures and 
protective social measures—-is distinctly 
encouraging, for it promises that, under 
federal leadership, two of the most danger- 
ous and destructive diseases known to 
mankind are emerging out of the limbo of 
quackery and neglect. 


The chief source of infection are the pro- 
fessional prostitutes. At least ninety-five 
per cent of their number, according to vari- 
ous vice commission reports, are venereally 
diseased. It is with the organized system, 
of which the prostitute is the visible repre- 
sentative, that Mr. Funk, who is director 
of the Bureau of Protective Social Measures, 
Pennsylvania State Department of Health, 
deals in his book. After.briefly summariz- 
ing the causes, manifestations, business 
aspects and results of commercialized vice, 
he considers what in his judgment are the 
best social measures for meeting the prob- 
lem. Good government, law enforcement 
in local communities, extensive popular 
sex education—these are the heart of the 
program suggested. A brief outline of 
medical and medico-legal measures for the 
treatment of the venereally diseased is 
included. 

The value of this little book lies not in 
any contributions to our knowledge of the 
subject, but in the fact that it is a short, 
sane and readable summary of the essential 
facts regarding prostitution, its relation to 
disease, and what ought to be done in the 
concrete in every community thatewishes to 
make progress in dealing with the problems 
involved, 


“During the last twenty-five years two 
books dealing with illegitimacy have been 
written in the English language.” Dr. 
Mangold has made a valuable contribution 
to a scant literature on an important social 
problem. His title, however, is misleading. 
Not the child born out of wedlock, but 
rather its unmarried mother is the main 
object of the author’s study. “He is 
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anxious particularly to present information 
concerning causes and present methods of 
treatment” (page ix). 

"The causes of illegitimacy,” he says 
_ (page 184), “are largely the czuses of im- 
morality ... the problem of ilEegitimacy is 
therefore similar and yet not identical to 
that of immorality... . It 8 tae belief 
of the writer that ignorance and low ideals 
are the chief causes of illegitimacy” (page 
41). 

Relative to treatment he .nshts that 
illegitimacy “‘cannot be adequately handled 
except by persons animated with lofty 
social ideals and trained to work ut each 
individual problem” (page 90). This is 
just what he does not find. An overwhelm- 
ing proportion of cases are hamdled either 
by commercial agencies whos traffic in 
infants and exploitation of moth2rs indi- 
cates something far removed: frem lofty 
ideals, or by public and private philan- 
thropic agencies whose methocs ere anti- 
quated, who lack social perspeccive, and to 
whom effective case-work is unxnawn. 

The book is a calm setting ferth of a de- 
pressing situation. The work shows an 
apt combination of scientific analysis and 
deep sympathy. There is aa excellent 
bibliography. 

James H. S. BOSSARD. 

University of Pennsylvania. 


Tosrar, Harry R. Problems m Sales 
Management. Pp. 672. Price, $5.00. 
Chicago: A. W. Shaw Company, 1921. 


Modern business is becoming increas- 
ingly conscious of the necessity for a more 
scientific approach to the pztoblems of 
distribution. Professor Toscal’s book, 
entit ed Problems in Sales Management, con- 
sists in an almost exhaustive treatise of 
the selling history of various businesses 
throvghout the United States. such topics 
as the “Location of Sales Headquarters,” 

“Location of Ware Houses,” 
partmentalization, ” “Scope of Research and 
Planning,” “Qualifications of 3alesmen,” 
“Selection of Salesmen,” “Market Analy- 
sis,” “Districting Salesmen,” “Sales Man- 
1al,” “Paying Salesmen,” ete, are sug- 
zestive of the comprehensive g-asp of the 
‘nterrelated problems confronting edmunis- 
-rators in their search for principles to meet 
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the competitive and efficiency demands of 
modern sales management. Professor Tos- 
dal’s analysis of these factors is suggestive 
of “a method which employs the habit of 
meking decision upon facts and evidence 
rather than upon guesswork.”’ 

Practical problems for student analysis 
have been selected with a view “to bring 
out the high spots in sales management and 
are all based upon the experiences of going 
concerns.” 

The arrangement of materials and the 
problems suggested aim to develop an appre- 
clation of the significance of the functional 
place of principles im relation to increased 
efficiency in sales administration. This 
book in its concrete presentation of actual 
working situations should be invaluable to 
present-day sales administrators and ex- 
ecutives who have the mental capacity 
to appreciate the value of utilizing the 
experiences of others. 

Because of its abundance of verifiable 
material and accuracy of analysis this text 
should come to have a definite place in the 
study of modern selling problems. From a 
university point of view involving instruc- 
tion, however, its material implies a back- 
ground much more elemental and funda- 
mental than the writer discloses. In other 
words, this text is more nearly adapted to 
graduate students who have had intensive 
courses in more sciences than psychology. 
Modern distribution implies physiology, 
biology, sociology and political science. 
Administrative sales management will never 
attain the dignity of professionalism. until 
sales policy is based on the correlated flow- 
ering concepts involved in the humanities. 
The technique of the subjective aspects is 
more suggestive in this book than a reality. 
However, Professor Tosdal’s mastery of the 
objective phases of sales management is 
complete. The future will have as its con- 
tribution to the field of distribution that 
master mind, capable of selling administra- 
tion, whose outlook is capable of unifying 
the subjective individual growth concepts 
with those of objectivity. The correlation 
of these two processes, the subjective and 
objactive, gives freedom so to create in 
terms of principles that business organiza- 
tion may function for the common good of 
consumer, distributor and manufacturer. 
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Texts similar to Sales Management are 
pioneer books pomting the way to better 
selling methods. Our educational problem 
is to get these books related to the student 
relative to his ability to grasp and scien- 
tifically apply the principles suggested. 

When the field of distribution shall have 
succeeded in getting its prinziples of action 
analyzed in relation to the science of 
economics and the art of business, Profes- 
sor Tosdal’s bóok will be found to have been 
fundamental in making us realize the facts 
out of which principles and theories of 
modern sales management must necessarily 
evolve. 

Hzrpert W. Hess. 

University of Pennsylvania. 


Powest, Fren Wisor. The Railroads of 
Mexico. Pp. vii, 226. Boston: The 
Stratford Company, 1921. 


The United States as a world power must 
perforce be interested in other nations. A 
keen interest in our neighbor to the south, 
however, long antedated our active partici- 
pation in international affairs. American 
capital invested in the country south of the 
Rio Grande has served to direct attention 
to the Mexican government and its re- 
sources, especially during tke last ten years, 
when changing governments have jeopard- 
ized both their national and foreign invest- 
ments. 

So much has ee written on the Mexico 
of the last decade that it is difficult to find a 
phase of the subject not touched upon. 
Such a phase, however, Mr. Powell finds in 
railroads and their condition in the period 
following the presidency of Porfirio Diaz. 
The discussion is divided into three parts. 
The first shows the policies of Diaz by 
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which he encouraged the building of rail- * 


roads with foreign capital. At the close of 
his régime nearly a billion dollars of Ameri- 
can capital had been invested in Mexico, 
about two-thirds of which was connected 
with railroads. American capitalists owned 
more than four-fifths of the entire invest- 
ment in the 16,000 miles of Mexican lines. 


Part I shows, also, the conditions under’ 


which the lines were built, the difficulty of 
operation during the period 1910—1920, the 
service maintained and the claims of Ameri- 
can investors for damages incurred during 
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this decade. The accounts consist of quo- 
tations from the annual reports of railroads, 
from presidential messages, legal documents 
and press reports. 

Considering Mr. Powell’s knowledge of 
railroads in general, and his first-hand 
acquaintance with those of Mexico, he 
could himself have given a better digested, 
and consequently more valuable, contribu- 
tion than the one on pages 25-67, made 
up, as it is, largely of page after page of 
quoted statements. The concluding chap- 
ter of this part is a more constructive 


. piece of work, pointing out the dependence 


of Mexican railways upon foreign capital 
and the necessity for political stability before 
the transportation problem can be solved. 
Part I is the most valuable section of the 
book, since it shows the present state of the 
lines after years of disturbing conditions. 

The second part of the work is a history 
of the beginning of Mexican transportation 
and a detailed account in some ten chapters 


` of the development of as many separate 


systems in the country. It forms aback- 
ground for the more interesting revolution- 
ary period of the last ten years, described in 
the earlier pages. These ten short chapters 
(averaging less than three pages each) show 
the character of railroad concessions in 
Mexico, the early participation of Ameri- 
can interests, and the more recent tendency 
to free themselves from foreign control. 

Mexican railroads have been closely 
connected with political affairs from the 
early days of Diaz to the Obregon govern- 
ment. Subsidies have been granted to 
practically every line in the country and 
government control of all lines has been the 
ultimate aim. The results, both political 
and economic, of this national policy the 
author presents in Part ILI. Railroads 
were built to afford transportation either to 
a port or to the American border, but they 
have not developed the country as was 
expected. High freight rates, excessive cost 
of construction and the general apathy of 
the people have kept Mexican lines from 
becoming great arteries of trade. 

An excellent bibliography of twenty-four 
pages, covering books, periodicals and legal 
documents, is appended to the study. 

y T. Coremas, 

University of Pennsylvania. 


` 
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Turner, Jonn Roscoe. The Iricardian 
Rent Theory. Pp. xix, 221. Frice, $4.00. 
New York: The New York University 
Press, 1921. 


Students of the past generaticn hive paid 
scant heed to early American 2coromists. 
The period before the Civil War, and even 
the post-war decade with its nan, mone- 
tary and tariff questions, were dominated 
by tke influence of Ricardo and Mil rather 
than that of American writers. Irofessor 
Turner’s book, The Ricardian Fen: Theory 
in Ecrly American Economics, e_deavors to 
bring together the doctrines of tLese neglec- 
ted writers and to show their ecatr_butions 
z0 eazly economic science. 

This study was begun and completed 
eight years ago by Professor Tumer, then a 
graduate student. It is preserted as 
originally written, except for the cmission 
in large part of a sixty page crit: qu2 of the 
Ricardian rent doctrine, whim 3 sum- 
marized in the first chapter of the book. 
The kody of the study, comprising Chapters 
IT to IX, discusses the views toncerning 
rent, population and related sib-ects of 
some fifteen American economsts of the 
period 1820-1880. Of those mertioned, 
Francis Wayland, Henry C. Car y, Francis 
Bowen and’Arthur L. Perry are best known. 
This detailed study of each of th- writers is 
followed by a résumé of the doctãnes advo- 
cated by them, regarding wealth, value, 
capital, population and rent. Professor 
Fetter’s introduction, dealing wits tLe place 
cf these men and their writings ir economic 
literature, and the extensive biblicgraphy at 
the end of the study, are worthy additions. 

The treatment limits itself-to a zor sidera- 
tion of the rent doctrine of Ricer-lo with its 
necessary implicationsin the theo-y cf popu- 
lation and the law of diminishirg returns. 
Its chief value lies in a comprehersiv- treat- 
maent of the doctrines of these eary writers. 
The author points out: (1) That they deserve 
a higher place than was accorded tiem in 
Frofessor Dunbar’s article in fhe North 
Amerizan Review (1876); and (2) thet they 
showed an independence of judg nent, fos- 
tered by their new environment. Students 
of economic theory will welcome his study 
in a field previously treated only ircsczttered 
articles. y T. Contras. 

University of Pennsylvania. 
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Bowuzy, Arrnur L. Elements of Statis- 
tics 4th Edition, revised. Pp. xi, 459. 
Pric2, 24s. London: P. S. King & Son 
Ltd. 1921. 


The first edition of this text was published 
in 191, while mathematical statistical 
analys was still relatively in its infancy. 
Develcpments of method since that time 
have Feen great and applications of the 
more r2fined methods of analysis have been 
still greater. In the field of economics, in 
particular, the first application of the 
methoc of correlation to a time series, so far 
as I am aware, was published in 1901, viz., 
Hooker’s Study of the Marriage Rate and 
Trade. The present revised edition of 
Bowley's text reflects these developments. 
In Part I, for mstance, dealing with general 
elemen-ary methods, the chapter on “‘Appli- 
cation ef Averages to Tabulation” has been 
replace | by one on “Measurements of Dis- 
persion. and Skewness.”’ 

The more extended changes and addi- 
tions, however, have been made in Part II, 
dealing with theapplications of mathematics 
to statistics. This part has been completely 
rewritten and the treatment of theory is 
much more detailed and more extended. 
The austhor states that his treatment 
and his selection of examples have been 
chosen =n particular with reference to prob- 
lems arising in sociological and economic 
investigations; whereas, as is well known, 
modern. statistical theory has developed 
largely in connection with biological 
investigations. 

One significant change is noted in his 
develop-nent of theory. In the 1901 edition 
an effors was made to obtain the principal 
derivations, e.g. the law of error, by the 
use of algebra only; in the present edition 
he very frankly gives up this plan and uses 
calculus The field of statistical theory has 
become so broadened in the last twenty 
years that a large portion of the literature 
cannot be read without a knowledge of 
calculus Bowley mentions, significantly, 
in his preface that “no one should attempt 
to measure correlation till he has studied 
the theory closely and critically”—a 
viewpoirt with which I am in complete 
sympatky. 

It is a joy to note the expansion in this 
new edition—its extent and its direction. 


The number of economists in the United 
States who are using the newer methods of 


statistical anaylsis and who have anything 


like an adequate mathematical training is 
still relatively small. More texts like 
Bowley and Yule, which bring together and 
summarize the widely scattered results of 
researches into method, will greatly assist 
the extension of this knowledge to larger 
and larger numbers. 


Bruce D. Muneerr. 
University of Minnesota. 


Taussie, Franx Witiiam. Selected Read- 
ings in International Trade and Tariff 
Problems. Pp. x, 5662 New York: 
Ginn and Company, 1921. 


These readings are divided into three 
parts. Part one gives an analysis of the 
economics 'of international trade by emi- 
nent economists such as Mill, Cairnes, 
Taussig and Bullock. Part two gives the 
argument of the classic economists and one 
or two modern economists for and against 
free. trade. Part three contains the im- 
portant public documents in the United 
States, such as excerpts from Hamilton’s 
Report on Manufactures, Gallatin’s Free 
Trade Memorial and Henry Clay’s Speech 
on American Industry. 

The average reader will find three arti- 
cles in these readings of outstanding interest 
and importante at the present time. One is 
an article by Messrs. Bullock, Williams and 
Tucker on “The Balance of Trade in the 
United States.” The second is an article by 
Adolf Wagner on “‘Agrarian State Versus 
Manufacturing State.’ The third is an 
article by Lujo Brentano on “The Terrors 
of the Predominantly Industrial State.” 
These articles are particularly pertinent to 
the type of discussion wehavein this country 
at this time. 

.The readings were selected primarily for 
use In a university class dealing with the 
tariff but they will prove equally valuable 
to those desiring to have at hand as a refer- 
ence book the arguments of the leading 
economists for and against a high pro- 
tective tariff. There are excerpts also 
from the works of Grover Cleveland, 
William Me¢Kinley and Thomas B. Reed. 


: Book DEPARTMENT 


211 


Barnes, H. E. The Social History of the 
Western World. An Outline Syllabus. 
Pp. xii, 126. New York: D. Appleton 
& Co., 1921. 


Prospective purchasers of this book 
should have their attention called to the 
fact that the book is merely a syllabus in 
bold outline form of the social history of 
the Western World, It is not a monograph 
nor Is it a treatise. It is an arrangement of 
topics carefully chosen with readings indi- 
cated without critical comment. 


Mircuer., Wessy C., cial. The Income 
in the United States. Its Amount and 
Distribution, 1909-1919. Volume I. 


New York: Harcourt, Brace & Company, 
1921. 


The authors of this volume and of Vol- 
ume II, which is to appear in a few weeks, 
are connected with the National Bureau of 
Economic Research. This body was mcor- 
porated in 1920 “‘to conduct quantitative 
investigations into subjects that affect 
public welfare,” and is already engaged in 
other studies. 

This study of national income was greatly 
needed and will be of value not only to 
economists but to legislators and to business 
men. Separate investigators working in- 
dependently and with different methods 
analyzed the national income. Mr. W. I. 
King, whose inquiry into the same subject 
several years ago has been our standard 
work on the subject, estimated the income 
by sources of production, the ‘‘income pro- 
duced—the statistics of coal and metals 
mined, lumber cut, crops grown, raw mate- 
rials transported or manufactured, and the 
like.” Mr. Knauth estimated it by income 
received, using “income tax returns, reports 
on wages and salaries, investigations of the 
profits of farmers, and the like.” The two 
results are analyzed in various ways and 
are then combined. The final estimate 
shows a total national income ranging from 
$28,800,000,000 in 1909 to $61,000,000,000 
in 1918. Divided by the population of the 
United States, the per capita income ranges 
from $319 in 1909 to $586 in 1918. These 
figures, however, are deceptive because of 
the rise in prices, and are corrected by ad- 
justing them to the price level of 1913. 
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The total national income thu: estimated 
was $30,100,000,000 in 1909 and $38,800,- 
000,000 in 1918, while the per capita income 
was $833 in 1913 and $372 in 1718. Small 
as these amounts are, they are ‘arger than 
in any other country. Per carita income 
in the United States in 1914 was $335; then 
followed Australia with $263; -he United 
Kingdom with $243; Germany wich $146; 
Spain with $54, and Japan with. only $29. 
Estimates are also made by M- Macaulay 
of tke actual distribution of tais income 
among the various groups of workers and in 
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other ways; but a brief summary is apt to 
be misleacing, so the reader is referred to 
the vo-ume itself. There is no doubt that 
it will ve widely read and will meet a very 
distinc: need in this important field. We 
may add that it will dispel many false 
notions regarding war prosperity and other 
matters, although it should also be noted 
that the authors draw very few conclusions, 
leaving to the reader the application of 
their work. 
Ernest Mivor PATTERSON. 
Unuzrsty of Pennsylvania. 


’ Notes on Recent German Ofacial Publication 


QINCE January, 1921, the Statistical 
Fureau of the German Fedexal ‘xovern- 
ment has been publishing a mantkly peri- 
odical, entitled Wirtschaft umd Statistik 
{Economy and Statistics), wich shoud 
prove an indispensable addition -o the vari- 
ous official publications of the present Ger- 
man government. It contains the most 
~mportant statistical compilations made ty 
zhe Federal Statistical Bureau, zorcernirg 
domestic economic conditions, amd prz- 
sents them clearly and comprehensively as 
shey are compiled from month ‘to month. 
It also includes detailed ¢cxmparative 
statistics pertaining to gener. fnancial 
and industrial conditions in various foreign 
countries, including the United Stetes. 

Tha reports deal with all phases of es- 
onomic activity, such as prod=ction and 
consumption, trade and commerce, whole- 
sale and retail prices, wages in various in- 
dustries, money and finance, tecritorial 
problems and movement of yop ulation. 
Muck. of -the statistical material is supple- 
mented with detailed graphs anz charts. 

The periodical is to appear as 1 semi- 
monthly publication in the near future. 
As no public revenues are availz>le for the 
purpcse, the proceeds derived frcm zhe sale 
of the periodical must defray tL> expenses 
of publication. Consequently it is nat 
available for free exchange. 

A second important German governmert 
publication is the Reichs-Zrbeitsblat, 
(Federal Labor Journal) the offcial organ 
of the Department of Labor and tke 
Federal Employment Bureau. It is pub- 


lished semi-monthly, the new series of this 
journal dating from September, 1920. 

The berivdical contains an official and an 
uncffickal division. The former includes the 
latest labor legislation, labor agreements, 
trade umion regulations, building and hous- 
ing laws and labor compensation acts. 
The latter :ncludes a monthly survey of the 
labor market in Germany, statistical data 
on unenployment in various occupations 
and prcfessions and cost of living statistics. 
This information is followed by a series of 
special articles written by government 
officials. These articles déal primarily 
with general labor problems. In addition, 
it contains a résumé of economic and un-- 
employ-nert conditions in foreign countries. 
Finally it includes a bibliography of all 
official ~eperts and publications received by 
the Department of Labor during the month, 
together with a brief review of the most im- 
portant of these publications. 

Both of the above periodicals are pub- 
lished ky Reimer Hobbing, Berlin, S. W. 61, 
Grassbeerenstrasse 17. The annual sub- 
scription price of the former in Germany 
is 36 marks, and of the latter 80 marks. 
These publications should prove a valuable 
addition tc the reference library of any- 
one intzrested particularly in the general 
economie conditions in Central Europe. 

A communication, recently received 
from the German Red Cross Committee 
in Framkfurt am Main, calls attention to a 
collectien of War Literature on Belgium, 
1914-1£18, contained in the archives of this 
committee, 
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The collection includes all publications 
concerning Belgium during the World War, 
the detailed catalogue listing more than 
three thousand individual documents, 
books, periodicals, pamphlets, posters, 
placards and pictures. In its completeness 
this collection offers excellent source mate- 
rial for thorough-going study of the Belgian 
problem during the war, for it also con- 
. tains an abundance of rare secret docu- 
ments. 

The table of contents of the catalogue 
lists the following items: 

1. German official reports concerning 
Belgian problems (political, sconomic, etc.). 

2. Books and pamphlets concerning 
German administration, as well as domestic 
and foreign policies in Belgium. 


8. Historical background of the War and 


propaganda literature. 

4. The Walloon movement in occupied 
Belgium. (Books and pamphlets.) 

5. Questions concerning militarism and 
` atrocities. (Books and pamphlets.) 

6. Flemish: movement in the occupied 
territory including problems dealing with 
public instruction and the University of 
Ghent as well as the problem of language 
and the Couneil of Flanders. 

7. Belgian secret press. (Books and 
pamphlets.) 

8. Belgian and Flemish literature, 


213 


9, Individual items, mounted, such as 
circulars, pictures, cards representing King 
Albert and his household, the deportation, 
circulars by Cardinal Mercier and concern- 
ing him, leaflets scattered by aviators over 
Belgium, documentary evidence concern- 
ing the Belgian secret press and pamphlets 
dealing with the Flemish movement. 

10. Periodicals, including newspapers 
discussing the Walloon Movement in Bel- 
gium and beyond the border, as well as Wal- 
loon periodicals, complete file of German 
official correspondence pertaining to Bel- 
gium, extracts from the Daily Press, the 
official organ intended only for administra- 
tive purposes, periodicals of the Belgian 
secret press, including an almost complete 
original authentic copy of the well known 
secret newspaper La Inbre Belgique, and 
lastly newspapers from occupied Belgium, 
both single copies and files. 

11. Posters, four hundred photographs 
and two hundred originals. 

12. Picture placards advertising the 
theatre, sport and art. 

The entire collection is offered for sale, 
in whole or in part, by the Red Cross Com- 
mittee of Frankfurt am Main, Goethestrasse 
4, the stipulated price for the collection 
being one thousand dollars. 

Karu Scuorz. 

University of Pennsylvania. 


Report of the Board of Directors of the American Academy of Po- 
litical and Social Science zor the Year Ending Décember 31, 1921 


J. REVIEW OF THE ACADEMYS 
ACTIVITIES 


ITH each year the Acadeny carries 

forward towards more conzplete reali- 
zation the great purposes for waich it was 
-ounded. The existence of = mational 
orum free from all political ard partisan 
affiliations is of inestimable value in a dz- 
mocracy such as ours. ‘Througt the Acad- 
emy’s efforts, both in its publications ard 
at its sessions, an ever increast_g sody of 
valuable material is made avail_ble to the 
American public. With each year the 
Acad2my is becoming an incressirely im- 
portant ‘factor in the enlightenment, of 
>ubliz opinion, and the confidenze which it 
spires and enjoys in all sections of the 
2ountry, is a source of great strex agta to our 
work and should also be reascm for just 
pride to every member. 

Throughout the year the Academy has 
enjoyed the devoted and unseFisl: effor-s 
of an Editorial Council unde. tie able 
leadership of Dr. Clyde L. King, and your 
Board desires to avail itself of his oppor- 
tunity to acknowledge and express a deep 
sense of the obligation which we al. owe to 
she members of this Board, ard to those 
outside the Board who have = cndertaken 
the editorship of special volumes 

Your Board desires again to emphasize 
the importance of securing for the Aradem y 
a special endowment fund for the purpose 
of extending the research activities of the 
Academy. ‘Those in charge of tha Acad- 
amy’s activities should be place ir a posi- 
tion to engage the services of hisaly trained 
investigators to prepare special reports on 
the important economic, indtstr.al ard 
socia. problems confronting tle country. 
We are in hopes that through tLe codpera- 
tion of the members of the Azademy, it 
will be possible to secure such.a fund for 
research work, and in addition, 2 fund suf- 
ficient to provide the Academ= vith the 
building so urgently needed te make its 
work more effective. 


Your Board is of the opinion that the 
time has arrived when the Academy should 
undertcke exhaustive investigations of the 
problems of national importance: through 
the establishment of annual fellowships. 
As a first step in this direction, the Acad- 
emy eszablished a research fellowship for a 
period of one year for the purpose of secur- 
ing a careful scientific study of the economic 
and social conditions in Haiti and the Do- 
minicar. Republic. Dr. Carl Kelsey, Pro- 
fessor of Sociology at the University of 
Pennsy .vania, was appointed to this fel- 
lowship and has just returned from a study 
of the conditions in these two republics. 
In the March issue of the Annals (1922) 
the results of this study will appear in a 
special nonograph. 


H. PUBLICATIONS 


During the yeer 1921 the Academy pub- 
lished tae following special volumes: 

Present Day Immigration (with Special 
Referer ce to the Japanese) January. 


The International Trade Situation 
(March). ; 
Taxation and Public Expenditures 
(May). 


The Place of the United States in a 
World Organization for the Maintenance 
of Peace (July). 

The Revival of American Business 
(Septeriber). 

Thirticth Anniversary Index (Septem- 
ber Supplement). 

Chil. Welfare (November). 

Austa Today (November Supplement). 


Tt. MEETINGS 


During the year that has just come to a 
close the Academy held the following ses- 
sions: 

Febreary 19, Some Present Day Inter- 
nationél Problems. 

Apri 2, Shall Europe’s War Debt to the 
United States be Cancelled? 

May 13 and 14, The Twenty-Fifth An- 
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nual Meeting. The Place of the United 
States in a World Organization for the 
Maintenance of Peace, 

November 5, Unemployment and Its 
Remedies, 

December 3, Russia and Her Problems. 


IV. MEMBERSHIP 


During the year 1921 the Academy re- 
ceived 1,311 new members and 212 new 
subscriptions, or a total of 1,523. The 
Academy lost 48 members by death; 504, 
by resignation; and 263 delinquents were 
dropped. The present membership of the 
Academy is 6,533 members and 1,358 sub- 
scribers or a total of 7,891. 


V. FINANCIAL CONDITION 


The receipts and expenditures of the 
Academy for the fiscal year just ended are 
clearly set forth in the treasurer’s report. 
The accounts were’ submitted to Messrs. 
E. P. Moxey and Company for audit, and 
copy of their statement is appended here- 
with. In order to lighten the expenses 
incident to the Annual Meeting a fund of 
$1,525 was raised. 

The Board desires to take this oppor- 
tunity to express its gratitude to the con- 
tributors to this fund. 


VI. CONCLUSION 


In conclusion, your Board desires to say 
that it has endeavored to the best of its 
ability to carry out the important duties 
entrusted to it by the members of the 
Academy. 

To make this work more effective, how- 
ever, the Academy needs the more active 
interest and coöperation of members in 
every section of the country. There is no 
section which is not well represented by 
leaders of thought and action. Through 
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their efforts the influence of the Academy 
can be strengthened in every state of the 
Union, and your Board desires to take this 
opportunity to make a plea for a more 
active participation of the members in our 
work. 


January 13th, 1922. 


CHARLES J. Ruoaps, ESQ., TREAS., 
American Academy of Political and Social 
Science, Philadelphia, Pa. 


Dear Sir: — 

We herewith report that we have audited 
the books and accounts of the American 
Academy of Political and Social Science for 
its fiscal year ended December 31, 1921. 

We have prepared and submit herewith 
statement of receipts and disbursements 
during the above indicated period, to- 
gether with statement of assets as at De- 
cember 31, 1921. 

The receipts from all sources were veri- 
fied by a comparison of the entries for same 
appearing in the treasurer’s cash book with 
the record of bank deposits and were found 
to be m accord herewith. 

The disbursements, as shown by the cash 
book, were supported by proper vouchers. 
These vouchers were in the form of can- 
celled paid checks or receipts for moneys 
expended, These were examined by us 
and verified the correctness of the pay- 
ments made. l 

The investment securities listed in the 
statement of assets were examined by us 
and were found to be correct and in accord 
with the books. 

As the result of our audit and examina- 
tion we certify that the statements sub- 
mitted herewith are true and correct. 

Yours respectfully, 
Epwarp P. Moxey & Co., 
Certified Publice Accountants. 
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AMERICAN ACADEMY DF POLITICAL AND SOCIAL SCIENCE 


STATEMENT OF RECEIPTS AND DISBURSEMENTS FOR FISCAL YER 
j Exvrp DECEMBER 31, 1921 


Cash Deficit January 1, 1921.. | 


Members’ Dues... .....nanuan nurerracnnennenos 
Life Memberships............ cc. c cece ee eee eee 
Special Donations ..i.255 denen ae bade satee wwii 
DUDSCRIPLIONS: aunt a eitcs so hec: Boast aad a 
Sales of Publications... 2.0... cc ccc eee eee eee 
Interest on Investment and Bank Balances....... 


Office Expense*........ 0... eee cence ane 
Philedelphia Meetings. . 2.20.2... 0.0520 cece eee 
Publicity Expense..... anne Paar See Wane re tases 
Publication of The Annals.................... si 


Cash Balance December 31, 1921........... 
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$36,860. 23 


150.00 
1,629.00 
7,920.73 
4,350.87 
6,006.09 

173.08 


$9,402.14 
4,681.25 
7,196.71 
29,199.44 


3,671.68 
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Investments (book value)... 0.0.0 cc cee eee eee n een aens 


Cash: 


In Academy Office... 0.0... nea eee eee eee 
In Treasurer’s Hands, Girard Trust Company... 
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$400.00 
1,293.07 


$431.54 


57,090.00 


$56,658 . 46 
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$54,965.39 


$1,693.07 


$117,376.27 


1,693.07 


$119,069.34 


*Qf this amount, $1,500 was paid żo Dr. Carl Kelsey for research work on the island of Haiti 


and Santo Domingo. 


In 1920, 31.008 was edvanced for this same purpose. 
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FOREWORD 


ODES of ethics are important 
agencies for social control. The 
complexities and the specializations of 
modern industrial life leave many indi- 
viduals unable to judge whether or not 
a member of any profession has per- 
formed his services with due regard to 
the interests of all, as well as with due 
regard to the interests of his client. In 
all but the crassest and most obvious 
defaults in service standards the work 
of the physician must be judged by 
physicians and that of the lawyer, by 
lawyers. And so with each of the pro- 
fessions. The higher the skill, the 
greater the need for organized group 
effort toward maintaining a fine sense 
of obligations, not primarily to others 
in the same profession, but chiefly to 
the general well-being of all. 

Hence it is that the ideal of all the 
professions is public service and not 
monetary gain. The very opportuni- 
ties for anti-social conduct call forth 
organized effort to taboo unprofessional 
conduct. The constructive aim of each 
of the professions must therefore be the 
public good. The member of each of 
the professions has as his means of 
livelihood the heritage of the ages in 
his science. His earning power and his 
opportunity for immortality of influence 
depend upon the careful work of count- 

‘less predecessors. The training neces- 
sary to a mastery of a profession gives 
the opportunity, but not the reason, 
for enforcing high standards of conduct 
throughout the profession. 

Until very recently business was 
looked upon solely as a means to a 
selfish end. The ethics of business were 
those of the barter-market. The buyer 
could beware. The sole test of the seller 
was what he could get away with. But 
modern transportation systems have 

ə changed all this. Oranges grown in 


- by word of mouth. 


California must now be marketed in 
Philadelphia and automobiles are now 
made in Detroit to be sold in the Orient. 
The manufacturer sells to distant un- 
known customers through advertising. 
Even contracts to buy and to sell, m 
these days of the telephone, are largely 
selling prices must 
now be announced before goods are 
produced. Business hangs more and 
more upon good faith. That old adage, 
“A man’s word is as good as his bond,” 
acquires new meaning as a business 
asset. 

The necessity of good faith in busi- 
ness was brought forcibly to the atten- 
tion of the business world by the un- 
precedented cancellation of contracts in 
the recent period of rapidly rising and 
falling prices. Business men learned 
then how little money it takes to tempt 
a man to break his word. But modern 
business cannot go on where there is 
lack of confidence. The sudden stagna- 
tion of business in 1920 was due more 
than men are wont to believe to the 
breakdown of moral stamina. Busi- 
ness is today far flung in its relations 
and complex in its ramifications. The 
structure falls when good faith fails. 

In the past few months, many busi- 
ness men have come to have a solemn 
sense of personal obligation to restore 
and maintain faith in the business 
world. For ethics is the basis for 
creative industry. The National Asso- 


ciation of Credit Men has adopted a 


formal code of ethics. (See page 208.) 
The Associated Advertising Clubs of 
the World has started a “Truth in 
Advertising?” Movement and has 
formed a Vigilance Committee to en- 
force the truthful presentation of busi- 
ness facts in advertising. (See page 214.) 
The “Commercial Standards Council” 
was federated out of many large busi- 


vii 


vili 


ness associations to suppress bribery 
and to secure better ethical standards 
in business. (See page 221.) The Ro- 
tarians, under the poignant leader- 
ship of Mr. Guy Gundaker, have set 
for themselves the gigantic yet inspir- 
ing task of creating a code of ethics in 
every craft and business group through- 
outthecountry. (See page 229.) And 
even the editors of newspapers have 
assumed responsibility for a public 
profession as to their standards of 
conduct. (See pp. 170 to 179.) 

As business groups and crafts struggle 
to put into words the ideals that shall 
guide their members when meeting the 
business temptations peculiar to each 
craft or industry, they, too, must turn 
away from mere negations to the ideal. 
And this ideal, as with the professions, 
must be the public good. These busi- 
ness groups, however, will not find at 
hand the same means for enforcing 
high standards of conduct that the pro- 
fessions have. There will usually be 
no selective training for the work per- 
formed, though the demand for such 
training is increasing. (See page 205.) 
But, on the other hand, business groups 
will have the powerful controlling 
agency of the organized market. 

The business world is now so complex 
that reliance must be its first watch- 
word. And this can never be until the 
ideal of service controls the crafty 
- impulse for profits. Confidence can 
never be established merely by prevent- 
ing the illegal.. Laws must by their 
very nature be the expression of ac- 
cepted standards of conduct. Unless 
those standards are generally accepted, 
laws can be of no avail. For laws en- 
force the obedience of minorities only. 
The professions of law and of medicine 
will never entice the public confidence if 
the members of those professions organ- 
ize solely to punish the lawbreaker. The 
physician, to be worthy of his profes- 
sion, must do more than refuse to do the 
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illegal act. He must do his ‘share to 
prevent disease, even though by so 
doing he shall decrease the need for 
physicians. The unethical and the 
illegal are not synonymous. The 
ethical points to the goal. The illegal 
leads only to the jail. The unethical is 
the path m the mud. The ethical is 
the paved road to public service. Ethics 
like all paved roads are the result of 
conscious, persistent, human effort. 

One danger to the general good lurks 
in group codes, and that is that the 
code may degenerate into the creed of 
a ““make-work” union. We have heard 
much of late about wage earners mak- 
ing work for each other and not push- 
ing their own jobs to a finish. We have 
been prone to forget that the same 
disease has long been chronic among 
some members of the legal profession. 
We have scolded the wage earners for 
standing together when many physi- 
clans have long practised all the arts of 
mutual protection. Unless the ancient 
self-seeking by individuals is to be- 
come, under the modern necessity for 
organization, mere self-seeking by 
groups, codes of ethics must keep 
clearly in mind at all times the good of 
all. Jf chambers of commerce may 
dominate the legislature of Pennsyl- 
vania, why may not the farmers domi- 
nate the national Congress? If lawyers 
are to make work for each other, how 
are we to say that laborers shall not 
soldier on their jobs? Self-determina- 
tion by groups there should be; but 
self-determination in the light of the 
good of all. 

One aspect of group consciousness of 
late is the belief of each of the profes- 
sions that it alone should inherit the 
earth. Engineers have recently claimed 
that engineering is the one all-inclusive 
industrial profession. The farmers 
have long known that the farm is the 
beginning and the end of all industry. 
Ministers have solemnly assured their » 
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hearers that the ministry is the highest 
of all callings while the contempt of 
lawyers for the skill or knowledge of 
others has been chronic. And who has 
not been told that labor produces all 
goods and who else ever can be “ prac- 
tical”? but the business man? In so 
far as this group-smugness is born of a 
conviction of the dignity and social 
value of one’s calling, such a feeling 
will have social value. But in so far as 
it is indicative of group-selfishness, we 
must find an antidote for it. 

And that antidote has been suggested 
in the Interprofessional Conference. 
Such a Conference was held in Detroit 
in 1919. The purpose of that Con- 
ference (see page 13) was “‘to liberate 
the professions from the domination 
of selfish interest, both within and 
without the professions, to devise 
ways and means of better utilizing the 
professional heritage and skill for the 
benefit of society and to create relations 
between the professions looking toward 


that end.” The Congress of the Build- 
ing Industry, formed in this country, 
is fraught with such possibilities. 
Mr. Hoover’s Unemployment Confer- 
ence created in the minds of its most 
selfish members an impulse to do one’s 
duty toward others. Such congresses 
where one may learn of the needs and 
points of view of others will tend to 
transmute group-selfishness into group- 
ideals of public service. The public 
weal is a joint product of the loyal serv- 
ices of the skill, knowledge and creative 
ability of all. Useless one group or 
profession without the other. 

Codes of ethics are the means by 
which groups keep their members so- 
cially victorious over self-aggrandize- 
ment. To survive, such codes must 
achieve a unity not of negation but of 
spirit—a spirit that consecrates life to 
the long-time interests of all through 
one’s efforts while making a living. 

CLYDE L. Kine, 
Editor. 
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The ed eee of the Professional Ideal 





a Professional Ethics and the Public Interest 


, By Rosert D. Koun 
New York City, Fellow of the American Institute of Architects 


F the many socially significant 


effects of the War there are some 


which are of particular interest to the 
professions. One of these.is the new 


impulse to appraise the motives that 


have inspired various professional 
ideals and more particularly to test out 
those ideals with the touchstone of the 
public interest. That test naturally 
‘results from any consideration of the 


almost universal desire for service, 


` the ‘sacrifice of one’s private interests 
to the common good that was preva- 
Jent.throughout the War; perhaps, in- 
deed, more prevalent among those who 
could not make their sacrifice by 
carrying a gun. For once, the money- 
making motive was laid aside; thou- 
sands, nay, millions of people gladly 
accepted the service motive as quite 
“adequate to energize every human 
activity, At one blow, the profes- 


sional classes were recruited a million- - 


fold and a thousand occupations that 
- had never been considered, as capable 
of becoming professional unconsciously 
became professional. The gain motive 


was subservient to the motive of 


perfecting the quality of service. 

With the cessation of hostilities most 
of these gteat impulses faded away 
_almost over-night. Their significance 
: had been recognized by the few; yet 
here and there among the recognized 
professions there were stirrings of a 
new life, and at léast two marked in- 
stances of effort to retain the worth- 
while elements resulting from war-time 
. coöperation.. One of these was the 
` admirable move of the engineering 


_ societies to continue through engineer, da 


ing councils certain forms of service to 
the public that had been most highly 
developed as a result of the war-time 
demand for their particular technique. 
The second was the effort of the archi- 
tects to continue to lead the moves for 
the betterment of housing, for city 
planning, etc., in which they had taken 
a leading part during the War. In 


. both of these professions there were 


also striking efforts to analyze the 
relations of the profession to the pub- 
lic. The Post-War Committee of the 
American Institute of Architects pro- 
posed, among other things, a very ` 
thorough investigation of the extent to 
which the architectural profession of 
the United States was rendering the 
quality and quantity of service which 
all of the public had the right to de- 
mand. This particular survey was 
very much along the line of the in- 
vestigation of the professions in Eng- 
land made for-the Fabian Society by 
Sidney and Beatrice Webb some years 
before. 


InteER-PROFESSIONAL COOPERATION 


Perhaps the most notable ethical 
outcome of the service rendered by the 
professions during the War was their 
realization of the need for coöperation 
between different professions, between 
the branches ofe: same profession 













rofessions t 
„— professions j 
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tendency towards a more democratic 
inclusion of the larger number of pro- 
fessional men in the various profes- 
sional societies, and by the formation 
of such bodies as the “Congress of the 
Building and Construction Industry,” 
in which it is sought to bring together 
in all of the larger communities, not 
only architects and engineers, but all of 
those that are functionally connected 
with building, including contractors, 
sub-contractors, material manufac- 
turers and dealers, skilled and un- 
skilled labor, building loan and real 
estate men. “There has been, then, a 
tendency on the part of the profes- 
sional men to realize that they must 
become codperators with the other 
elements of the total function of which 
they are a part, rather then one di- 
recting element. One item in the final 
report of the Post-War Committee on 
Architectural Practice said in effect, 
“The architect by himself cannot cure 
the deficiencies in his service, or the 
problems with which his profession is 
faced; he can only improve his service 
and make it more adequate to the 
public need as he realizes his functional 
relationship to the other parts’ of the 
building industry, and through co- 
operation makes these other elements 
realize, each its distinctive functional 
responsibility.” 

In other fields, apparently, there 
have been similar drawings together of 
technician with worker and of techni- 
cian with management, as m the ex- 
periments of the English Building 
Guilds. Whatever niay be their meas- 
ure of success or~failure, these, like 
the Congress of th@*uilding Industry 


Mm this country, ‘arts towards 
democracy. y 






Nauara 


pears most important that the pro- 
fessional ideal be now clarified and 
democratized. Everywhere we see 
signs that the motive that has inspired 
industry and commerce is being ques- 
tioned; a realization is growing that the 
old motives are inadequate. People 
say, “If it was possible to conduct the 
major operations of the great World 
War without the prime impulse of 
money getting, is 1t not possible gradu- 
ally to increase the number of normal 
activities inspired by other than money 
getting?” The commonplace reply is 
that the necessary patriotic enthu- 
siasm would be lacking. But the pro- 
fessions in the finest sense do actually 
get their inspiration from a motive 
other than the money-getting motive. 
Why, then, is the professional impulse 
limited in its scope? The earning of a 
livelihood is naturally the result of 
competent practice of a profession. 
But that is not its prime purpose in the 
best sense. The prime purpose is the. 
perfection of a service, and the most 
important reward of that perfection is, 
not the extent to which it is paid, but 
the extent to which the service is 
appreciated by those best competent > 
to judge it, by those who practise the 
same profession. 

The whole argument with regard to 
the validity of (and the extensibility 
of) the professional motive is remark- 
ably demonstrated by R. H. Tawney 
of Oxford in his admirable Acquisitive 
Society." He says in part: 


A profession may be defined most simply 
as a trade which is organized, incompletely, 
no doubt, but genuinely for the performance 
of function. It is not simply a collection 
of individuals who get a living for them- 
selves by the same kind of work. Nor is it 
merely a group which is organized ex- 
clusively for the economic protection of its 


1The Acquisitive Society, by R. H. Tawney, 


\Fellow of Balliol College, Oxford. Harcourt 


trace & Howe, 1920, 
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members, though that is normally among 
its purposes. It is a body of men who 
carry on their work in accordance with 
rules designed to enforce certain standards 
both for the better protection of its mem- 
bers and for the better service of the public. 
The standards which it maintains may be 
high or low; all professions have some rules 
which protect the interests of the commu- 
nity and others which are an imposition on 
it. Its essence is that it assumes certain 
responsibilities for the competence of its 
members or the quality of its wares, and 
that it deliberately prohibits certain kinds 
of conduct on the ground that, though they 
may be profitable to the individual, they 
are calculated to bring into disrepute the 
organization to which he belongs. While 
some of its rules are trade union regulations 
designed primarily to prevent the economic 
standards of the profession being lowered 
by unscrupulous competition, others have 
as their main object to secure that no 
member of the profession shall have any 
but a purely professional interest in his 
work, by excluding the incentive of specu- 
lative profit. 

The conception implied in the words 
“unprofessional conduct” is, therefore, the 
exact opposite of the theory and practice 
which assume that the service of the public 
is best secured by the unrestricted pursuit 
“on the part of rival traders of their pecu- 
niary self-interest, within such limits as the 
law allows. The rules themselves 
may sometimes appear to the layman 
arbitrary: and ill-conceived. But their 
object is clear. It is to impose on the 
profession itself the obligation of main- 
taining the quality of the service, and to 
prevent its common purpose being frus- 
trated through the undue influence of the 
motive of pecuniary gain upon the neces- 
sities or cupidity of the individual. 

* * * 


The difference between industry as it 
exists to-day and a profession is, then, 
simple and unmistakable. The essence of 
the former is that its only criterion is the 
financial return which it offers to its share- 
holders. The essence of the latter is that, 
though men enter it for the sake of liveli- 
hood, the measure of their success is the serv- 
ice which they perform, not the gains which 


they amass. They may, as in the case of a 
successful doctor, grow rich; but the mean- 
ing of their profession, both for themselves 
and for the public, is not that they make 
money but that they make health, or safety, 
or knowledge, or good law. They depend 
on it for their income, but they do not 
consider that any conduct which increases 
their income is on that account good. And 
while a boot-manufacturer who retires with 
half a million is counted to have achieved 
success, whether the boots which he made 
were of leather or brown paper, a civil serv- 
ant who did the same would be impeached. 
* X $ 

The idea that there is some mysterious 
difference between building schools and 
teaching in them when built, between pro- 
viding food and providing health, which 
makes it at once inevitable and laudable 
that the former should be carried on with a 
single eye to pecuniary gain, while the 
latter are conducted by professional men 
who expect to be paid for service but who 
neither watch for windfalls nor raise their 
fees merely because there are more sick 
to be cured, more children to be taught, is 
an illusion only less astonishing than that 
the leaders of industry should welcome the 
insult as an honor and wear their, humilia- 
tion as a kind of halo. The work of mak- 
ing boots or building a house is in itself no 
more degrading than that of curing the 
sick or teaching the ignorant. It is as 
necessary and therefore as honorable. : It 
should be at least equally bound by rules 
which have as their object to maintain 
the standards of professional service. It 
should be at least equally free from the 
vulgar subordination of moral standards to 
financial interests. 


If any of these ideas are to be 
brought into effect in the interrelations 
of society; if the professional ideal is to 
be to any extent carried over into other 
fields, it behooves the professional man 
to perfect his ideals. It would be 
absurd to ignore the fact that these 
ideals are far from perfection; that 
professional standards are uncertain 
and purposes vague. The principles 
of professional practice have only too 
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frequently tended to protect certain 
monopolies or to advance a particular 
profession on the gainful side. Pro- 
fessional societies in that respect have 
gone through and are still going 
through various stages of liberation 
from selfishness. The first stage of 
organization was to protect the mem- 
bers against unfair competition and to 
improve the profession in public con- 
sideration. Then followed the stage 
in which the relationships between 
members of the same profession were 
considered as most important; certain 
courtesies were to be extended from 
one member of the profession to an- 
other. Then they were bound to- 
gether to prevent outsiders from inter- 
fering or to protect the profession 
against unjust laws. Next followed 
the movement to improve admission 
to practice; educational qualifications 


were established, and the schools were. 


looked after. Finally there was at- 
tained the stage in which permanent 
importance is given to the relationship 
of the profession to the service which 
it may be expected to render—that 
is to say the stage where public needs 
are placed paramount to professional 
rights or even desires. The various 
professions are today in different de- 
grees within one or more of these sev- 
eral stages of development. 

This last and manifestly most so- 
cially valuable stage of the development 
of professional organization can best be 
advanced if the professions come to- 
gether and test out the validity of their 


several standards in the light of the 


criticism of those who practise some 
other profession. The weakness of 
professional influence in public life 
comes about through the fact that each 
profession in the past when trying to 
affect public affairs has spoken for 
itself alone, and hence its opinions were 
always suspected of being influenced 
by self-interest. Nothing is more im- 


portant ‘in our democracy than that 
the best qualified to speak on any 
particular topic shall be able to bring 
their opinions to bear on public affairs. 
Nothing .is more ‘evident than that 
today the inexpert is listened to more 
frequently, perhaps more trustfully 
than the expert, on questions of public 
policy. Even when the expert speaks 
officially as representative of his partic- 
ular professional body, he is weak be- 
cause of the suspicion as to his motives. 
The right technique, that is to say the 
technique best qualified, can be brought 
to bear upon our government affairs 
only when the professions as professions 
join together, testing out every recom- 
mendation in a group conference so as 
to be able to present their views to the 
public with all the force of a consoli- 
dated inter-professional opinion. And 
this method is right, too, because no 
question of public health or engineer- 
ing or law is merely a question of one 
technique. The housing problem, for 
instance, includes problems of engineer- 
ing, architecture, finance, economics, 
city planning, public health, social 
work, law, and many other professions. 


PROFESSIONAL Ersics AnD PUBLIC 
INTEREST 


The public interest, then, in the 
growth and development of the pro- 
fessional ideal is manifold. In the 
first place, the professional ideal seems 
to hold out a new hope for a worth- 
while motive in many fields which | 
today seem to feel the failure of the 
money-getting motive. The profes- 
sional attitude has increasingly proved 
its validity, and particularly during the 
War, as an adequate motive force, 
despite its many failures. Jt can, 
however, only be carried over into 
other fields of human activity from 
the present-time recognized professions 
if it is purified and perfected as a 
result of the efforts of professional 
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bodies, codperating m a study of 
their ethical standards, methods of 
training and adequacy of the service 
to the entire public need, irrespective 
.of class. In the second place, the 
public interest is great by reason of 
the fact that the professional ideal 
alone seems to offer a way out to 


an inexpertly governed democracy. 


Through coöperation between pro- 
fessions the expert can be brought into 
government through the more power- 
ful public opinion thereby created. In 
the third place, the professions alone 
ean lay the groundwork of a new 
society based on the idea of the dis- 
tinctive functional contribution of 
each to the common good. They must 
develop that basic idea into a clearly 
defined scheme by enlarging their field 
of codperation and democratic under- 
standing between professional groups 
and then through points of contact 
with every branch of the particular 


industries to which each is related. 
They alone can begin the process of 
relating people to each other in terms 
of their vocations and thus lay the 
foundation of that new society based 
on the functional contribution of each 
to the whole, of which more than 
thirty years ago Charles Benoist saw 
the possibilities in La Crise de l Etat 
Moderne. 

Far off as it may be to the realiza- 
tion of any such dream, it is in its be- 
ginnings at least in the new impulses 
noticeable in our professional societies 
as a result of the War, and will be 
advanced by such coöperation between 
the professions as will perfect their 
standards, justify their ideals with the . 
public interests, and lay the founda- 
tions of a broader more democratic 
inclusiveness, based on the prime im- 
portance of the functional relationship 
between individuals, groups, states and 
nations. 


The Social Significance of Professional Ethics 
By R. M. Mac Iver 


Professor of Political Economy, University of Toronto 


HE spirit and method of the craft 
banished from industry finds a 
_more permanent home in the profes- 
sions. Here still prevail the long ap- 
prenticeship, the distinctive training, 
the small-scale unit of employment 
and the intrinsic—as distinct from the 
economic—interest alike in the process 
and the product of the work. The 
sweep of economic evolution seems at 
first sight to have passed the profes- 
sions by. The doctor, the lawyer, the 
architect, the minister of religion, re- 
main individual practitioners, or at 
most enter into partnerships of two or 
three members. Specialization takes 
place, but in a different way, for the 
specialist in the professions does not 


yield his autonomy. He offers his. 


. corporation, 


specialism directly to the public, and 
only indirectly to his profession. But 
this very autonomy is the condition 
under which the social process brings 
about another and no less significant 
integration. The limited “corpora- 
tions” of the business world being 
thus ruled out, the whole profession 
assumes something of the aspect of a 
It supplements the ad- 
vantage or the necessity of the small- 
scale, often the one-man, unit by con- 
certed action to remove its “natural” 
disadvantage, that free play of uncon- 
trolled individualism which undermines 
all essential standards. It achieves an 
integration not of form but of spirit. 
Of this spirit nothing is more significant 
than the ethical code which it creates. 
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Distinction BETWEEN BUSINESS AND 
PROFESSIONAL STANDARDS 


There is in this respect a marked 
contrast between the world of business 
and that of the professions. It cannot 
be said that business has yet attained a 
specific code of ethics, resting on con- 
siderations broader than the sense of 
self-interest and supplementing the 
minimal requirements of the law. 
Such a code may be in the making, but 
it has not yet established itself, and 
there are formidable difficulties to be 
overcome. When we speak of business 
ethics, we generally mean the principles 
of fair play and honorable dealing 
_ which men should observe in business. 
Sharp dealing, “unfair” competition, 
the exaction of the pound of flesh, may 
be reprobated and by the decent 
majority condemned, but behind such 
an attitude there is no definite code 
which business men reinforce by their 
collective sense of its necessity and by 
their deliberate adoption of it as ex- 
pressly binding upon themselves. There 
is no general brotherhood of business 
men from which the offender against 
these sentiments, who does not at the 
same time overtly offend against the 
law of the land, is extruded as un- 
worthy of an honorable calling. There 
is no effective criticism which sets up a 
broader standard of judgment than 
mere success. 

If we inquire why this distinction 
should hold between business and 
professional standards the social signif- 
icance of the latter is set in a clearer 
light. It is not that business lacks, 
unlike medicine or law for example, 
those special conditions which call for a 
code of its own. Take, on the one 
hand, the matter of competitive meth- 
ods. It is a vital concern of business, 
leading to numerous agreements of all 
sorts, but these are mere ad hoc agree- 
ments of a particular nature, not as yet 


deductions from a fully established 
principle which business, as a self- 
conscious whole, deliberately and uni- 
versally accepts. Take, on the other 
hand, such a problem as that of the 
duty of the employer to his work- 
people. Is not this a subject most 
apt for the introduction of a special 
code defining the sense of responsibility 
involved in that relationship? But 
where is such a code to be found? 


Tue IDEAL or SERVICE 


Something more is evidently needed 
than a common technique and a com- 
mon occupation in order that an ethical: 
code shall result. We might apply 
here the significant and much mis- 
understood comparison which Rous- 
seau drew between the “will of all” 
and the “general will.” In business 
we have as yet only the “will of all,” 
the activity of business men, each 
in pursuit of his own success, not 
overridden, though doubtless tempered 
by the “general will,” the activity 
which seeks first the common interest. 
The latter can be realized only when 
the ideal of service controls the ideal of 
profits. We do not mean that busi- 
ness men are in fact selfish while 
professional men are altruistic. We 
mean simply that the ideal of the unity 
of service which business renders is not 
yet explicitly recognized and pro- 
claimed by itself. It is otherwise with 
the professions. They assume an obli- 
gation and an oath of service. “A 
profession,” says the ethical code of the 
American Medical Association, “‘has 
for its prime object the service it can 
render to humanity; reward or financial 
gain should be a subordinate considera- 
tion,” and again it proclaims that the 
principles laid down for the guidance 
of the profession “‘are primarily for the 
good of the public.” Similar state- 
ments are contained in the codes of the 
other distinctively organized profes- 
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. sions. 
proposed code of the Canadian legal 
profession, “is a branch of the admin- 
istration of justice and not a mere 
money-getting occupation.” Such pro- 
fessions as teaching, the ministry, the 
civil service and social work by their 
very nature imply like conceptions of 
responsibility. They imply that while 
the profession is of necessity a means 
of livelihood or of financial reward, 
the devoted service which it inspires is 
motivated by other considerations. 

In business there is one particular 
difficulty retarding any like develop- 
ment of unity and responsibility. It 
may safely be said that so long as with- 
in the industrial world the cleavage of 
interest between capital and labor, em- 
ployer and employe, retains its present 
character, business cannot assume the 
aspect of a profession. This internal 
strife reveals a fundamental conflict 
of acquisitive interests within the busi- 
ness world and not only stresses that 
interest in both parties to the struggle 
but makes it impossible for the intrinsic 
“ professional” interest to prevail. The 
professions are in general saved from 
that confusion. Within the profession 
there is not, as a rule, the situation 
where one group habitually employs for 
gain another group whose function, 
economic interest and social position 
are entirely distinct from its own. The 
professions have thus been‘ better able 
to adjust the particular interests of 
their members to their common interest 
and so to attain a clearer sense of their 
relationship to the whole community. 

Once that position is attained the 
problem of occupational conduct takes 
a new form. It was stated clearly 
long enough ago by Plato in the Re- 
public. Each “art,” he pointed out, has 
a special good or service. “Medicine, 
for example, gives us health; naviga- 
tion, safety at sea, and soon. . . 
Medicine is not the art—or profes- 


“The profession,” says the , 


sion—of receiving pay because a man 
takes fees while he is engaged in heal- 
ing. The pay is not derived 
by the several ‘artists’ from their 
respective ‘arts.” But the truth is, 
that while the ‘art’ of medicine gives 
health, and the ‘art’ of the builder 
builds a house, another ‘art’ attends 
them which is the ‘art’ of pay.” The 
ethical problem of the profession, then, 
is to reconcile the two “arts,” or, more 
generally, to fulfil as completely as 
possible the primary service for which 
it stands while securing the legitimate 
economic interest of its members. It 
is the attempt to effect this reconcilia- 
tion, to find the due place of the intrin- 
sic and of the extrinsic interest, which 
gives a profound social significance to 
professional codes of ethics. 


Tse Group Cope DISTINCTIVE, Not 
THE STANDARD 


The demarcation and integration of 
the profession is a necessary prelimi- 
nary to the establishment of the code. 
Each profession becomes a functional 
group in a society whose tendency is to 
organize itself less and less in terms of 
territory or race or hereditary status, 
and more and more in terms of func- 
tion. Each profession thus acquires 
its distinctive code. It is important to 
observe that what is distinctive is the 
code rather than the standard. The 
different codes of racial or national 
groups reveal variant ethical standards, 
but the different codes of professional 
groups represent rather the deliberate 
application of a generally accepted 
social standard to particular spheres 
of conduct. Medical ethics do not 
necessarily differ in quality or level 
from engineering ethics, nor the ethics 
of law or of statesmanship from those 
of architecture. The false old notion 
that there was, for that most ancient, 
and still most imperfectly defined, 
profession of statesmanship, a peculiar 
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code which liberated it from the or- 
dinary ethical standards, has died very 
hard. In truth there could be no 
conflict of ethics and politics, for 
politics could justify itself only by 
applying to its own peculiar situations 
and needs the principles which belong 
equally to every sphere of life. 

Ethics cannot be summed up into 
a series of inviolate rules or command- 
ments which can be applied every- 
where and always without regard of cir- 
cumstances, thought of consequences, 
or comprehension of the ends to be 
attained. What is universal is the 
good in view, and ethical rules are but 
the generally approved ways of pre- 
serving it. ‘The rules may clash with 
one another, and then the only way 
out is to look for guidance to the ideal. 
The physician may have to deceive his 
patient in order to save his life. The 
lawyer, the priest and the physician 
may have to observe secrecy and keep 
confidences under conditions where it 

“might be the layman’s duty to divulge 
the same, for. the conception of the 
social welfare which should induce the 
one to speak out may equally in the 
peculiar professional relationship com- 
pel the other to silence. Every pro- 
fession has its own problems of conduct, 
in the interpretation within its own 
province of the common principles of 
ethical conduct. The medical man to 
whom is entrusted, under conditions 
which usually admit of no appeal save 
to his own conscience, the safeguarding 
of the health of his patient, with due 
consideration for the health of the 
whole community, has to depend upon 
a special code applicable to that situa- 
tion. So with the legal profession 
which, for example, has to provide 
professional service for all litigants, 
irrespective of the popularity or un- 
popularity of the cause. So with the 
architect, who has to determine his 
responsibility alike to the client, to the 


contractor, to the workmen, to the . 


“quantity surveyor,” and to the 
community. So with the university 
professor, who has to uphold the 
necessity of academic freedom against 
the pressure of prejudice and the 
domination of controlling interests 
which care less for truth than for their 
own success. So with the journalist, 
in his peculiarly difficult situation as 
the servant of a propagandist press. 
So with the engineer, the surveyor, the 
accountant, or the technician generally, 
who has to maintain standards of 
service and of efficiency against the 
bias of profit-making. So with the 
manager, the secretary, or the officer of 
a corporation—for here business as- 
sumes most nearly the aspect of a 
profession—who has to reconcile the 
trust imposed on him by his employers 
with the duty he owes to himself and to 
those whose service he in turn controls. 
Out of such situations develop the 
written and the unwritten codes of 
professional ethics. : 

We need not assume that these 
codes originate from altruistic motives, 
nor yet condemn them because they 
protect the interest of the profession 
itself as well as the various interests 
which it serves. To do so would be to 
misunderstand the nature of any code. 
An ethical code is something more than 
the prescription of the duty of an in- 
dividual towards others; in that very 
act it prescribes their duty towards 
him and makes his welfare too its aim, 
refuting the false disassociation of the 
individual and the social: But the 


-general ethical code prescribes simply 


the duties of the members of a com- 
munity towards one another. What 
gives the professional code its peculiar 
significance is that it prescribes also 
the duties of the members of a whole 
group towards those outside the group. 
It is just here that in the past ethical 
theory and practice alike have shown 


THE SOCIAL SIGNIFICANCE OF PROFESSIONAL ETHICS 9 


the greatest weakness. The group code 
has narrowed the sense of responsi- 
_ bility by refusing to admit the applica- 
tion of its principles beyond the group. 
Thereby it has weakened its own logic 
and its sanction, most notably in the 
ease of national groups, which have 
refused to apply or even to relate 
their internal codes to the international 
world. On the other hand the attempt 
of professional groups to codrdinate 
their responsibilities, relating at once 
the individual to the group and the 
group itself to the wider community, 
marks thus an important advance. 
The problem of professional ethics, 
viewed as the task of codérdinating 
responsibilities, of finding, as it were, 
a common centre for the various circles 
of interest, wider and narrower, is full 
of difficulty and far from being com- 
pletely solved. The magnitude and the 
social significance of this task appear 
if we analyze on the one hand the 
character of the professional interest, 
and on the other the relation of that 
interest to the general welfare. 


Tan CHARACTER OF THE PRo- 
FESSIONAL INTEREST 


The professional interest combines a, 
number of elements. It includes what 
we may term the extrinsic interest, 
that devoted to the economic and so- 
cial status, the reputation, authority, 
success and emoluments attaching to 
the profession as a body. It includes 
also the technical interest directed to 
the art and craft of the profession, to 
the maintenance and improvement of 
its standards of efficiency, to the quest 
for new and better methods and proc- 
esses and to the definition and pro- 
motion of the training considered 
requisite for the practice of the pro- 
fession. It may also include a third 
interest which can be classed as cul- 
tural. To illustrate, in the profession 
of teaching the technical interest in the 


system of imparting knowledge is one 
thing, and the cultural interest in the 
knowledge imparted quite another. 
Even more obvious is the case of the 
minister of religion, whose technique of 
ministration is as a rule very simple 
and whose main interest lies in the 
significance of the doctrine. ‘The dis- 
tinction is clear also in the spheres of 
the sciences and of the fine arts where 
the interest in truth or beauty may be 
discerned from the interest in the 
modes of investigation or of expression. 
In other professions it may be harder to 
identify the cultural as distinct from 
the technical interest, but if we in- 
terpret the term culture widely enough 
to include, for example, such objects as 
health and the beauty of workman- 
ship, it may be maintained that the 
cultural interest belongs to every pro- 
fession and Is in fact one of the criteria 
by which to determine whether or not a 
given occupation is to be classed as a 
profession. 

Now these three strands of interest 
are usually interwoven in the general 
professional interest, but sometimes 
they are separated and subject to the 
pull of opposite forces. Thus while 
the technical and economic interest 
usually go together and while, for ex- 
ample, the maintenance of standards 
usually works towards the economic 
advantage of the profession, these may 
be unfortunately disjoined. Better 
technique may at points be antago- 
nistic to professional gain. The law- 
yer may, to take one instance, lose a 
source of profits by the introduction 
of a simpler and more efficient sys- 
tem of conveyancing. The architect, 
working on a percentage basis, may 
find his pecuniary advantage at vari- 
ance with his professional duty to 
secure the best service for the least 
cost. Likewise, opposition may arise 
between the economic and the cultural 
interest. The teacher and the preacher 
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may suffer loss from a wholehearted 
devotion to the spirit of truth as they 
conceive it. The artist, the play- 
wright, the author, may have to choose 
between the ideals of their art and the 
more lucrative devices of popularity. 
Finally, the technical and the cultural 
interest may work apart. Routine 
methods and processes may dominate 
the professional mind to the obscura- 
tion of the ends which they should 
serve. A notable statement of this 
opposition is given in the valuable 
investigation into professional organi- 
zation in England which was published 
in two supplements of the New States- 
man (April 21 and 28, 1917). The 
investigation points to “the undis- 
guised contempt in which both solici- 
tors and barristers, notably those who 
have attained success in their profession 
and control its organization, hold, and 
have always held, not only all scholar- 
ship or academic learning of a profes- 
sional kind, but also any theoretic or 
philosophical or scientific treatment of 
law.” 

Here, therefore, in the structure of 
the general professional interest we 
find a rich mine of ethical problems, 


still for the most part unworked but. 


into which the growing ethical codes of 
‘the professions are commencing to 
delve. A still greater wealth of the 
material for ethical reflection is re- 
vealed when we turn next to analyze 
the relation of the professional interest 
as a whole to that of the community. 


RELATION OF PROFESSIONAL INTEREST 
TO GENERAL WELFARE 


Every organized profession avows 
itself to be an association existing 
primarily to fulfil a definite service 
within the community. Some codes 
distinguish elaborately between the 
various types of obligation incumbent 
on the members of the profession. The 
lawyer, for example, is declared to have 


specific duties to his client, to the 
public, to the court or to the law, to his 
professional brethren and to himself. 
It would occupy too much space to 
consider the interactions, harmonies, 
and potential conflicts of such various 
duties. Perhaps the least satisfactory 
reconciliation is that relating the in- 
terest of the client to the interest of the 
public, not merely in the consideration 
of the particular cases as they arise but 
still more in the adaptation of the serv- 
ice to the needs of the public as a 
whole as distinct from those of the 
individual clients. Thus the medical 
profession has incurred to many minds 
a serious liability, in spite of the devo- 
tion of its service to actual patients, by 
its failure for so long to apply the pre- 
ventive side of medicine, in particular 
to suggest ways and means for the 
prevention of the needless loss of life 
and health and happiness caused by 
the general medical ignorance and help- 
lessness of the poor. 

In addition it must suffice to show 
that the conception of communal serv- 
ice is liable to be obscured alike by 
the general and by the specific bias of 
the profession. It is to the general 
bias that we should attribute such 
attempts to maintain a vested interest 
as may be found in the undue restric- 
tion of entrants to the profession— 
undue when determined by such pro- 
fessionally irrelevant considerations as 
high fees and expensive licenses; in the 
resistance to specialization, whether of 
tasks or of men, the former correspond- 
ing to the resistance to “dilution” in 
the trade union field; in the insistence 
on a too narrow orthodoxy, which 
would debar from professional practice 
men trained in a different school; in’ 
the unnecessary multiplication of tasks, 
of which a flagrant example is the 
English severance of barrister and 
solicitor. Another aspect of the gen- 
eral bias is found in the shuffling of 
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responsibility under the cloak of the 
code. This is most marked in the 
public services, particularly the civil 
service and the army and navy—and 
incidentally it may be noted that the 
problem of professional ethics is aggra- 
vated when the profession as a whole 
is in the employ of the state. “An 
official,’’ says M. Faguet in one of his 
ruthless criticisms of officialdom (The 
Dread of Responsibility), “is a man 
whose first and almost only duty is to 
have no will of his own.” 


TuE DANGER OF A SPECIFIC GROUP 
Bras 


This last case brings us near to what 
we have called the specific bias of the 
profession. Each profession has a 
limited field, a special environment, a 
group psychology. Each profession 
tends to leave its distinctive stamp 
upon a man, so that it is easier in 
general to distinguish, say the doctor 
and the priest, the teacher and the 
judge, the writer and the man of science 
than it is to discern, outside their work, 
the electrician from the railwayman or 
the plumber from the machinist. The 
group environment creates a group 
bias. The man of law develops his 
respect for property at the risk of 
his respect for personal rights. ‘The 
teacher is apt to make his teaching 
an over-narrow discipline. The priest 
is apt to underestimate the costs of the 
maintenance of sanctity. The diplo- 
mat may overvalue good form and 
neglect the penalty of exclusiveness. 
The civil servant may make a fetish of 
the principle of seniority, and the sol- 


dier may interpret morality as mere 
esprit de corps. 

All this, however, is merely to say 
that group ethics will not by them- 
selves suffice for the guidance of the 
group, unless they are always related 
to the ethical standards of the whole 
community. This fact has a bearing 
on the question of the limits of pro- 
fessional self-government, though we 
cannot discuss that here. Profes- 
sional group ethics are, as a matter of 
fact, never isolated, and thus they are 
saved from the narrowness and egotism 
characteristic of racial group ethics. 
Their dangers are far more easily 
controlled, and their services to society, 
the motive underlying all codes, 
vastly outweigh what risks they bring. 
They provide a support for ethical 
conduct less diffused than that inspired 
by nationality, less exclusive than that 
derived from the sense of class, and 
less instinctive than that begotten of 
the family. ‘They witness as they grow 
to the differentiation of community. 
Their growth is part of the movement 
by which the fulfilment of function is 
substituted as a social force for the 
tradition of birth or race, by which the 
activity of service supersedes the pas- 
sivity of station. For all their present 
imperfections these codes breathe the 
inspiration of service instead of the 
inspiration of mere myth or memory. 
As traditional and authoritative ethics 
weaken in the social process, the ethics 
formulated in the light of function 


‘bring to the general standard of the 


community a continuous and creative 
reinforcement. 
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The Interrelations of the Professions 


By CaarLes Harris WHITAKER 
Editor, the Journal of the American Institute of Architects 


O begin any discussion of the 

professional relation there must 
first be an agreement as to the meaning 
of professional. What is a profession? 
Who knows? That itis no longer what 
it was, we feel quite sure. Whatever 
group of vocations we admitted to the 
-professional classification——if we should 
elect to proceed in that manner—our 
verdict would be that one and all of 
them had been tamted by that un- 
pleasant infection commonly called 
“commercialism.” But this verdict 
instantly discovers to us two things. 
First, that commercialism stands gener- 
ally as the antithesis of professionalism; 
and, second—if we have the‘courage to 
look things squarely in the face—that 
the epithet of commercialism, so con- 
temptuously hurled, is no more than a 
quiet parry by which we prefer to con- 
demn in another those things which we 
recognize, resent, and yet are unwilling 
to admit in ourselves. The pyschol- 
ogists understand this mental process 
very well. Governments and despots 
know how to capitalize it for ends of 
their own, and an ancient symbol 
likens the phenomenon to an obscuring 
beam in the organs of physical vision. 


*“ COMMERCIALISM ” 


Now commercialism has to do with 
facts pecuniary. It moves and has its 
being wholly in. the realm of measure- 
ments expressed in terms of money or 
a credit equivalent. When commercial- 
ism wishes to use that store of knowl- 
edge or skill which has been built up 
by research and which is commonly 
held in the keeping of the professions, 
it has to make terms of a pecuniary 
nature. These terms are either a pay- 
ment in cash, or in the form of favors 


bestowed or obstacles removed. No 
man can today practise a profession 
without making terms with business 
or commerce, or without subjecting 
himself to the risk of financial ruin, 
should his conscience lead him to pro- 
claim a faith or a believed truth not 
relished by the group which believe, 
and no doubt with deep sincerity among 
some, that the laws of business are 
immutable and that the world must be 
governed by them; and that, as a con- 
sequence, all knowledge and skill, 
inherited or acquired, must function 
under the control and only in such 
measure and direction as will fulfill 
the law of loan and interest, or of in- 
vestment and dividend. 

From this present aspect of affairs— 
and not by any means does the writer 
assert that there are no exceptions— 
even such an institution as the estab- 
lished church is not exempt, as we may 
agree, at least in so far as its ministers 
have themselves arraigned it. Doctors 
beseeching a legislature to make the 
splitting of fees a misdemeanor, offer 
an example of commercial infection 
well recognized. The history of the 
Inter-Church Movement is a striking 
example of most of the rather loosely 
generalized preceding statements. But 
they are meant to be such, for there is 
here no thought of attempting to sup- 
port them with recorded evidence of an 
unassailable kind. ‘The answer can be 
found or the challenge can be accepted 
and dealt with by any reader who can 
fairly apply a simple test to himself, 


Tue Iwrer-ProressionaL CONFER- 
ENCE 


Something more than two years ago, 
a group of men and women met In one 
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of our large cities as a result of preced- 
ing activities by one of the recognized 
professions. The meeting had no ob- 
ject in view except to draw together 
a number of people who were thought 
to have certain sympathies and a more 
or less well-related attitude of mind 
on the subjects of professions and pro- 
fessionalism. There were architects, 
chemists, dentists, doctors, engineers, 
journalists, lawyers, nurses, preachers, 
teachers, both men and women, and, 
when the meeting was called to order, 
it is not an exaggeration to say that no 
one present had any idea of what the 
meeting would accomplish, or what 
form the discussion would take. It 
was to be, as its name implied, an Inter- 
Professional Conference, for discussion 
and counsel, for an exchange of opinion 
and thought, and for a possible revalua- 
tionof the professional idea-or a restate- 
ment of the professional obligation. 
That the War had stimulated all of 
those present to keener searching and 
questioning is not to be denied, 
although the idea that the professional 
responsibilities have a common denomi- 
nator is not by any means a new one. 

The discussion opened by an infor- 
malstatement from thepresiding officer, 
which wasfollowed by numerous expres- 
sions of opmion, and gradually it be- 
came evident that a profoundly similar 
thought was moving the majority of 
the minds present, a thought which 
bore a striking resemblance to a certain 
quest for freedom—that everlasting 
quest of small groups in all ages. It 
needed, apparently, no more than a 
sympathetic contact of mind with 
mind for crystallization to occur, and 
thus the committee, into the hands of 
which was given the task of translating 
the crystallized idea into language, 
found its task no more than the seeking 
of those words which would precisely, 
yet not too rigidly, define an expressed 
conviction. 


The report of the committee was as 
follows: 


The object of the Inter-Professional Con- 
ference is to discover how to liberate the 
professions from the domination of selfish 
interest, both within and without the 
professions, to devise ways and means of 
better utilizing the professional heritage 
of knowledge and skill for the benefit of 
society and to create relations between the 
professions looking toward that end. 


So far as the writer remembers, the 
only discussion of any importance cen- 
tered around the word “interest.” 
Should it be used in the singular or the 
plural? Was it intended to indict self- 
ish interest as an individual problem 
or as a group or collective evil? The 
answer is, of course, that the word 
remained in its singular form, which is 
the best evidence to be offered in sup- 
port of the belief that the conferees 
saw themselves not as beings set apart, — 
but as component parts of a machine 
from which none can be set free until 
all are set free. 


The DOMINATION OF SELFISH 
INTEREST 


In other words, with perhaps one 
or two exceptions, the vocationalists 
gathered together at Detroit gave ut- 
terance to their earnest convictions, 


‘ and admitted each to the other, that 


they could not truly practise their call- 
ings because of the domination, to a 
greater or lesser degree, of a thing 
which they called “selfish interest.” 
And having so declared themselves, 
they did not fly to remedies and pana- 
ceas. Without words and without 
any ado, they felt instinctively that any 
struggle toward liberation would, by 
its very nature, be a challenge to the 
conventional order and to the whole 
established habit of thought. Very 
wisely, and very humbly, they resolved 
to seek to discover how to do what they 
felt must be done. Should they organ- 
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ize for the search? In the face of a 
.tacit admission that all institutions 
and organizations had so far been im- 
potent to check the swelling tide of 
selfish imterest, it seemed strangely 
inconsistent to call yet another organ- 
ization mto existence. 

One speaker made an impassioned 
plea against any save the merest com- 
mingling of men and women with a com- 
mon purpose. “Let it be a personal 
crusade,” said he. ‘“‘Let us go away 
and come together in a year. Then we 
may report our adventures and tell our 
experiences, and in so doing, perhaps, 
we may find ourselves a step further 
on the way. Let us beware of organ- 
izations in a world where all organiza- 
tions are no more than autocracies more 
or less thinly veiled, in a world where 
every idea that suffers institutionaliza- 
tion perishes in a miserable allegiance 
to the institution rather than to the 
idea; where almost every continuing 
group of beings becomes no more than 
a center of activity for selfish interest. 
Our problem is a personal one, and can 
never be solved by any organization.” 

Now the Inter-Professional Confer- 
ence has passed intohistory. Its organ- 
ization survived barely a few months, 
probably for the reason that the prob- 
lem is not only personal, but spiritual, 
and the spirit of man has not yet suc- 
cessfully been organized. Yet the 
question raised is one of almost terrible 
moment. How can society become 
the beneficiary and not the mere gath- 
erer of crumbs from the tables of pro- 
fessionalism? No better summary of 
the situation can be made than in the 
words of the speaker who said: 


Our knowledge and our skill are inherit- 
ances. They have been bought and paid 
for by the laborious struggles of men and 
women down through the ages, through 
sweat and agony, through suffering, poverty 
and deprivation. They are ours by inherit- 
ance only, and we are the trustees of that 


~ 
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knowledge and skill. They belong to 
society. It is not a question of whether we 
should give back part of them as a charity. 
Our first obligation is to the society from 
which all derive them. Men have never 
sought to carry the treasures of knowledge _ 
to the grave. They have ever sought to 
give them to the world, and we, through our 
application and study, seek to acquire what 
they have given to mankind. But it was 
to all men that the knowledge was given. 
No chosen few that use it have the right 


‘to sell it for private gain to others who 


use it for private gain, unless in so doing 
they confer a true benefit upon society as 
a whole. 


THe RESPONSIBILITY OF PROFESSION- 
ALISM 


That is the challenge being thrown 
down by our industrial machine, by 
our unworkable cities with their cen- 
tralized populations, by our acres of 
slums, by our declining agriculture, 
and by the red gauntlet that is still 
dripping with the blood of our brothers. 


` We have sufficient knowledge and skill 


to change our environment at will, to 
restore the balance of industry and 
agriculture, to abolish the frightful 
waste of resources, including life, which 
now marks our helter-skelter method 
of production and distribution as we 
pursue them under the lash of selfish 


‘interest. Yet we are incapable of so 


applying that knowledge except in the 
scantiest degree. The engineer and 
the architect, for example, in serving 
the individual selfish interest of their 
clients, can give only such regard to the 
interest of the community as the pe- 
cuniary factors involving their client 
will permit. There is no one to repre- 
sent and defend the public interest 
except to a meager degree under police 
regulation, a safeguard quite as hon- 
ored in the breach as in the observ- | 
ance. ‘That function of government, 
the protection of the social welfare, 
if it has at any time existed since the 
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supersession of Canonical Law by 
Roman Law, long ago disappeared. 
The forces of selfish interest are every- 
where too strong, and yet—the keepers 
of knowledge and skill hold the key to 
the main gate. That is their mescap- 
able responsibility. It is their com- 
mon problem, and yet their personal 
problem. Whether we contemplate 
the desolate moral waste inflicted 
_upon society under the guise of law and 
its practice, or the mass of sham and 
tawdry productions devised with the 
help of chemists and engineers, or the 
monstrous urban agglomerations that 
the scramble for land values has pro- 
duced with the help of architects and 


the building vocationalists, we surely 
cannot but agree that, as trustees of 
their inheritance, as guardians of the 
common social possession, the profes- 
sions have failed lamentably. 

But if history means anything, it 
means that no civilization has a chance 
to survive except as the forces of knowl- 
edge and skill can remain socially 
victorious over selfish interest; except 
as all vocations rest upon the basis of 
that freedom which not only enables, 
but inspires men to put the honor of 
their calling above the reach of client, 
corporation, or government—which 


- means, does it not, above the -reach of 


their own weaknesses. 


The Ethics of the Legal Profession 


By Henry W. Jessup, J. D. 


Counsellor-at-Law, New York City, Chairman, Committee of Professional Ethics of the New York 
State Bar Association; formerly Chairman of Committee on Grievances and Ethics, 
- American Bar Association * 


ANY words in common use are 
hard to define. Even lexi- 
cographers fail in their task. Witness 
the early dictionary which defined, 
“CAT: a small domestic animal.” 

The word profession has, for many 
Anglo-Saxon generations, called up to 
_mind medicine, theology, law. ‘These 
have been called “the learned pro- 
` fessions.”” Each of them, in respect 
of its members, imports training, the 
possession of certain qualifications 
(variously prescribed) and an ordina- 
tion vow, a Hippocratic oath or an 
oath of office. © 

The state, of which a lawyer ez 
virtute jurandi becomes an officer, at 
least of its judicial branch, professes 
to the public that he possesses certain 
qualifications of learning which are 
capable of being ascertained by official 
bar examiners; and, in favored locali- 
ties, he is also solemnly certified (as 
are also bartenders and chiropodists) 
as possessed of good character. The 
attorney himself professes to such of 
the community as may employ him (or 
call upon him for gratuitous service), 
that he has capacity to assert and de- 
fend their legal rights in the courts of 
justice, or to counsel them correctly 
as to their rights and liabilities in their 
business relations, 

Law is a double profession. It has 
an objective. and a subjective phase. 
In its subjective aspect it possesses a 
life of the spirit, a high and lofty ethic; 

*Mr. Jessup was also formerly Professor of 
Law in New York University, and has been, 
since its organization, a member of the Commit- 
tee on Legal Ethics of the New York County 
Lawyers’ Association. The Editor, 
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higher than the gentleman’s “no- © 
blesse oblige.” It is equivalent to the 
ordination vow of a priest in the temple — 
of Justice. It involves subjection to 
self-denying ordinances and domina- 
tion by a spirit of unselfish service. 

How far below such a plane’ are 
those who would make it, as well as 
call it, a business, a means of money- 
making or of political preferment alone? 

In another connection the writer 
has outlined the threefold obligations 
of the lawyer! in dealing with the 
question of the status of this profession 
in our social economy, and shown that 
he has a triunity of duty: to his client, 
to the court and to the community. 


THEORY OF THE UNIVERSAL RIGHT TO 
Practise Law 


It is assumed even in the most 
recent analysis of the subject ? that in 
a democracy everyone has a right to 
enter any profession, and that it is 
undemocratic to erect such barriers at 


1 See Address in Hubbard Course on Legal 
Ethics, Albany Law School, 1905. 

2? See Bulletin Number Fifteen, Carnegie Foun- 
dation for the Advancement of Teaching, en- 
titled, Training for the Public Profession of the 
Law, 1921, by Alfred Z. Reed, pp. 469. This 
bulletin is prepared by a layman. It shows 
painstaking labor. Its facts are ably marshaled. 
But it illustrates the inadequacies of the grasp 
of a professional problem by a non-professional 
mind. It has been well said by Mr. Ringrose: 
“The errors of men who are not familiar with the 
practical working of legal institutions will be 
errors of detail.” The corollary is that “pro- 
fessional opinions often neglect first principles” 
since “the practice of an art is apt to obliterate 
from the mind the science on which its philosophy 
isfounded.” The Inns of Court (1910), Hyacinth 
Ringrose. ` 
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the gate as may prevent or deter the 
average man from entering activities 
which are so closely related to the 
political interests and life of our respec- 
tive communities. To avoid this im- 
plication the author, Mr. A. Z. Reed, 
concludes that a unitary, that is, an 
undifferentiated, bar “not only cannot 
be made to work satisfactorily but 
cannot even be made to exist.” He 
also concludes that adequate profes- 
sional tests cannot be provided, to 
which all training schools shall con- 
form, and agrees that there must be 
“types” of lawyers produced by 
“types” of legal education. We sup- 
pose that students would again become 
as in the Roman days “studioni juris 
vel jurisprudentiae (N.B.vel = or). They 
would either become mere practi- 
tioners, or rise to the foot hills of 
advocates or to the mountain tops of 
jurisconsultus or jurisperius. 

I do not believe it. There will always 
be grades of lawyers, but the English 
differentiation between barristers and 
_ solicitors is not one to be made here by 
statute, but by natural selection—and 
- the profession, once awakened, will 
see to it that the right to enter it shall 
be so standardized as effectually to 
exclude from its privileges the “‘com- 
pletely incompetent individuals” who, 
under our present haphazard and 
uncodrdinated systems of bar exami- 
nations, can enter its priesthood in a 
state maintaining low standards and 
migrate, later, under our ridiculous 
” rules of democratic comity, into the 
bar of a state having high standards. 

At any rate, we have this theory of 
the universal right to practise law. 
It has even entered into the decisions 
of the highest tribunal of our country. 
The Supreme Court of the United 
States has observed, “It is undoubtedly 
the right of every citizen of the United 
States to follow any lawful calling, 
business or profession he may choose.” 


3 


` 


But the Court most wisely continues, 
“subject only to such restrictions as 
are imposed upon all persons of like age, 
sex and condition’? Fortunately, in 
many of our states certain intellec- 
tual standards and, in some, qualifica- 
tions of character are erected and 
exacted to which the applicant for 
admission to this particular profession 
must conform. It is, after all, the 
personal equation that counts and it is 
the exceptional man who enters a 
learned profession. Theoretically, he 
should have a vocation to the law as he 
is expected to have to the ministry. 
As St. Paul said, “Woe is me if I 
preach not the Gospel,” and the ideal 
lawyer should be under the similar 
constraint of an all-else-excluding vo- 
cation. Otherwise he will soon find 
his level. Mr. Wigmore had this in 
mind when he styled the profession a 
“priesthood of Justice.” 4 

The exhaustive research into the 
history of the profession, into the na- 
ture and extent of its organization and 
the association of its members into 
bodies, more or less self-governing and 
intended to impact upon the commu- 
nity by collective action, embodied in 
Bulletin Number Fifteen above re- 
ferred to, makes one regret that the 
superficial character of its conclusions, 
though based upon more or less ade- 
quate premises, warrants the stricture 
upon it in Dean Stone’s elaborate 
analysis of that Bulletin. This is, 
broadly, to the effect that it seems to 
recognize that, while a first-class law 
school is requisite for the production 
of a first-class lawyer, a second-class 
law school has a raison etre in order 
to meet the democratic need for second- 
class lawyers. ‘This reminds us of the 
farmer who cut in his barn door a large 
hole for the large cat and a small hole 

3129 U.S. 114. 


4 Introduction to Ethics of the Legal pees 
by Orrin H. Carter, 1915. 


18 Tue ANNALS oF THE AMERICAN ACADEMY 


for the kitten. If the only object is to 
give access to the barn, it would be 
more economical and make a better- 
looking door, if no cutting of holes was 
done at all, and the door was left open 
for cat and kitten alike. Either may, if 
occasion arise, be chased out by the 
owner of the barn.® 


Tue NATURE OF THE PROFESSION 


The word “profession” has been 
defined substantially, again by the 
Supreme Court of the United States 
(and I venture to paraphrase its lan- 
guage), as a vocation involving rela- 
tions to the affairs of others of such 
nature as to require for its proper 
conduct an equipment of learning or 
skill, or both, and to warrant the 
community in- making restrictions in 
respect to its exercise. And when 
such restrictions are embodied in 
statutes, of the state, or in rules of 
court, and the appropriate authority 
certifies A to be a member of the bar of 
that particular state, it holds him out, as 
already hinted above, to the community 
as possessing the qualifications contem- 
plated by the statute or by the rules.’ 
On the other hand, any lawyer possess- 
ing a certificate to practise in the su- 
preme court of his state, in a particular 
federal court, or in the Supreme Court 
of the United States, holds himself out 
as possessing qualifications of efficient 
service to those members of the com- 
munity whom he is there to serve. 

The fundamental, underlying ele- 
ment, therefore, of professional life is 
this idea of an efficient, skilled service. 
The assumption in Bulletin Number 
Fifteen that under our democratic 
institutions the right to enter any 


5 But see Mr. Reed’s rejoinder, just published, 
American Bar Association Journal, February, 
1922, p. 114. l 

6 Paraphrased from United States v. Laws, 163 
U. S. 258. 

7 In re Bergeron 220, Mass. 472, 


profession is an inalienable right, must 
be taken with a grain of the salt of 
commonsense. Our records are full of 
descriptions of the respect or lack of 
respect in which lawyers have been 
held in the beginnings of all democratic 
communities. The experience has been 
that the trial has been made over and 
over again of getting along without 
lawyers. They have even been pro- 
hibited by law. Our colonies were at 
the outset peculiarly the victims of 
this misconception and false theory. 
But it soon became obvious that not 
only must lawyers be recognized as 
important factors in the community, 
but that bad lawyers must be repressed 
and suppressed and, therefore, that 
standards must be erected to which all 
lawyers must conform. 

At first an oath was deemed all- 
sufficient. It is a sad commentary 
upon the profession itself that it took a 
century before the American bar as a 
whole came to the consciousness of the 
fact that it must in addition to such 
oath, erect standards or canons of 
ethics; that it must publish those 
standards to the community at large, 
so that men could know, not only what 
they could expect of lawyers, but what 
lawyers were expecting of one another 
and what the courts could require of 
them. And it has taken nearly a 
generation since this formulation of 
canons was first mooted for the courts 
themselves to depart from the narrow 
precedents of former decisions, which _ 
tended to restrict their power over 
lawyers to penal lines (that is to say, 
lawyers were to be disbarred only if 
they had broken the statute of the 
state forbidding the doing of some 
particular thing). But now, judicial 
decisions, east and west, are beginning 
to embody recognition by the judges of 
the fact that when a member of the bar 
indulges in indecent solicitation of 
business, or undignified advertisement 
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of his wares, or in other breaches of our 
canons, the courts will assume that 
such a lawyer may be censured, sus- 
pended or disbarred for violation of 
the canons in force in the profession. 
We have, thank God, reached the 
stage when a lawyer must respect 
“the essential dignity of the profession” 
as well as the Mosaic Decalogue and 
the penal law of his state. . 

Nevertheless, the idea persists, and 
it is endorsed by men of high repute 
and standing (and this is very hard to 
understand), that because of our demo- 
cratic institutions, and because of this 
“inalienable right” to practise law (if 
one can secure the necessary state 
certificate), and because the law is a 
social-service profession, then, since 
efficiency is the keynote of today, the 
law and its practice must be conducted 
on the basis of efficiency; that it is, 
after all, a business, and a money- 
making business, and that it would be 
idle for the lawyer to compete with 
other lawyers without the same pru- 
dent and diligent use of business 
methods, of “hustling,” of advertising, 
price fixing, etc., which the ordinarily 
reasonable and active business man 
uses in the transaction of his business 
affairs. 

Mr. Julius Henry Cohen, rendered a 
great service to the profession by his 
book, Is Law a Business or a Pro- 
fession? (1916, Banks Law Publish- 
ing Company), in which he has traced 
the preparedness for ethical standards 
and has discussed and tabulated data 
as to admissions and disbarments up 
to 1915 in the State of New York. (q.v.) 


COMPENSATION FOR EXERCISE OF 
SKILL NOT TO BE REGULATED 


Passing one step farther, it is obvious 
that members of a profession devoted 
to service and, under our institutions, 
entitled to compensation for such serv- 
ice, ought not, if we consider the 


liberty of the individual alone, to be 
regulated in respect to compensation 
for such service. It has been said by 
them of old time: “Thou shalt not 
muzzle the ox that treadeth out the 
straw,” and, “The laborer is worthy of 
his hire.” Yet this matter is a matter 
of common concern. Doctors have 
their scale of charges for office- or 
house-visits but surgeons, outside of 
occasional agitation of the subject, 
reserve the right to fix their own fees 
for special operations requiring a 
maximum of preparation, education, 
practice and skill. And so in the law, 
while as many lawyers render gratui- 
tous service to poor clients as do 
physicians to needy patients, neverthe- 
less, in small communities where 
everyone knows everyone else, it is not 
infrequent to find the establishment of 
a so-called “fee bill” or agreed regula- 
tion of minimum charges, so that no 
lawyer can undercut his competitors. 
The theory of this, however, remains 
that in proper cases and under special 
circumstances the individual lawyer is 
not to be limited to the minimum fixed 
by such tariff table. 

These two elements, the profession 
of a given degree of skill and the right 
to charge for the exercise of that skill, 
underlie the obligation to the client 
and give rise to cause of action against 
the lawyer for malpractice; that is to 
say, upon demonstration of the fact 
that by reason of his not possessing 
the proper skill he has failed to perform 
his contract of efficient service to his 
client, whereby his client has been 
damaged, the lawyer may be held 
responsible for damages, as may the 
doctor for improper medical care or 
surgical treatment. 


ORGANIZATIONS AMONG LAWYERS 


Before discussing the nature and 
extent of the standards which the 
collective bar may promulgate as the - 
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norms of conduct to which all its 
members must conform under penalty 
of exclusion from the privileges and 
dignities of professional life, just a 
word as to organizations of lawyers. 
It is impossible here to set forth the 
number and type of organizations and 
their jurisdiction of the standards for 
admission to membership, financial 
support, ete., throughout the forty- 
eight states of the Union.2 Great de- 
tail in this respect is contained in 
Bulletin Number Fifteen, prepared 
with meticulous care over a period of 
eight years.* For the purpose of this 
survey it is sufficient to say that the 
American Bar Association, with a 
membership of 14,111 in August, 1921, 
represents in one sense the aristocracy 
of the American bar. It is, however, 
an aristocracy to which any lawyer of 
good standing may be admitted, re- 
gardless of his estate, because the dues 
are nominal, $6 a year. Its meetings 
are held once a year; most of its work 
is done by conferences of its sections 
or by committees devoting an enormous 
amount of ad interim time to the 
examination of problems that are re- 
ferred to them, and, in spite of all 
the criticisms made upon this body 
as not being really representative of all 
the associations, it impacts upon 
the community in many decisive 
ways. . 

In three respects alone it has justified 
its existence: 

First, in the activity of its Committee 
on Uniform State Laws.!° 


8 See article by Mr. Harley, page 33. 

*See Bulletin Number Fifteen, Carnegie 
Foundation for the Advancement of Teaching, 
entitled Training for the Publice Professor of the 
Law, 1921. Pp. 57-111. See also the Sixteenth 
Annual Report of the Carnegie Foundation. 

10 See Report of that committee in Year Book 
of the Association for the last ten years, tabulat- 
ing the-number of uniform laws that have been 


adopted in the different states as a result of its ° 


. 


agitation. 


Second, in the very fact that it has 
promulgated canons of ethics which 


-have been adopted by the bar associa- 


tions of nearly all of our states.' The 
adoption of these canons by state and 
even by county bar associations, the 
printing of such canons and the ex- 
hibition of them in court houses and 
other public places for the information 
of the other members of the community; 
the recognition of such standards ‘by 
the courts in disbarment proceedings, 


-or in actions against lawyers for im- 


proper or negligent conduct, have 
spread the interest in ethical standards 
over the entire country, and, in partic- 
ular, have resulted in the adoption of 
such canons by other organizations of 
professional men. 

The third respect in which this 
Association has justified its existence 
has been in its convening at the time of 
its own meetings representatives of all 
the bar associations willing to send 
such delegates from-the different states, 
thus forming a nexus between, or 
shall we say a clearing house for, the 
local and the national associations. 
Such combining of associations in the 
discussion and settlement of great 
questions has led, notably, for in- 
stance, to such gatherings as the Con- 
ference of Bar Association Delegates 
recently held in Washington, February 
23-24, 1922, on the subject of “Legal 
Education,” attended by nearly four 
hundred delegates, representing over 
one hundred bar associations, and 
presided over at its different ses- 
sions by the Chief Justice of the 
United States, and by Mr. Elihu Root 
(whose titles of eminence as a law- 
yer are numerically too many to be 
tabulated), the conclusions of which 
Conference have now become a matter 


u See Report of American Bar Association, 
Committee on Ethics, 1920, referring to question- 
naire to judges of all the courts, state and federal, 
issued by that committee. 
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of public knowledge, interest and 
record, 1? i 


MODIFICATIONS IN ADOPTION OF 
- Canons or Evraics 


Nevertheless, here and there in the 
different associations the canons of the 
American Bar Association have seemed 
to be “counsels of perfection.” In 
one respect or in another local associa- 
tions have modified some particular 
canon. Some of them are reluctant 
to visit with the weight of displeasure, 
even to the extent of mere censure, one 
who “solicits business,” or one who 
“advertises” in certain modified fash- 
ions. Others are hostile to the “con- 
tingent fee,” however regulated. Thus 
the American bar as a whole lacks 
uniformity: (a) in respect to its stand- 
ards as aforesaid; (b) in respect to their 
enforcement in disciplinary proceed- 
ings. In this second respect a_con- 
tributing cause is the almost inex- 
cusable mental attitude of many 
judges charged with the duty of dis- 
barring. Witness, for example, the 
answer of a Kansas judge to the ques- 
tionnaire issued by the Committee 
on Ethics of the American Bar Associa- 
tion to the different judges of the 
country, when asked as to disbarment 
proceedings in his court. He stated 
that there had been one case where a 
lawyer had embezzled the funds of his 


client and that the court had susperided 


proceedings “on condition that he 
should leave the state!” And then he 
added, “ But I have since been informed 
that he has removed to Wichita, and is 
practising there.’ Others, as above 
indicated, insist upon proof of violation 
of some penal statute before they will 
disbar a man; still others consider that 

2 Readers interested in this, can write to Mr. 
Shippen Lewis, of the Philadelphia Bar, who 
was secretary of this conference. 

133 See also Journal American Judicature Society, 
June, 1920, on “Sanitation of the Bar in Pennsyl- 
vania.” 


mere restitution at the pistol point. of 
disbarment proceedings to the com- 
plaining client should rehabilitate the 
man in the confidence of the profession, 
the bench, the client and the com- 
munity. 

We must add to this situation the 
attitude of the local associations, by 
which I mean the county bar associa- 
tions, which, in an experience extend- 
ing over anumber of years in connection 
with the Committee on Grievances and 
the Committee on Legal Ethics of the 
American Bar Association, and like 
committees of the New York State 
Bar Association, I have found pecul- 
iarly unwilling to bring fellow members 
to the bar of justice. They will resort 
to great and laborious efforts at ne- 
gotiation and settlement of the particu- 
lar controversy that brings that man 
before them for discipline, and I might 
generalize by saying that in 90 per cent 
of the cases a liberal coat of whitewash 
is administered to the attorney com- 
plained of upon his agreeing “not to do 
it again.” The confidence in the 
profession due to popular knowledge 
that it has canons of ethics is more than 
destroyed by the discovery that the 
canons are but brutum fulmen. 

A notable exception’ to this situation 
must be recorded in the case of certain 
associations that have organized them- 
selves for the purpose of keeping the 
local bar clean, and have appropriated 
liberal amounts to pay salaried 
attorneys who devote themselves es- 
pecially to the task of receiving, sifting 
and, if necessary, presenting complaints 
to the appropriate court and securing 
the determination of that court. That 
has been peculiarly true in the case of 
the Association of the Bar of the City 
of New York, of the New York County 
Lawyers’ Association, of the Kings 
County Bar Association in Brooklyn 
and of the Chicago Bar Association. 
Every reader can supplement this list, 
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or find exceptions to it from his knowl- 
edge of his own community. 


THe BAR AND THE ELECTION OF 
JUDGES 


To what extent does the local bar 
become active and exert a real and 
effective influence in the nomination 
and election of judges? 

How perfectly true, in this connec- 
tion, are the words of Emory Washburn 
in his famous lectures on “The Study 
` and Practice of the Law,” delivered at 
Harvard, that “the lawyer is not only 
a member of a profession but a member 
of the community.” Yet the answers 
to the, questionnaire (of the American 
Bar Association) revealed the fact that 
in most districts it is not considered 
“the thing” for the bar, as a collective 
body, “to butt into” politics, and it 
seems to be assumed that the furthest 
extent it is “dignified and proper” to 
go is to have committees appointed to 
examine into the qualifications of the 
nominees of the. respective political 
parties, after they have been selected, 
and to report on their fitness for the 
bench. This is usually to act too late. 
It certainly would seem that the in- 
fluence should be exerted farther back; 
that the bar is best fitted to judge as to 
what one of its members, or more, is 
qualified by education and tempera- 
ment for the judicial office and, if need 
be, to force such nominations upon the 
local political organizations. 

The fact remains that the reports 
made by committees on judicial nomi- 
nations, even when given the publicity 
that they.are by the press, in such a 
center, say, as New York City, fail to 
impact upon the consciousness of the 
large majority of voters, who do not 
read the papers in which these reports 
are given publicity and who would not 
pay much attention to them if they 
did. Allowing for differences of polit- 
ical conviction, opinion and affiliation, 


is it conceivable that the influence. of 
two bar associations, having an aggre- 
gate membership of six or seven 
thousand out of the ten or twelve 
thousand lawyers in a particular polit- 
ical unit (if exerted directly upon 
organizations, that is, upon the persons 
who, after all, in spite of direct primary 
laws and various ballot reforms, con- 
trol nominations in the various parties 
capable of electing a candidate), would 
be without its effect, and could fail to 
insure high standards in the qualifica- 
tions of those nominated and elected to 
judicial office? 

When one rereads that great argu- 
ment of Rufus Choate, made before 
the Massachusetts Constitutional Con- 
vention, in which he argues for the 
appointment of judges as distinct from 
their election by popular vote, one has 
to marvel indeed at the high standards 
of dignity, impartiality and efficiency 
nevertheless manifested by the elective 
judiciary of our great municipal cen- 
ters. In spite of petty grievances, 
disappointed litigants and charges of 
political sub-cellar influence, the cases 
of complaints against judges before 
bar associations or in impeachment pro- 
ceedings are gratifyingly few, both in 
states where the judiciary is appointed 
and in those where it is a political 
office to be grasped at. 


CLEANING THE AUGEAN STABLES 


It is impossible to give a statistical 
survey of the number of trials and 
convictions for violation of ethical 
standards covering the various states 
of the Union. A tabulation of them 
would cover many pages and, in the 
character of the penalties imposed to 
distinguish illegal from immoral or 
unethical acts, would require a volume 
in itself. Anyone interested in any 
particular state has only to ask some 
legal friend to communicate with the 
grievance committee of that state’s 
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bar association to secure such data. 
The fact is probably the same in all the 
states, that conviction of a penal 
offense operates to disbar a lawyer; 
that, nevertheless, it is usually neces- 
sary to inform the appropriate tribunal 
of the fact of his conviction and have 
his name stricken from the roll. The 
question has arisen from time to time 
whether a pardon for’ the offense 
automatically reinstates the attorney. 
In my opinion it does not, but applica- 
tion must be made for such reinstate- 
ment. If the offender so pardoned 
should practise without such formal 
reinstatement he is liable to further 
discipline and prosecution. The vio- 
lation of penal laws without actual 
conviction is sufficient proof of obli- 
quity of moral character to warrant 
any court in disbarring. 

It is when we come to the finer shades 
of lack of ethical perception that 
grievance committees find difficulty. 
sometimes in persuading the courts to 
act with sufficient firmness. In the 
appendix to this volume appear canons 
of ethics, not only of the American Bar 
Association but of the Commercial 
Law League of America. The path of 
the collection lawyer towards ethical 
purity hasbeen an arduous climb. The 
trouble has been to differentiate be- 
tween collection agencies and their 
attorneys. It has aroused vehement 
discussion of the propriety of the 
division of any professional fee with a 
layman, which has been criticized as 
affording a cloak whereby a lawyer, by 
incorporating a collection agency, can 
resort to means of solicitation of busi- 
ness in which the corporation, having 
no soul, is free to indulge, and from 
which he reaps the harvest or agrees to 
divide his fees in order to secure the 
employment. 

A notable contribution to the wel- 
fare of the profession generally, and to 


this branch of it in particular, was 


made when the New York County 
Lawyers’ Association, In a conference 
which lasted months, at which these 
practices were discussed with represen- 
tatives of the “commercial lawyers,” 
finally, in its notable answer to Ques- 
tion No. 47, laid down certain rules 
or principles governing the conduct 
of such attorneys. 

Ignorance of ethical standards on 
the part of a very large number of 
members of the bar, whose business is 
small and of whose income collections 
afford the fundamental, was shown in 
the reports of one of the conferences of 
this Commercial Law League held at 
Atlantic City. One member, it seems, 
said he had heard so much about 
“ethics” at that meetingthat he decided | 
he would try to find out what it meant, 
so he asked his waiter ‘at the Chalfonte, 
“Sam, do you know what this word 
‘ethics’ means?” “I reckon I do,” 
replied Sam. “What is it?” asked the 
inquiring: member, and Sam said, 
“Just about the same as that word 
‘etiquette? which tells you there iş 
certain things you mustn’t do, tf any- 
body is looking.” 

This incident pitifully illustrates 


‘the absolute necessity of having bench 


and bar alike ingrained with the con- 
viction that these standards of ethical 


` conduct are norms to which all lawyers 
‘must conform, whether the lawyer is a 


general practitioner, a’ collection law- 
yer, a patent-lawyer, a’ negligence 
lawyer or a corporation lawyer. Spe- 
clalization releases from no obligation. 
This is not to say, however, that every 


lawyer violating any canon must be 


disbarred. There are many cases where 
a lawyer through zeal or ignorance 
offends against the essential dignity of 
the profession but, being brought to 
book and censured, may be sufficient ly 
shocked into appreciation of the stand- 
ards to remain or become a useful 
member of the community. 
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EXTENSION OF IDEA or OBLIGATION 
For PUBLIC SERVICE 


- Whatever the temporary criticism 
of the profession in popular estimation 
may be, the fact is that all really critical 
observers of our social conditions have 
recorded their conviction, as did De 
Tocqueville, when he said, for example, 
that the influence which members of 
the legal profession “exercise in the 
government is the most powerful 
existing security against the excesses 
of democracy.” In another sentence 
he refers to the bar as the “most 
powerful if not the only counterpoise 
to the democratic element.” A simi- 
lar conviction is registered in the appeal 
which is made to the New York State 
Bar Association in support of an In- 
ternational Bar Association, organized 
in Japan by Dr. Rokuichiro Masujima, 
ex-President of that Association, Hon- 
orary Member of the New York State 
Bar Association, Barrister at Law of 
the Middle Temple, as well as an 
honored member of the Japanese bar. 
His contention is that the combined 
influence of lawyers all over the world, 
devoted to the principles of the com- 
mon law, should be a guaranty in the 
human family that principles of com- 
mon justice will through their influence 
leaven the political world. 
` St. Paul, in his great summary of the 
Christian martyrs, began his appendix 
with the words, “Time would fail me 
to tell of Barak,—and of Gideon,” and, 
similarly, to call the roll of members of 
the American bar who have dominated 
the public affairs of our nation would 
be to make of this publication an 
encyclopaedia of names. 

This fundamental idea of public 
service is expressed by Shakespeare 
himself in As You Like It. We all 
recall the line, ““When labor sweats for 
duty, not for meed.” 

In many of the lectures delivered on 


the Hubbard Foundation at the Albany 
Law School on the subject of “Legal 
Ethics,” one distinguished speaker 
after another has emphasized the fact 
that the great lawyer is not the man 
who enters the profession as a means 
to acquire a fortune. He must enter 
it, as we have noted above, as a voca- 
tion, with the idea of rendering service. 
He must have the spirit of Lincoln as 
contrasted with the spirit of Webster, 
great advocate though ‘he was; for 
even in the Girard Will case, when 
Webster could secure no present re- 
fresher or retainer, he exacted a con- 
tingent fee agreement. * 


NEED FOR PROPAGANDA 


Bearing these considerations in mind, 
there is no question but that there 
must be propaganda. When the canons 
of the American Bar Association had 
not yet been adopted by the Associa- 
tion, or, having been adopted, had not 
yet been endorsed or adopted by vari- 
ous state associations, there was a 
great deal of discussion and propa- 
ganda. In-the City of New York law- 
yers interested in this matter not only 
conducted this propaganda in legal 
magazines and in the public prints but 
volunteered, and were actually ap- 
pointed, to deliver addresses on the 
subject at various Y. M. C. A. centers, 
in the Phipps Settlement, in Cooper 
Union, and other public places under 
the general title of “ What the Ordinary 
Citizen Is Entitled to Expect and Exact 
of His Lawyer in the Way of Fidelity, 
Honesty, Diligence, etc.” 

The late General Thomas H. Hub- 
bard by gift in his lifetime established 
a lectureship or foundation at Albany 
Law School, to which every year one 
or more speakers of influence is ap- 
pointed to indoctrinate the students of 


14 A copy of this was furnished by me to and 
published by the New York Law Journal, some 
years ago. ` 


that particular school in respect to 
ethical standards. This 
might well be followed in other schools. 
A determined effort has been made by 
committees of ethics in different states 
to see to it that either by persuasion or 
by the compulsion of rules of court, law 
schools expecting their certificate of 
graduation to be accepted by bar 
examiners as the equivalent of a clerk- 
ship or prescribed years of study, 
should prescribe and faithfully carry 
out a certain number of hours of lec- 
tures upon the subject of legal ethics. 
Dean Costigan endeavored to fill this 
need. He made an exhaustive ex- 
amination of the sources of the stand- 
ards or traditions showing the growth 
of the rules governing conduct be- 
coming a member of the bar, and 
collated with that the answers to 
questions given out by the New York 
County Lawyers’ Committee (the clin- 
ical reports of which have a circulation 
all over the world and have in but one or 
two instances occasioned adverse com- 
ment or complaint). This treatise 1 
contains a most fascinating history of 
the entire subject. Obviously this 
matter is intimately and vitally con- 
nected with the nature of legal educa- 
tion. And it is surprising that those 
who’ come in contact with the eager 
youth who are looking forward to 
qualifying for this great social service, 
so often prove impatient of the sugges- 
tion that their teaching should have 
this moral side line, or of the more ex- 
treme’ requirement that the ethical 
viewpoint should underlie all their 
instruction as to the methods and 
practice of the law. One Dean replied 
to a letter from me in this regard that 
he had no cure for souls. 
pedagogic heresy! Every teacher has 
the fashioning or at least the polishing 
of a soul. 


15 Cases on Legal Ethics in the American Case 
Book Series, 1917, West Publishing Co. 


example. 


What a 
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In order to summarize this discussion 
the following is submitted as a redac- 
tion to fundamental principles of the 
thirty-two canons of the American Bar 
Association: 


A DECALOGUE OF THE PROFESSIONAL 
OBLIGATIONS OF THE LAWYER 


(1) As an officer sworn to uphold 
the Constitution and to the proper 
enforcement of the law, the lawyer 
should by his conduct and counsel 
exemplify the law-abiding spirit and 
refrain even in his private life from 
anything contrary to the spirit of the 
moral and statute law. . 

(2) In his relation to the courts, the 
lawyer should in his. conduct maintain 
their dignity by respectful address, by 
punctilious discharge of all forensic 
duty, and by abstaining from all 
attempts to curry favor, or from the 
appearance even of using personal 
relations to secure professional ad- 
vantage. 

(3) In his relations to clients, the 
lawyer’s duty arises from the confidence 
reposed in his learning or ability; for 
which he is to be paid. ‘Therefore: 

(a) In the conduct of unliti- 
gated business he owes a scrupu- 
lous fidelity to the client’s highest 
interest. and must seek no ad- 

- vantage or profit to himself out- 

side of his reasonable compensa- 
tion. 

(b) In advising litigation he 
must be guided by his own (or 
counsel’s) judgment of the law 
applicable to the points in issue. 
He should never countenance by 
acceptance of a retainer unjust, 
useless or oppressive suits, or 
consent to the interposition of 
merely dilatory, false, or sham 
defenses. : 

(c) In actual litigation, he may 
use all procedure provided by law 
appropriate to the protection of 
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his chent’s interests; he must be 
alert and diligent in prosecution; 
vigilant and careful in defense; 
refrain from any attempt to de- 
celve a court or jury; be courteous 
to his fellow lawyers, and obliging 
in matters not inconsistent with 
his client’s rights. 

(4) The lawyer must not violate hi 
client’s confidence unless, in a proper 
case, compelled so to do under oath. 
He must not use knowledge so gained 
to his client’s undoing or disadvantage 
and, if entrusted with money or prop- 
erty, he is in the highest degree a 
trustee and liable professionally for any 
failure to administer the trust reposed 
in him with scrupulous fidelity and 
capacity. 

(5) The lawyer is always entitled to 
his reasonable compensation; this may 
be contracted for with the client pro- 
vided no advantage be taken of his 
ignorance or necessities. Contingent 
fees, where not unconscionable in 
amount, are proper if the client desire 
such form of compensation. But in 
all cases he must avoid even the ap- 
pearance of champerty or maintenance. 

(6) A lawyer employed for or as- 
signed to the defense of one accused of 
crime is, even though apprised of his 
guilt, bound by his duty to ensure a 
fair trial and to prevent conviction save 
pursuant to the law in that case made 
and provided. 

(7) The lawyer should not solicit, 
or permit others to solicit for him, 
any professional employment. No di- 
vision of fees or agreement therefor 
is proper except with fellow lawyers 
based on a division of service. Self- 
advertisement is commercial in spirit 
and tends to lower the sense of profes- 
sional dignity. 

(8) In his relation to the community 
of which he is a citizen the lawyer 
occupies a position of peculiar responsi- 
bility. His respect for the law and the 


courts in which it should be adminis- 
tered should make him fearless to 
expose and attack any breach of 
judicial integrity. So also he must be 
vigilant to assist in purging the bar of 
unworthy members. He should be 
quick to attack any abuse of process of 
law or any invasion of the rights to life 
and liberty guaranteed to all by the 
Constitution. 

(9) If invested with public office he 
is bound to a higher efficiency of service 
by reason of his knowledge of the law. 
If he serves as a District Attorney he 
represents the people of the state. He 
is sworn to enforce the law but cannot 
stoop to oppression or injustice—such 
as the suppression of evidence or the 
secreting of witnesses who might tend 
to establish the mnocence of one he is 
prosecuting. 

(10) If elevated to the bench his 
obligations become intensified. In 
the discharge of his judicial duties he 
should be studious, patient, thorough, 
punctual, just and impartial, cour- 
teous and fearless, regardless of public 
clamor or private influence. 


Canons OF JUDICIAL Eraics 


Since judges are, under our form 
of government, a part of the gov- 
ernmental power, and sworn to uphold 
the Constitution, and chosen to inter- 
pret, apply and enforce existing laws, 
it is clear that their ethical obligations 
are greater than those of their brethren 
at the bar, from whom they have been 
thus set apart. 

These latter have a primary duty to 
a client opposed to the client of another 
in interest, and this duty modifies at 
times their duties to the court and to 
the community. 

A committee of the American Bar 
Association, recently appointed, of 
which the Chief Justice of the United 
‘States, it is believed, isto be the chair- 
man, are to engage in the task of 
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formulating canons for the judiciary." 
That task will require time for its 
performance. 
For the purposes of this symposium, 
however, the following may be prof- 
fered as a nucleus for elaboration. 


A PROPOSAL FOR AN ETHICAL DECA- 
LOGUE FOR JUDICIARY 


I. Having sworn to uphold the Con- 
stitution and being charged with the 
solemn task of administering justice 
among his fellow citizens under the 
law, the judge should be juris peritus, 
learned in the letter and spirit of the 
Constitution and of the statutes en- 
acted in conformity therewith—and 
should keep himself constantly informed 
and in touch with the social develop- 
ment of the community he is to serve, 
in order that he may adequately apply 
that learning to the varying needs that 
emerge in the controversies submitted 
to him for arbitrament. 

If. To learning he must add impar- 
tiality. “He must not respect persons 
in judgment.” In holding the scales of 
Justice he must not allow personal or 
political hostility, on the one hand, or 


16 Since writing this article, the author has 
received a letter from Mr. Charles A. Boston, 
Chairman of the Committee on Professional 
Ethics of the New York County Lawyers’ 
Association, the following excerpts of which will 
be of interest to the general reader. 

“In response to your recent request that I 
contribute something to the forthcoming number 
of the Annals of the American Academy of 
Political and Social Science, it seems to me that 
any contribution by me at this time, other than 
is contained in this letter, would be premature, 
because the subject of the formulation of Canons 
of Judicial Ethics by the American Bar Associa- 
tion, to supplement the Canons of Ethics ap- 
proved by it in 1908, has been referred by the 
Executive Committee of that Association to a 
Special Committee which will take the matter 
under consideration, and I do not feel that I can 
properly anticipate the action of that Committee. 

“T was recently advised by the President of 
the American Bar Association that he had 
designated for membership on the Committee 


friendships or prejudice, on the other, 
to weigh in either balance. Whether the 
parties before him are friends or foes, 
or whether they be known to him or 
unknown, he must be blind to consid- 
erations other than those constituting 
or arising from their respective rights 
or obligations under the law. 

Ill. Whatever the degree of his 
learning, and impartiality, he must in 
the highest degree possess and preserve 
a character free of reproach. Himself 
a priest in the Temple of Justice, he 
must scrupulously observe the morali- 
ties and obey the laws as a citizen, and 
not arrogate to himself any right to be 
above them or free from their common 
operation. 

IV. His judicial character presup- 
poses absolute integrity. He should 
be honest in his personal dealings, and 
must not put himself under pecu- 
niary obligations before his election, or 
subsequently, to those who may appear 
before his court. 

His service is a self-denying ordi- 
nance, and he should abstain from even 
the appearance of the evil of profiting 
by information secured ex virtute officit 
to speculate or invest on the strength 
of his knowledge thus acquired. 


Chief Justice Taft, ex-Senator George Suther- 
land of Utah, and myself, and that two vacancies 
remained to be filled from members of the 
judiciary. 

“I do not think it amiss, however, to say that 
Mr. Everett V. Abbot of this City, and myself, 
jointly contributed an article on ‘The Judiciary 
and the Administration of the Law’ to the 
American Law Review for July-August, 1911, 
from which Y quote the following suggestions in 
respect to Canons of Judicial Ethics: 

“*They should clearly and concisely make it 
known that the judge should so administer the 
law in the settlement of controversies as to 
show that he appreciates his position as honor- 
able of itself and honorably to be maintained; 
that his conduct should uniformly be that of a 
gentleman and an officer and for the good of the 
service; that he should be ever conscious of 
his responsibilities, attentive to his duties, 
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“He shall do everything for justice, 
nothing for himself.”’” 

V. Whether his office be appointive 
or elective, he should not be swayed in 
judgment by hopes or fears regarding 
the continuity of his official service. 

In making appointments in aid of 
the administration of justice, such as 
appointments of receivers, referees, 
special guardians, appraisers and the 
like, he must, on the one hand, avoid 
nepotism and, on the other, not sur- 
render his duty of selection to any 
political or other dictator. Those 
-whom he selects act in his place and 
stead, in relieving his judicial time, 
and he is responsible for their integ- 
rity, fidelity and industry, as for his 
own. 

VI. Charged with the duty of acting 
as a check in the interests of the people 
against aggressions or usurpations of 
power by either executive or legislative 
branches of the government, he should 
be fearless to assert his power irrespec- 
tive of the apprehended effect of an- 
tagonisms, and hostilities thus engen- 
dered. But here also he must be 
impartial and sustain if need be these 
coequal agencies of government, in the 


assiduous in their performance, and avoid delay 
as far as possible; that he should be scrupulous 
to free himself from all improper influences. and 
from all appearance of being improperly or 
corruptly influenced; that the should be studi- 
ously regardful of the rights of litigants; that 
he should be an independent and representative 
citizen, rather than a partisan; that he should 
use the necessary patronage of his office as a 
public trust, and that in the selection of referees, 
- receivers, or other judicial appointees he should 
conscientiously appoint only men known to 
him to, be of integrity and fitness for the duty 
assigned; and if he is permitted: to practice at 
the bar, or to prosecute private business, he 
should not permit such matters to interfere with 
the prompt and proper performance of his 
judicial duties.’ ” 

7 Rufus Choates added to the quoted words: 
«" Nothing for his friend, nothing for his patron, 
nothing for his sovereign.” 


proper use of powers constitutionally 
bestowed upon either. 

VII. He must not allow his judg- 
ment to be swayed by the magnitude 
or smallness of the litigant’s interest, 
or by the insignificance or prominence 
of his advocate. Intent on ascertain- 
ing the truth and reaching an adequate 
and just decision, he must not fear to 
protect a party before him from the 
ignorance or negligence of his own 
attorney, or neglect adequately to 
guide ‘and instruct juries in the exer- 
cise of their peculiar functions. 

VIII. He must wear the ermine with 
dignity. As the incarnation of justice, 
he must, when discharging his judicial 
functions, be free from temper, though- 
he may indulge in righteous indignation 
if perjury be attempted by witnesses, 
or if counsel seek to deceive or mislead 
the court or jury. 

He owes to the people, punctuality, 
at whatever cost of personal inconven- 
ience, calmness, patience and forbear- 
ance, lest he be diverted from the issues 
to be resolved—~courtesy to all before 
him—alertness to testimony and argu- 
ment, since inattention is the highest 
discourtesy, is a thief of time and an 
earmark of inefficiency. 

He must cultivate a capacity for 
quick decision. Habits of indecision 
must be sedulously overcome. He 
must not delay by slothfulness of mind 
or body, the judgment to which a party 
is entitled. 

IX. To be learned, to be honest, to 
be fair and to be no respecter of persons 
is still not enough. He must be believed 
such, and so possess the perfect confi- 
dence of the community. In such case 
he may preserve and enjoy his personal 
intimacies and friendships unimpaired. 
He may achieve the affection of the bar 
and the respect of the public, and en- 
joy that loving veneration which the 
“Book of Job” records as the meed of 
the upright judge. 
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X. None the less is he’a citizen, and 
bound to share the common burden of 
responsibility for the purity of the 
common weal. 

He must not shirk a proper perfor- 
mance of such duties nor hide behind 
the judicial gown in times of revolt 
against oppression or corruption or in 
crises of social change. His life must 
be personally, politically and judicially 
teres atque rotundus. 


CONCLUSIONS 


In that remarkable book seeking to 
voice the desire of England for a higher 
and more spiritualized life, the author 
of The Glass of Fashion has embodied 
that ideal which must permeate every 
profession that identifies the moralities 
of that profession with the very charac- 
ter of the being of the man who pro- 
fesses it. His illustration of the ex- 
pectation of honesty from those who 
serve him, by even a Bolshevik of the 
most criminal type, illustrates the 
fundamental idea of what the com- 
munity expects of a man of character, 
and no man has a right, even in a 
democracy, to belong to a learned or 
skilled profession who has not the 


fundamentals of high character which 
may be expected to develop into fullness 
by the very experiences of his service. 

What conclusions are we to draw? 

I. That, in any democracy, whether 
loosely organized or highly articulated, 
public servants must, in theory, be 
controlled by lofty standards of duty. 

II. “That the people are entitled to 
know what those standards are, and 
where there are none, to prescribe them. 

II. That conformity to those stand- 
ards must be enforceable in a proper 
tribunal. 

IV. That it is to the highest interest of 
the profession itself that every case of 
violation of its ethical standards be 
investigated and all offenders dealt 
with “lest the res publica suffer.” 

V. That the courts, when unspurred 
by a bar of high ideals, have failed 
adequately to regulate professional 
conduct, and therefore the bar must be 
so organized as to be self-disciplinary, 
And this even at the risk of appearing 
to become an aristocracy, or an un- 
democratic guild. 

VI. That judges, as well as lawyers, 
are to conform their conduct to even 
more exacting ethical standards. 


The Need for Standards of Ethics for Judges 


By Epwarp A. HARRIMAN 


Counsellor-at-Law, Washington, D. C.; formerly, Chairman of the Committee on Grievances and 
Ethics, American Bar Association 


EGAL ethics is defined in Rawle’s 
third revision of Bouvier’s Law 
Dictionary as follows: “That branch 
of moral science which treats of the 
duties which a member of the legal 
profession owes to the public, to the 
court, to his professional brethren, and 
to his client.’ Qn the subject of 
judicial ethics there is much confusion, 
by reason of the fact that a judge 
occupies a dual position. He is, first, 
a judicial officer of the state or of the 


United States; and, second, in most 
cases, a member of the legal profession. 
It is not at all essential, however, that 
a judge should be a member of the 
legal profession and his membership 
in that profession is, therefore, an 
absolutely distinct thing from his 
judicial office. The highest court in 
England, the House of Lords, in its 
original form was composed princi- 
pally of lay peers. ‘The present House , 
of Lords in its judicial capacity is 
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limited in membership to the law lords. 
The highest court in New York State 


was formerly the senate of that state, | 


largely composed of laymen. In New 
Jersey lay judges have not been un- 
common. The office of justice of the 
peace is probably held as often by 
laymen as by lawyers; in fact, in Eng- 
land the justice of the peace’ was 
usually a layman, whereas the lawyer 
was only his clerk. 


. PRESENT Stratus oF RULES oF 
CONDUCT FOR THE BENCH 


Now, any standard of conduct for 
the members of an organization must 
necessarily be imposed on those mem- 
bers either by their own action or 
consent, or else by a superior power. 
Standards of ethics for judges, there- 
fore, must be imposed on those judges 
either by their own action or consent, 
or by a superior power. It is, therefore, 
quite out of the question for any bar 
association to enact standards of 
ethics for judges. The opinion of the 
bar association may be absolutely 
sound, and the code of ethics which it 
chooses to formulate for judges may be 
absolutely perfect. The difficulty is 
not with the rules which the bar may 
undertake to prescribe for the bench, 
but with the jurisdiction of the bar to 
make any rules whatever. The func- 
tion of the bar in such case is merely 
advisory. Neveftheless this function 
should be exercised to its fullest extent. 

What standard of ethics has been 
prescribed for judges by the sovereign 
power of the state or of the United 
States? The standard in general is 
extremely vague. The Federal Con- 
stitution uses the words “good be- 
“havior.” In addition to the general 
phrase of “high crimes and misde- 
meanors,” the specific prohibitions in 
the state constitutions are few. Cor- 
ruption and malfeasance in office, and 
refusal to perform the duties of the 


office; drunkenness; acceptance of 


, passes; and change of residence from 


the district in which the judge was 
elected, are the principal things pro- 
hibited. There is a very common 
provision that a judge shall not be 
eligible for another office, but the effect 
of this provision seems to be merely a 
disqualification of the judge for the 
additional office. ` 

What rules of ethics have judges 
undertaken to lay down for their own 
conduct? So far as the writer ‘1s 
aware, no action whatever has been 
taken by any body of Judges in this 
matter. In 1917 the Committee on 
Professional Ethics of the American 
Bar Association made the following 
recommendation: 


That the suggestion of the propriety 
of the formulation and promulgation of 
canons for the judiciary be referred to 
the Judiciary Section of this Association 
for consideration in order, if the way be 
clear, to the appointment of a committee 
to take the matter under advisement. 


At the meeting of the Judiciary 
Section in 1918, the recommendation 
referred to the Judiciary Section was 
not even considered.! 


Do Junces Nexep a Cope or 
Eruics? l 


Is there any need for a code of ethics 
for judges? The phrase “good be- 
havior” is, of course, extremely vague. 
It is no vaguer, however, than the 
phrase in the articles of war by which 
an officer in the military service. of the 
United States can be tried by court 
martial for “conduct unbecoming an 
officer and a gentleman.” The vague- 
ness of the phrase is by no means 
sufficient ground in itself for a more 
specific statement of the duties of a 
judge. It is submitted, however, that 
a situation has recently arisen which 
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calls for a clearer definition of a judge’s 
duties in some particulars. At the 
last meeting of the American Bar 
Association, Mr. Hampton L. Carson, 
a former president of the Association, 
presented the following resolution upon 
the unanimous vote of the executive 
committee: 


Resolved, That the conduct of Kenesaw 
M. Landis in engaging in private employ- 
ment and accepting private emolument 
while holding the position of a Federal 
Judge and receiving a salary from the 
Federal Government, meets with our un- 
qualified condemnation, as conduct un- 
worthy of the office of Judge, derogatory to 
the dignity of the Bench, and undermining 
public confidence in the independence of 
the judiciary. 


Mr. Carson then read Article IV of 
the Constitution of the American Bar 
Association which provides, among 
other things, that one of the objects of 
the Association shall be to “uphold 
the honor of the profession of the law.” 


Of what use was it for the Association - 


to prescribe canons of ethics for the 
regulation of the conduct of active 
practitioners, if it knew that a man on 
whom the judicial ermine had fallen 
had yielded to the temptations of 
avarice and private gain? That a 
Federal judge drawing his salary of 
$7,500 a year from the Federal Treas- 
ury should take $42,500 a year from 
an allied club of baseball players was 
simply to drag the ermine in the mire. 
Although it must be that impeachment 
proceedings might not reach him, yet 
from every bar in this united country 
there rose up the withering scorn of 
the profession agaiùst the man who 
had stained its honor. Those who 
came to deliberate upon that which 
touches the honor of the profession 
would go away and hang their heads 
in shame if they did not rebuke such 
conduct. 

The resolution of Mr. Carson was 
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adopted by the Association. That the 
Association had a right to express its 
opinion, is unquestionable. The only 
body having jurisdiction to inquire into 
the conduct of that official, is Congress, 
but any organization is entitled to 
express its opinion to Congress and to 
urge any action it may desire. It is 
for Congress to decide what weight 
attaches to the different opinions so 
expressed. Now, as a matter of fact, 
Congress has had the benefit of the 
opinion of the American Bar Assoeia- 
tion, and of the opinion of the National 
Baseball Association and it has chosen 
to follow the latter. 

It is only fair to assume that the in- 
action of Congress in the Landis case is 
dueto the fact that the American people 
as a whole are more in sympathy with 
the standards of judicial conduct in- 
dorsed by the National Baseball Asso- 
ciation than with those indorsed by the 
American Bar Association. 


NEED FoR SOVEREIGN POWER TO 
PRESCRIBE STANDARD OF JUDICIAL 
Eruics? 


Now, while the bar has no jurisdic- 
tion over the conduct of the bench, it 
is undoubtedly a great public misfor- 
tune when any judge so conducts 
himself as to receive the censure of the 
bar. There is no question as to what 
the judge in this particular case has 
done, but the baseball people think 
that what he has done is right, and the 
lawyers think that it is wrong. From 
the fact that Congress follows the 
opinion of the baseball magnates rather 
than that of the leaders of the bar, it is 
clear, either that the judgment of the 
bar is wrong, or else that its judgment 
is right but that the people at large 
have not been sufficiently educated to 
appreciate the standard of ethics up- 
held by the bar. 


? For a proposed code of ethics for judges see 
the article by Mr. Jessup, page 27. 
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It seems highly desirable, therefore, 
that the sovereign power, which, in 
the case of the Federal judges, is the 
United States, should define more 
clearly the duties of a judge with refer- 
ence to the acceptance of employment 
in Other occupations, Whatever reso- 
lutions the bar may pass, it is useless to 
say that Judge Landis has violated any 
standard of judicial ethics, because no 
such standard has been prescribed, 
either by Congress or by the judges 
themselves, and it is not within the 
jurisdiction of the bar.to prescribe a 
standard of ethicsforthe bench. That 
a proper standard of judicial ethics 
would prevent a judge from acting as 
Judge Landis has done, is the opinion 
of most lawyers, but that there is not 
at the present time any such existing 
standard is absolutely proved by the 
action, or rather the inaction, of 
Congress, which clearly establishes the 
fact that, in popular opinion, Judge 
Landis has done nothing to justify his 
removal from the bench. 

The function of the bar, therefore, in 
the matter of judicial ethics, must be 
educational, and education is a slow 
process. It would be unwise to make 
rules that are too general in regard to 
the performance by a judge of non- 
judicial work. The best practical 
method of dealing with this subject 
would be to provide that a judge shall 
not engage in any other occupation 
without the consent of some adminis- 
trative authority, such as, for example, 
the Chief Justice of the United States. 
The freedom of judges from all legisla- 
tive and executive control is a freedom 
accompanied with responsibility. In 
most cases this responsibility is clearly 
recognized. If a particular judge is 
more influenced by his personal ad- 
vantage than by the dignity of his 


office, some. administrative control 
over that judge is required, and at 
present no such administrative control 
exists, while the remedy by impeach- 
ment, as the Landis case has shown, is 
entirely inadequate. 


DEGENERATION OF THE IDEA OF 
SOVEREIGNTY 


The Landis case is symptomatic of 
the degeneration of the idea of sover- 
eignty portrayed by Laski in his theory 
of the multiple state. Under a mon- 


archy, service of the sovereign is the 


most important function. Under our 
American democracy, it is clear that 
our democratic sovereign regards the 
management of moving pictures as of 
more importance than the management 
of the Treasury or the Post-Office 
Department, and the administration 
of baseball as of more importance than 
the administration of justice. Mr. 
Carson speaks of “dragging the judicial 
ermine in the mire.” As a matter of 
fact, the judicial ermine is simply used 
to dust off the home plate; which, to 
the people at large, seems a more im- 
portant function than dusting off a law 
book. This degeneration of the idea 
of sovereignty is apparent in many ways. 
The other day a college professor was 
quoted as saying that any man who had 
more than 15 per cent of patriotism was 
a nuisance, asserting that 85 per cent 
of a citizen’s loyalty should be devoted 
to other organizations than his country. 
Panem et circenses was the motto of the 
Roman populace when the Twelve 
Tables had been forgotten. Those 
who do not share Henry Ford’s opinion 
that history is all bunk, may find an 
interesting predecent in Roman history 
as to the effect of a popular belief that 
amusements are more important than 
laws. 


a 
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Group Organizations Among Lawyers 


By Hersert HARLEY 
Secretary, American Judicature Society, Chicago, Illinois 


HERE is a tradition in the legal 


profession of a golden age. No 
living lawyer can testify to. the exist- 


ence of a golden age from personal: 


knowledge. If ever there was such a 
fortunate era it must have been before 
the Civil War. However skeptical of 
tradition we may be, we can admit that 
for a generation before the Civil War 
the lawyer was better adapted to his 
environment than he is now. 

In that period the law was relatively 
simple and static. It is the amazing 
complexity of twentieth century in- 
dustrial and social life which has 
brought about the inundation of 
statute law and the welter of decisions. 
Professional training which today 
would imply mediocrity may have then 
appeared quite adequate. 

The lawyer was not subject to such 
powerful and insidious, influences in 
that simpler age. There were few 
private interests strong enough to keep 
a “house lawyer,” one under exclusive 
retainer on an annual contract. There 
were no corporations existing to do the 

‘traditional work of the office lawyer, 
advertising for clients and hiring 
lawyers by the year. ‘The country was 
expanding rapidly. There was enough 
. practice in most places to provide a 
living. At any rate, the fratricidal 
competition of later days, with cor- 
respondence courses and proprietary 
law schools turning out graduates far in 
excess of community needs, had not yet 
appeared. 

There were always temptations, but 

with fewer lawyers the position of the 
` lawyer was a conspicuous one and the 
theory that the court was responsible 
‘for the ethical conduct of practitioners 
was still in working condition. It has 


4 


validity yet in primitive regions. When 
lawyers had to rely on a wide range of 
clientage they were free to refuse 
embarrassing retainers. There was 
not the moral overstrain, imposed in 
these days upon the lawyer who has 
but one, or two, or at most: three 
clients and must win his suits for his 
own salvation. 

This older profession, limited in 
numbers and independent in mind and 
morals, felt some contempt for busi- 
ness. Or, if this is putting it too 
strongly, let us say that the bar at 
least exalted the law and its servants. 
There were few others in the commu- 
nity who could assume the dignity of 
learning and influence. The lesser 
competition set the lawyer on a con- 
spicuous level. The earnings which 
now would seem meager were then 
ample in view of the respect which the 
calling compelled. 


Toe OLDER AMERICAN TRADITION 


It is not safe to go much farther back 
in the quest for the golden age. In 
certain of the colonies laws were en- 
acted to prevent the existence of a bar. 
After the Constitution was adopted 
there were states in which ignorant 
laymen attempted to administer jus- 
tice from the bench. From the first, 
the American bar had to make its way 
against hostile philosophy. This ex- 
plains why it never possessed the 
organic powers enjoyed in other lands. 
In Belgium, for instance, the bar as- 
serts its independence of both legis- 
lature and judiciary. In all other 
countries there is an organization of 
the bar which is all-inclusive and which 
has effective machinery for maintain- 
ing standards. The powers to admit 
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to practice and to expel are exercised 
by the bar itself. In consequence, the 
bar is primarily responsible for ethical 
conduct and it is able to discharge this 
responsibility. 

The American tradition is that the 
bar exists to assist the courts in the 
administration of justice and hence 
that lawyers are “officers of the court.” 
This makes the judges responsible. It 
is obvious, however, that the lawyer’s 
rôle is larger than assisting the court. 
The lawyer interprets the law without 
reference to specific conflicts of rights. 
Many lawyers, indeed, rarely appear 
in court. And the courts lack the 
power to acquit themselves of the 
presumed responsibility. There are 
numerous “independent” judges but 
little judicial solidarity. In most 
states judges are elected and lawyers 
play a large part in nominating and 
electing. The power of the judge over 
the jury has been restricted by statute 
very generally, a restriction which 
exalts the position of the advocate. 

There must be somewhere in the 
state or in society power to establish 
standards of professional conduct with 
responsibility for enforcing them. It 
is easy to understand the practical 
failure of the courts in this field. And 
it is too delicate a matter for legislative 
control. An enacted code of rules 
. would merely invite unethical lawyers 
to devise loopholes in the law. 

There remains, then, the matter of 
professional self-regulation which in 
other countries has served for centuries 
to develop and maintain bars which, 
compared with ours, are free from 
censure. 

As a matter of fact, when the older 
tradition failed, the bar of the typical 
state began to move instinctively 
toward the principle of self-discipline 
through organization. Thismovement 
was slow to begin but has been con- 
tinuous for forty years and recently 


has been accelerated by a conviction 
that the golden age has been succeeded 
by an age of brass. There are strong | 
indications at this time that the bar is 
working its way out of chaos and that 
the future will see conditions very 
much better than those now prevailing. 
It is the purpose of this article to trace 
this development. 


EARLY ATTEMPTS TO ORGANIZE 
THE Bar 


For fully half our national history 
there were practically no attempts to 
organize the bar. The first associa- 
tions arose in the larger cities, and 
then, asmeans for travel were improved 
and acquaintanceship was extended, 
state-wide association began. We do 
not pretend that the avowed purpose 
was to maintain standards. The lead- 
ing motive was purely social. The 
bar was not immune from the modern 
instinct for organization, though some- 
what resistant. ‘There was also the 
need and the opportunity for estab; 
lishing honors to mark professional 
success, something to confer and some- 
thing to strive for. 

An essential need was that of pre- 
serving standards, even though ‘unrec- 
ognized at the inception of the move- 
ment. For lawyers of social inclina- ” 
tion and professional pride who joined 
associations were thus enabled to 
separate themselves from the unor- 
ganized part of the profession upon 
which public suspicion and reproach 
rested. Unable to compel a fellow 
practitioner to be ethical, or even 
decent, the conscientious lawyer could 
at least walk on the other side of the 
street. Perhaps this was done to 
escape responsibility, but its actual 
effect was to assume it. 

Even the loose and meager associa- 
tion afforded a point for effort. A 
responsible profession was evolving 
like a planet from nebular chaos. And 
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having presumed, in a measure, to 
stand for the profession, the associa- 
tions had perforce to devise means for 
acquitting themselves. 

In 1878 there were eight city and 
eight state bar associations in twelve 
states. In this year the American 
Bar Association was formed by the 
meeting of seventy-five lawyers re- 
siding in twenty-one states. There 
were then 60,000 lawyers in the United 
States. 

In 1921 the American Bar Associa- 
tion reached a membership of 16,000. 
For a number of years every state 
except Delaware has had its state bar 
association. Similar bodies exist in 
Alaska, Hawaii, Porto Rico and the 
Far East as parts of the system. Over 
800 city and county associations are 
listed by the Conference of Bar Associa- 
tion Delegates, a liason body created in 
1916 by the American Bar Association. 


Tre LOCAL ASSOCIATIONS 


There is a remarkable similarity 
among local associations. In all of 
them membership is open to any law- 
yer not especially subject to objection. 
(In the southern states, and in most 
‘northern states, Negro lawyers and 
white lawyers associated with them in 
. practice, are excluded, a reservation 
which illustrates very well the social 
basis of organization.) Practically all 
are seeking growth. ‘There is nowhere 
‘any organic relation between the state 
and local associations, or the state and 
national, except that in Washington 
recently the state association has been 
accepting the entire membership of 
local associations which conform to its 
requirements. Elsewhere, a lawyer 
may belong to any one, or any two, or 
to all three types in this hierarchy. 

The interests of the various associa- 
tions, as shown by the titles of ad- 
dresses delivered, is vague and diffuse. 
Papers are read on trial by jury, on 


John Marshall and Daniel Webster, 
the lawyer’s oath and the Monroe 
Doctrine. There is a disposition to 
take an interest in the development of 
law, especially through legislation. 
Decisions are rarely analyzed or criti- 
cized. In many of the local associa- 
tions the annual or quarterly dinner 
transcends all other activities. In 
small cities the local association is 
perfunctory, rarely meeting except 
to deplore a death or honor a judge. 

In some of the larger cities the asso- 
ciations have for a long time been 
engaged in definite useful activities. 
The Association of the Bar of the City 
of New York is the oldest and strongest. 
For over eighteen years it has main- 
tained a salaried force to prosecute 
delinquent members of the profession. 
The New York County Lawyers’ 
Association has done similar work 
and in some years the two bodies 
have devoted $25,000 to this odious 
work. 


Tar Lecar Ersics Curie 


The latter body originated the legal 
ethics clinic, which is one of the most 
significant movements in the entire 
history of the American bar. It grew 
out of the realization that many minor 
infractions of standards were due more 
to ignorance than intention. The de- 
velopment of business was changing 
the nature of the lawyer’s services and 
the profession was becoming flooded 
with half-educated young men who 
had no means for acquiring the pro- 
fessional point of view. Spurred on 
by necessity these young, men often 
overstepped ethical lines without be- 
ing aware of it. Not only this, but 
new situations were constantly aris- 
ing to which well-informed and con- 
scientious lawyers hesitated to apply 


‘established principles, on the theory 


that no man is a safe judge of his own 
interests. 
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So a committee, headed by -Mr. 
Charles A. Boston, was created to 
answer questions and, through the 
determination of nice points based upon 
actual facts and the wide publication 
of questions and answers, a common 
“ law of ethics was evolved, which is 
worth more than a thousand hortative 
addresses on the sacredness of the 
lawyer’s oath. The success of the 
legal ethics clinic illustrates very well 
how needs and responsibilities may be 
met when organic means exist. The 
determination of ethical rules is safer 
in the ‘hands of the bar than in the 
- hands of judges. There is always 
‘danger that judicial control may in- 
fringe the needed independence of the 
bar. - External control from any source 
must be resisted on general principles. 
But when the profession itself deter- 
mines standards the work is done by 
those whose personal standards are 
-high and who place the welfare of the 
bar ahead of any individual interests. 

The legal clinic idea has spread to 
Illinois and will before long be a 
familiar activity in many states, with 
a central agency under the auspices of 
the American Bar Association. It is 
not directly designed to prevent willful 
misconduct, but it has a profound in- 
fluence, notwithstanding. It enables 
all self-respecting lawyers scrupulously 
to avoid the appearance of indifference 
to ethics; it creates a norm of conduct 
along the frontier of doubtful deport- 
ment; it makes for a safe ceremonial; 
and in all these respects it tends to 
differentiate the ethical practitioners 
from the unethical. It throws the 


burden on the unethical to prove that. 


they are not downright evil. 

It is, of course, almost a hopeless 
thing to take a regiment of raw re- 
cruits every year and whip them into 

1Since its organization, Mr. Boston, Mr. 


Henry W. Jessup and Mr. Julius Henry Cohen 
have served continuously in its membership. 


professional disgipline, even through a 
grievance committee and a legal ethics 
clinic. The work thus far done has 
helped, as indicated by the fact that 
the character of offenses is becoming 
less grievous, but after all it is more 
like bailing the boat than stopping the 
leak. With the low requirements for 
admission, the bar is receiving youths 
devoid of culture, because it is easier 
for such young men to gratify their 
ambitions in this way than to aspire to 
professions which require longer prep- 
aration. 
compete with the engineering profes- 
sion, to take a conspicuous example, in 
attracting men of superior qualifications 
and training. 

The Chicago Bar Association is now 
devoting about $10,000 a year to 
prosecuting delinquents in support of 
its grievance committee work. 

Local bar associations at times in- 
terest themselves in securing the elec- 
tion of judges. That judges should 
ever owe anything to lawyers is ob- 
viously unfortunate, but under our 
system of judicial selection: it is in- 
evitable, and it is far better that the 
obligation should be to associations 
working in the open than to individual 
lawyers. The bar as a whole always 
wants able and fair judges. In Wis- 
consin the bar, working in an informal 
manner, has exerted a powerful in- 
fluence for a generation in opposition to 
party appointments and nominations, 
and it has been, on the whole, a worthy 
influence. In Colorado an elaborate 
system of bar primaries is employed to 
guide voters. The Chicago Bar As- 
sociation has chiefly justified its exist- 
ence in the public mind by similar 
effort, and in 1921 it literally saved an 
entire bench of twenty judges by 
fighting a powerful political machine 


- which needed only the judiciary to 


complete its grip upon city and state 
government. 


— 


The bar has not been able to - 


GROUP Organizations AMONG LAWYERS 37 


+ 
TuE STATE ASSOCIATIONS 


The state associations are strikingly 
similar in structure but vary in activity 
and influence. Their average mem- 
bership does not exceed one-fourth of 
the bar. Except in one or two states 
they meet but once a year, and usually 
for two days. The president of a 
state association exercises considerable 
power through making up a program 
and appointing committees but, as 
presidents never serve for more than 
” one year, there is little continuity of 
influence. Attendance at meetings is 
pitifully small. The casual attendants 
exert little influence because they are 
almost unknown and do not themselves 
understand methods of work. It is 
usually difficult to extend membership 
and collect dues. There is little regu- 
lation of the profession. The state 
body is too remote, its meetings too 
infrequent, and its funds insufficient. 
It does not work in explicit coördina- 
tion with local associations. 

The majority of its members never 
attend meetings and so never have any 
genuine sense of participating in the 
duties or responsibilities of the associa- 
tion. In consequence, the organiza- 
tion is kept going by the small clique 
which has sufficient instinct for cohe- 
sion to attend meetings and do the 
required work. The clique control is 
not to be blamed under the conditions. 
It is the mevitable consequence of this 
loose and partial organization. And 
yet it is frequently made an excuse 
by acceptable lawyers for refusing to 
join. 

Tur AMERICAN BAR ASSOCIATION 


It is not easy to give a true impres- 
sion of the American Bar Association 
in limited space. The theory of ex- 
clusiveness controlled for a long time, 
and still exists in the minds of some of 
the older members, but the Association 


has grown and expanded to meet im- 
minent needs until it has become the 
representative body of the entire 
profession. 

Thirty-one years ago the Association 
called into being the Conference of 
Commissioners on Uniform State Laws 
and still stands in loco parentis to the 
Conference, which has performed a 
notable service. From time to time 
special committees were created and 
some of them became standing com- 
mittees and then sections. There are 
now seven sections which greatly 
amplify the work of the Association 
and afford means for intensive effort in 
technical fields. Members can regis- 
ter in any section and participate in 
its work, the only limitation being that 
imposed by conflicts of hours on the 
program. 

So the American Bar Association 
has gradually accepted heavy responsi- 
bilities and, in a measure, has created 
the machinery for discharging the at- 
tendant duties. The general sessions 
strivetoentertain, while the committees 
and sections engage in serious work, 
largely in the field of legislation and 
substantive law. 

The trouble with the institution is 
that it has preserved the town-meeting 
form of government after becoming 
continental in scope and membership. 
Grave danger attaches to this situa- 
tion. Serious decisions are submittedto 
voting audiences which vary in num- 
bers and personnel from hour to hour. 
At one time the question of Negro 
membership threatened disruption. 
Later, an attempt to align the Associa- 
tion against the prohibition and suf- 
frage amendments was beaten by only 
a few votes, when its success would 
probably have cost the Association 
heavily. This possibility of things 
going suddenly awry has necessitated 
a very close control by the executive 
committee. This is the familiar story 
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of pure democracy gravitating, from 
its very helplessness, into an oligarchy. 

An attempt was made (1913-1916) 
by a special committee, headed by 
Col. John H. Wigmore, to reform the 
organization and create a representa- 
tive control. It was proposed to unify 
membership inthe state and national as- 
sociations and restrict legislation to ac- 
credited delegates apportioned among 
the state memberships. ‘The time was 
not ripe for such a profound change 
but Mr. Elihu Root, then president, 
created as a short forward step the 
Conference of Bar Association Dele- 
gates. This body is composed of five 
delegates from the American Bar 
Association, three from each state 
association, and two from each local. 
As there are about 800 of the last- 
named kind the Conference would be 
unwieldy if all should participate. 
Actual attendance in 1921 was by 210 
delegates representing 42 state and 76 
local associations. 

The Conference became a section in 
1919, when there was a revision of 
constitution; as such it receives an 
appropriation for its work. Its field is 
deemed to embrace all matters affect- 
ing the profession. This gives it 
substantially the field in which the 
organic bars of other nations function. 
Its range of topics has embraced un- 
lawful practice of the law, bar organiza- 
tion, participation in judicial selection 
and professional ethics. This is a 
clear demarcation of field from the 
topics of national policy, legislation 
and substantive law which largely 
engross the attention of the parent 
organization. 

This is not so much because the 
Association did not interest itself in a 
way in these subjects as that the Con- 
ference, being a representative body, 
afforded better means for making 
conclusions effective. It early showed 
the characteristics of a representative 


body; it tackled its problems with a 
view to accomplishment; it was not 
lured by sentimental or rhetorical 
considerations. > 

After several years of preparation 
the American Bar Association in 1908 
adopted its Canons of Ethies.? There 
had been some previous formulation 
of canons by state associations but the 
action then taken gave great impetus 
and within a few years the state asso- 
ciations, with few exceptions, adopted 
the uniform draft. 


Tan NATURE or THE LEGAL 
PROFESSION 


This sketch of the state of organiza- 
tion at this time has appeared neces- 
sary as a basis for consideration of the 
fields in which organization should 
work. The lawyer is a creature of the 
state. There is no inherent right on the 
part of any person to act as lawyer— 
to advise or to plead causes for hire. 
But there is a social necessity for such 
services and the state meets the need 
by conferring on certain selected in- 
dividuals the privilege of practising 
law and forbids others to compete. 
The practice of law is so much a 
public or political function that lawyers 
are essentially public officers, although 
they do not draw public pay. The 
profession constitutes, therefore, a body 
politic, in this respect differing from 
other professions. 

Americans cannot conceive of a 
body politic standing independent of 
government, like the bar of Belgium, 
for instance. In most states the bar is 
constituted by force of statute and 
subject to legislative control. But ina 
few states the courts have held that 
the bar is a part of the judiciary and 
hence legislation affecting it is un- 
constitutional because of interfering 
with a codrdinate and independent 
branch of government. These variant 
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theories appear to differ but little in 
actual practice. 

The bar has powers and, conse- 
quently, duties. Its powers are quite 
clearly defined; its duties less clearly. 
Its means for performing these duties 
are slowly evolving. l 

It is obvious that the proper func- 
tioning of the bar, with its complex, 
delicate and immensely important 
duties, cannot depend upon compulsion. 
As is the case with judges, lawyers 
must be presumed to act mainly from 
intelligent self-interest and high moral 
perception, and be amenable to public 
opinion. In the absence of adequate 
learning and staunch moral fiber no 
conceivable power could compet faith- 
ful and intelligent service. No legis- 
lature could force a recreant bar to 
serve efficiently. The courts have a 
little power, but not one of continuous 
regulation, and judicial control cannot 
take the place of spontaneous good 
intentions. Regulation, if there be 
any, must proceed from the profession 
itself; it must be instinctive and auto- 
matic. 


Tae Misston or Lecar Eruics 


This whole matter of ethics is vastly 
more difficult than is implied by the 
punishment of acts which are malum 
per se. ‘The public generally is most 
concerned with mere honesty and wants 
only to hold the lawyer to the standard 
necessary for the lay fiduciary. Un- 
fortunately, an element in the public 
enjoys seeing a lawyer employ every 
weapon in the arsenal and is inclined to 
judge solely by success in winning 
the particular battle. But the public 
suffers a thousand times more from less 
conspicuous infractions of ethics than 
from plain dishonesty. The lawyer 
has it in his power to provoke htiga- 
tion, to keep it alive indefinitely and, 
‘in a hundred ways, to bring the admin- 
istration of justice into disrepute, and 


yet not commit any offense in the 
criminal code or be thought unfaithful 
to his profession. 

Nor is the public in a position to be 
critical concerning ability and training. 
Tt must largely take its lawyers at their 
own professed estimate. A very igno- 
rant lawyer can easily impress a jury or 
the audience of a courtroom by a show 
of erudition. And lack of technical 
skill may cause untold mischief, possi- 
bly after the lapse of years. 

This is the situation in a measure 
with respect to all professions. ‘Their 
practitioners deal in mysteries. They 
are not safely judged except by their 
colleagues. And that is why there 
must be ethical standards for profes- 
sions. 

This essential ignorance and help- 
lessness on the part of the public tends 
strongly to cause a serious misunder- 
standing of the most important mission 
of ethical rules. There is a hasty 
belief that outsiders, able to work for 
less pay, are prevented from doing 
some of the lawyer’s work in order to 
save fees for the lawyer. There is also 
the assumption that ethical rules exist 
largely to hamper the young practi- 
tioner and prevent him from compet- 
ing with his elders. It is easy to refute 
the former assumption, for anybody 
can be made to understand that lay . 
advice is not only hazardous but that 
it has back of it no responsibility. A 
lawyer’s reputation is his capital which 
stands behind his opinions. The lat- 
ter assumption is a little more involved. 
Indeed, it is strange that so many 
lawyers themselves cannot explain why 
advertising is tabu among lawyers. 
That is, they cannot formulate a 
philosophic reason based upon social 
necessity. 

The reason lies in the credulity and 
ignorance of the public. If advertis- 
ing is permitted, it is the ability to 
write a persuasive advertisement that 
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will gauge success, rather than legal 
ability. If solicitation of clients is 
permitted, there is no end whatsoever 
to competition in solicitation. If am- 
bulance chasing and hospital solicita- 
tion are permitted, the public falls a 
victim to the least ethical, the least 
conscientious, the least honest of law- 
yers. 

With these coarser evils still menac- 
ing the profession it is too early to 
throw light on such self-recommenda- 
tion as is gained through candidacy for 
office, through ‘holding positions of 
honor in fraternities and public associa- 
tions of all kinds. But eventually 
even these less dangerous and more 
difficult matters may be brought within 
ethical regulation. 

The need now, and for a long time 
past, has been imperative to expel 
lawyers who connive at the fixing of 
witnesses, the bribing of jurors and 
court officers and the solicitation of 
personal injury suits. The situation, 
perhaps, is not as bad as it has been, 
but in many places it is still deplorable. 
These are the raw instances of mis- 
conduct, found largely in that portion 
of the bar which specializes in the 
defense of criminals. They could be 
curbed by the courts. In Detroit, 
when a unified criminal court was 
_ established in 1920, the shyster was 
tamed in a single day. Criminal 
defense has largely shifted to reputable 
practitioners in that city. But, gener- 
ally, the judges are too dependent to 
exert any controlling influence, and in 
many inferior city courts they are 
themselves recruited from a doubtful 
element. 


A Step IN State Examrintne Boarps 


Good service depends on knowledge 
as well as character. A lack of either 
essential threatens a loss of rights 
or the: miscarriage of justice. Legal 
knowledge can be quite accurately 
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tested by examinations and no person 
should be admitted to practice until he 
has given proof of a degree of mastery 
of the law. But until the last twenty 
or thirty years there was an almost 
universal disposition to admit any 
person, not notoriously unfit, who had 
read a few law books. Traditionally, 
admission was by order of court after 
a committee of the bar had given 
a perfunctory examination. In most 
states this laxity on the part of courts 
led to reform through legislation which 
created examining boards. 

The older indifference to the subject 
gradually came into conflict with the 
growing sense that the profession was 
losing .ground in critical estimates. 
Yet it could point to its aggrandize- 
ments of power in extra-professional 
activities, such as legislating, holding 
public office, and manipulating political 
machinery. Probably this extra-pro- 
fessional power itself occasioned some 
alarm and fostered the criticism which 
induced the bar to take note of its 
direction of drift. . 

The creation of state examining 
boards marked a great step forward, 
for it centralized responsibility in offi- 
cers who were impersonal and rela- 
tivelyindependent. The state supreme 
court was relieved of a duty which it 
could not easily perform. The bar, 
without realizing the fact, had gained 
possession of the gateway to the pro- 
fession. 


STANDARDS FOR LEGAL EDUCATION 


Beginning fifty years and more ago, 
law schools arose in this country in 
response to the popular concern for 
legal education in a polity which gave 
the lawyer such a heavy rôle. The 
schools have increased and developed 
along two main lines. The endowed 
schools and those supported by state 
funds have been free to impose higher 
standards of scholarship. The stand- 
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ard among them todaf is three years 
of technical study following two of 
general college study, though not all 
have yet reached this level. As their 
requirements for admission and gradu- 
ation were increased, the proprietary 
schools had left to them a larger field 
and one sufficiently lucrative to call 
into being a number of such institu- 
tions. Competition between them in- 
duces considerable advertising, which 
tends to promote legal study. 

While about 40 per cent of the law 
schools provide excellent courses, and 
it is possible for the exceptional student 
to get a fair education in an inferior 
school, the result generally has not 
been what is needed. A degree is 
nowhere a requisite to admission to 
practice and in many states the ex- 
aminations are still too easy. The 
well-schooled college graduates are in 
a minority among those coming to the 
bar. Insome states a high school edu- 
cation is not required and in no state 
is a single year in college necessary. 
We have now, as always, a great many 
lawyers who are ethically and profes- 
sionally capable, but who have no gen- 
eral learning. ‘Their ignorance of polit- 
ical science is a national misfortune. 
For a scientific view of human affairs 
they substitute and cling to outworn 
legal dogmas. For many of them 
history began with the discovery of 
America. The dogmatic, rather than 
the scientific view of law, dominates 
the profession and the bench. 

For nearly thirty years the Ameri- 
can Bar Association struggled with the 
problems involved in educational re- 
quirements. Gradually the tie be- 
tween good education and good morals 
became obvious. In 1921 t! Asso- 
ciation made its pronounce at. A 
committee, headed by Mr. E. u Root, 
reported a resolution in favoi' of two 
years of study in a college and three 
years in a law school as the minimum 


standard for admission to practice. 
After notable debates, the standard 
was adopted in the Section on Legal 
Education and then by the Association 
by large majorities. 

The resolution provided also for the 
calling of a national conference to 
consider means for establishing the’ 
standard by force of law or supreme 
court rule in the various states. The 
Conference of Bar Association Dele- 
gates afforded the needed machinery 
and a meeting was called for February, 
1922, in the city of Washington. A 
great deal of hostility must be over- 
come before there can be any general ac- 
ceptance of the standard. Opposition 
comes from lawyers who look upon 
educational standards as a reflection on 
their own shortcomings, and from the 
proprietary schools. The latter, how- 
ever, conceded most of the fight at the 
start, making a stand only for an 
“equivalent” to two years of college 
study. Victory will come first in 
states which have no proprietary 
schools but good public universities. 


REGULATION OF CoNDUCT BY THE BAR 
TTSELF 


There remains, finally, the matter of 
continuing regulation of conduct by 
the bar itself. No other agency can 
avail. Nor can an unorganized or 
partially organized bar accomplish 
this. A good start has been made 
by the voluntary, exclusive, minor- 
ity associations. But very generally 
throughout the country disciplinary 
work is weak and uncertain. In small 
centers the ethically sensitive are too 
close to offenders to be able to grip the 
situation. It is safer to pass by on 
the other side. In the large cities the 
occasional penalties imposed are too 
rare to be strongly deterrent, and they 
lack the needed direction toward the 
delicate relations of attorney to client 
and advocate to judge. 
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‘stve and democratic basis. 


There. would be little reason for 
optimism on this score were it not for 
a movement for inclusive bar organiza- 
tion fathered by the Conference of Bar 
Association Delegates. In 1920 a 
committee, headed by Judge Clarence 
N. Goodwin, reported a plan for or- 
ganizing the bar of a state on an inclu- 
It starts 
with the proposition that the bar 
constitutes a body politic and that it is 
necessary only to provide for it a 
simple scheme of government by 
statute or by rule of the state supreme 
court. It is proposed that every 
practising lawyer in the state be re- 
quired to contribute annually to the 
expense of the association and in return 
for that be given an equal and practical 
share in its management. This con- 
trol is effectuated by requiring the 
lawyers in each district, or circuit, to 
elect, by mail ballots, their representa- 
tive on the board of governors. This 
board is to exercise disciplinary powers 
and such other powers as may be 
pertinent. It can create grievance 
committees for cities, or counties or 
districts and. provide means for their 
work. 

It would be the duty of such a com- 
mittee to investigate all complaints, 
either from laymen or lawyers, and to 
take such action as may be needed. 
The protection of the innocent is quite 
as important as the punishment of the 
delinquent. This can be done more 
effectually by a committee than by any 
court, which must necessarily act 
publicly. Its hearings would be quasi- 
judicial and it would determine the 
facts and make a record. The com- 
mittee would also have the power to 
compel the attendance of witnesses and 
the production of evidence. The ac- 
cused,- if: found guilty’ of improper 
conduct, could, accept the penalty 
imposed, resign, or demand review by 
the supreme court. 
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This would afford the ideal raachin- 
ery, Impersonal in character, sustained 
by a representative state body, able 
to protect innocent persons through 
privacy and to discipline offenders by 
publicity. -The courts would accept 
assistance of thiskind. Such a system 
means democratic self-government and 
self-discipline on the part of the bar. 
Every lawyer is given equal represen- 
tation with no requirement save that 
he pay the annual dues, in default of 
which he must cease practising. There 
can be under such a plan no large 
element escaping responsibility by 
refusing to do its share, and no element 
contributing without a genuine voice 
in affairs. The governors would in- 
evitably be representative of the best 
elements in the profession; not so 
impossibly lofty as the reformers, but 
assuredly jealous for the reputation of 
the profession thus placed in their 
keeping. 

At the 1921 meeting of the Confer- 
ence of Delegates, Chairman Goodwin 
was able to report that a large number 
of state associations were interested in 
the proposal and that in several states 
bills had been introduced in legislature. 
In North Dakota the first legislative 
result was secured. The presumption 
is that the voluntary associations will 
merge in the inclusive bar and that 
their social activities and interest in 
general legal topics will continue as 
formerly. This is not especially im- 
portant because the existing associa- 
tions might retain their present work 
and selective memberships, leaving to 
the organic bodies the functions which 
they are not adapted to exercise. 


POSSIBILITIES For Law TEACHERS 


An account of the American bar 
would be incomplete without reference 
to the growing importance of the pro- 
fessional law school teachers. The 
practising lawyer who teaches occa- 
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sionally fills a useful part and will not 
soon be displaced, but there was little 
improvement in legal education until 
it was taken over by lawyers who had 
‘no conflicting interests. The past 
generation has seen the development 
in this country of the best law schools 
in the world, side by side with some of 
the least worthy, in this respect paral- 
leling the profession, which also reaches 
the two extremes. Probably our best 
lawyers are the ablest lawyers the 
world has ever seen, and there can be 
little doubt that our worst lawyers are 
far below the lowest in other civilized 
countries. Nowhere else is there a 
class of lawyers comparable with the 
shysters of the criminal courts of this 
country. — 

To return to the professional teach- 
ers; they are doing vastly more than 
creating a method of pedagogy. Their 
detachment from clients peculiarly 
fits them to deal abstractly with law. 
Their critique of decisions is whole- 
some and helps to systematize the ideas 
of practitioners and judges. They 
would do well to hold themselves less 
aloof from legislation, which is the 
most conspicuous phenomenon of mod- 
ern times. 

There is reason for thinking that 
this teaching class, constituting now, 
with the practitioners and judges, a 
third estate in the profession, Is to 
perform a work far beyond present 
conceptions. We are drifting toward 
a situation which calls for some heroic 
work in respect to law. To some it 
appears as a “restatement” of the law; 
to some, as a partial codification; to 
others, scientific legislation. Hereto- 
fore there has been no agency for such 
great service. It is becoming evident 
that the law teachers will be best fitted 
to function in this field. And to this 
end there is needed imperatively a 
study of jurisprudence in order that a 
lasting foundation may be laid for the 


. employer. 


7 43° 


most difficult and far-reaching work 
that lawyers have ever undertaken. 


PRESENT THEORIES AND 
SPECULATIONS 


It is apparent that this article could 
not have been written even a year or 
two ago. ‘There are at present other 
theories and speculations which de- 
serve consideration. The lawyer work- 
ing under annual salary, whether for a 
municipal corporation, a bank, trust 
company, insurance company or large 
firm of lawyers, presents a problem 
as yet hardly realized. Such a lawyer 
cannot be as closely attached to the 
court in which he practises as to his 
This is not an ideal sttua- 
tion. Since responsibility for ethical 
conduct must rest’ upon the lawyer’s 
personal reputation he should be a free 
agent, subject only to professional 
guidance and surveillance, and free 
from moral overstrain. Nor should 
lay agencies participate,. directly or 
indirectly, in the practice of law, either 
by advising clients or by prosecuting 
their suits, because they cannot, like 
the individual lawyer, offer the sanctity 
of a personal reputation which com- 
pares with the ready assets which our 
banking laws require. A corporation 
cannot be disbarred. 

The cost of a thorough legal educa- 
tion is worrying some persons who 
hold that it will bar applicants of small 
means and make for a plutocratic bar. 
They propose to divide the profession 
into two classes: on one side, thorough- 
ly educated lawyers with general pow- 
ers and functions, and on the other, 
partly educated lawyers with limited 
powers. The suggestion that the less 
educated might suffice to counsel the 
poor is so dangerous that it must be 
condemned outright.. The poor, the 
ignorant, the unsophisticated most 
need all the protection that can be 
thrown about them. Low grade legal 
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services are emphatically) not the 
cheapest. 

Worry about improving legal educa- 
tion derives partly from the belief 
that the inferior law schools are too 
strongly intrenched to be ousted or 
reformed. ‘This remains to be seen. 
As for a division of the bar, it is sub- 
mitted that the only division conceiv- 
able is one between counselors and 
advocates. But this cannot grow out 
of -two kinds of law schools. It is 
possible that in time advocacy will 
emerge as a recognized specialization 
in a bar of greater solidarity than now 
exists, just as the College of Surgeons 
emerged from the American Medical 
Society. But in such case the advocate 
would have to rely on superior ability 
to try cases. There is no prospect 
that the general practitioner will ever 
be deprived of his traditional power to 
conduct litigation. 

There is another way in which these 
difficulties might be resolved. It lies 
in encouraging the study of law, not 
with a view to serve clients, but to fill 
the places now taken by “house law- 
yers” in private employment. A new 
designation would have to be found 
for this class. They would not be 
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entitled to perfprm any of the essential 
functions of the lawyer. They would 
be ineligible to judicial office. Their 
education would not be a matter of 
great public concern. This would 
preserve a field for inferior law schools, 
subject to competition from the uni- 
versities which have added special law 
courses for students in commerce, 
transportation and executive training. 
It is a good thing to have a knowledge 
of law widespread in the commu- 
nity, providing the rights of clients are 
not jeopardized. This “outer bar” 
would be as favorably situated to hold 
public offices as is the lawyer himself 
and thus the imagined danger of an 
aristocracy of brains and knowledge 
monopolizing statecraft and legislation 
would be laid. ; 

But whatever the outcome we must 
aim to establish such standards of 
education and ethics that the word 
lawyer will always and everywhere 
signify genuine competence and abso- 
lute fidelity. This is no mere counsel 
of perfection. It is entirely practical. 
And as we progress we will be looking 
toward a golden age when the legal 
profession will be useful and respected 
to a degree now barely foreshadowed. 


Unlawful Practice of the Law Must Be Prevented 


By Junus Henry Coren 
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said in an address to the Chamber of 
Commerce of the State of New York on 
February second last: “Quack doctors 
and quack dentists have been driven 
from the state. The regents are called 
on constantly to prosecute illegal 
practitioners and to revoke licenses for 
law violation.” 

He reminded us that “not so very 
long ago no educational test was re- 
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quired of a dentist. Young men 
entered offices and learned the business 
by experience. Some of them became 
very good dentists toward the end of 
their lives but meantime their patients 
were the victims of their search for 
experience.” An abscess in a tooth 
resulting from a poor filling is a pretty 
dangerous thing and something against 
which we all agrée the unsuspecting 
patient should be protected. No one 
questions the wisdom of regulating the 
practice of medicine or the practice of 
pharmacy, and we have come to recog- 
nize that so important to health is 
proper plumbing that we permit only 
licensed plumbers to practise. The 
care of horses and cows and other cattle 
we regard of sufficient consequence to 
permit only licensed veterinarians to 
practise. Now it came-to pass in the 
very early history of civilization that 
contact with the law required knowl- 
edge and advice, and as the ignorant are 
easily misled by quacks and charlatans, 
‘the state undertook to make sure that 
those who applied such knowledge and 
gave such advice should- be qualified. 


‘Tur Soctat NEED ror A Bar 


It was easy to adopt this principle 
in the case of the lawyer. Historically, 
he owes his position to the fact that he 
is an “officer of the court,” and, under 
the court, subject always to discipline 


for improper conduct.! Where there is” 


no licensed bar, there is trickery and 
chicanery. In China there is no li- 
censed bar, but there are lawyers. 
They are called “rascals of the law- 
suit” (chung-guen).? They undertake 
to furnish legal advice and assistance 
to the litigant, and, incidentally, to 
capture the friendly ear of the court in 
behalf of the litigant. If caught, they 
are sent to jail. But the need for a 

1 The Law: Business or Profession? Chapters 
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bar produces one, even unlicensed. 
For many years in our large cities the 


‘poor, especially those who came from 


foreign countries, where the notary 
public was himself a trained official 
competent to draw legal instruments, 
were the prey of notaries who drew for 
them not only leases and bills of sale, 
but wills and other documents, and 
undertook to give legal advice. Few 
of these practices now exist in New 
York or Kings County. With the aid 
of the State Industrial Board, the 
Committee on Unlawful Practice of 
the Law of the New York County 
Lawyers’ Association. and the Brooklyn 
Bar Association have driven them out. 
As Judge Crane pointed out in People 
v. Alfani, 227 N. Y. 334: 

Is it only in court or in legal proceedings 
that danger lies from such evils? On the 
contrary, the danger there is ata minimum, 
for very little can go wrong in a court where 
the proceedings are public and the presiding 
officer is generally a man of judgment and 
experience. Any judge of much active work 
on the bench has had frequent occasion 
to guide the young practitioner or protect 
the client from the haste or folly of an older 
one. Not so in the office. Here the client 
is with his attorney alone, without the 
impartial supervision of a judge. Igno- 
rance and stupidity may here create dam- 
age which the courts of the land cannot 
thereafter undo. Did the legislature mean 
to leave this field to any person out of 
which to make a living? Reason says no. 
Practising law as an attorney likewise 
covers the drawing of legal instruments as 
a business. 


The Committee on Unlawful Prac- 
tice of the Law of the New York 
County Lawyers’ Association owes its 
existence to a study of this problem 
made by a special committee in the 
year 1914. This committee reported 
the conditions as they were found in 
New York City and stressed the need 
for a continuous investigatory and 
prosecuting agency. The work of the 
Committee, however, is not limited to 
the prosecution of notaries public and 
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individuals who pretend to be qualified, 
yet are not licensed to practise law, but 
has extended to the field of corporate 
endeavor. Not much argument is 
necessary to convince the layman that 
wherever special and expert skill is 
required, the state should protect him, 
as it does in the case of the dentist and 
the druggist and the doctor. But it is 
the common view that it does not 
require much skill to draw a lease or 
a contract or a will. Writers like 
Graham Wallas, for example, wonder 
why one should be obliged to pay a fee 
to a lawyer for drawing an instrument 
when forms could be easily prepared 
by the state that laymen could fill in. 


CARELESS LEGAL Worx A CAUSE 
oF LITIGATION 


Of course, every lawyer knows how 
dangerous a doctrine this is, and yet 
how profitable to the bar acceptance of 
it becomes, for it is just the careless 
drawing of legal documents that makes 
for litigation. The New York State 
Bar Association in the year 1914 made 
a study of the causes of preventable 
litigation and discovered that the 
largest percentage of litigation came 
through improperly drawn contracts 
and wills. Too often even capable 
business men treat the drawing of a 
lease as though it were a purely formal 
matter, taking the advice of a real 
estate broker or a justice of the peace. 
We.are all so slipshod generally in this 
country that any effort to use language 
carefully and with definite meaning is 


looked upon with disdain. In his ’ 


interesting book, The Behavior of 
Crowds, Everett Dean Martin traces 
the popular contempt for knowledge 
to the “personal inferiority complex”, 
and the desire of the crowd to put 
everyone on a level. Whether this is 
true or not, it is the fact that only the 
person who is himself trained in some 
art appreciates the value of training 
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in others. It is the experienced busi- 
ness man who realizes the value of 
the lawyer’s care and advice, not ‘the 
ignorant one. 

I once heard Chancellor Day of the 
Syracuse University at a public dinner 
arouse an audience of business men to 
enthusiasm with the suggestion that 
if only we sent business men to Con- 
gress instead of lawyers, we should be 
much better off. He was followed by 
Martin Littleton, who at once sug- 
gested that this would be entirely 
satisfactory to the lawyers, for, if the 
business men would make the laws and 
leave to the lawyers the litigation that 
would follow, it would be a splendid 
division of labor. And it is true of 
legal documents, as well as of legislation 
that the slipshod, careless and in- 
different use of language only leads to 
the employment of lawyers. 


CORPORATIONS AND TRUST 
COMPANIES IN LEGAL CAPACITY 


In the case of the notaries, the poor 
and the weak are preyed upon. But 
what of the corporations that draw 
deeds and wills and other documents? 
Are they not expert, perhaps more 
expert than the lawyer? Doctor 
Frank Crane, writing in the Globe the 
other day, said: “Even able lawyers 
have been known to. make wills that 
would not stand. For this reason trust 
companies are coming more and more in 
favor among testators who desire to 
make sure that their property will be 
disposed of according to their wishes.” 

But the trust companies of New 
York City have come to realize that 
this is wrong doctrine. They subsist 
upon the confidence of the public in 
the fiduciary relationship. The trust 
company is something that somebody 
trusts. The trustee is one who holds 
property in trust for another. Now, it 
is precisely that fiduciary principle 
which the lawyer must apply almost 
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every moment of his work. He is not 
only the trustee of property. He is 
the trustee of vital things. He knows 
the secrets of the client. He knows 
intimately the family relations. He 
must be trusted to keep them confi- 
dential. The dentist may leave you 
with an abscess in your tooth that 
may, it is true, ultimately lead to your 
destruction, but, after all, that is only 
a physical worry. The lawyer who 
betrays his trust may leave you with an 
abscess that eats into the very heart 
of your family life after you are dead 
and gone. Never before in the history 
of the bar has so much dependence 
been placed upon the confidence which 
is reposed in lawyers. Not an enter- 
prise of any consequence, not a rela- 
tionship of any pecuniary importance 
is formulated without the participation 
in some way of the lawyer, and to draw 
the documents requires a knowledge of 
the human factors involved. We are 
very far away in actual life from Quirk, 
Gammon and Snap and their scheme 
with Tiddlebat Titmouse, though if 
‘the layman needs instruction on this 
matter of what happens when the 
lawyer fails to apply the high standards 
of his profession and sets out to betray 
the trust reposed in him, he need but 
read Warren’s Ten Thousand a Year. 


- Tan Frouctary PRINCIPLE 


It is the fiduciary principle, then, 
which is the breath of life of the pro- 
fession. It is also the breath of life 
of the trust company. The New York 
City trust companies have learned, 
therefore, that the fiduciary principle is 
not preserved when the trust company 
draws the will for the proposed client. 
It may, indeed, act as trustee of his 
property. It may, indeed, counsel 
him on business matters. But when 
it comes to drawing his will, or, for that 
matter, the deed of trust by which the 
trust company is to be his trustee, the 


trust company lawyer cannot act both 


for the trust company and the maker of 


the will without violating the fiduciary 
principle. No man can serve two masters. 
It is precisely at this point that the 
differentiation between business and 
profession occurs. ‘The drawing of a 
will is a human thing. It is not a mere 
matter of phraseology and typewriting. 
It involves intimate knowledge of 
family relations, an inner grasp of the 
secrets of him who is about to prepare 
a record of his last wishes. What he 
does by this document may mar or 
make those dependent upon him and 
may mar or make his own record. 
Nothing short of the completest con- 
fidence- and disclosure will do: there- 
fore, the direct personal relationship 
between attorney and client; therefore, 
the necessity for preventing or preclud- 
ing a conflict of duties. 

In the analysis of the philosophy 
underlying these relations, it is a very 
significant thing that the Committee 
on Professional Ethics and the Com- 
mittee on Unlawful Practice of the 
New York County Lawyers’ Associa- 
tion are acting on the same funda- 
mental principles. In Question and 
Answer No. 201 the Committee on 
Professional Ethics said: 


In the opinion of the Committee is there 
any professional impropriety on the part of 
a lawyer entering into the formation of a 
partnership with a certified public account- 
ant for the practice of public accounting and 
tax report service? 


A majority of the Committee is of the 
opinion that the implication of the arrange- 
ment and of the question is that the partner- 
ship furnishes the legal survices of the lawyer 
to ws customers; they consider that such 
exploitation of professional services for the 
profit of or by those who are not entitled to 
practice law (in whatever guise cloaked) is not 
professionally proper, because it admits to the 
emoluments of the office those who are not en- 
tilled to tts privileges or bound by its discipline 
or amenable to summary correction, and 
affords an opportunity to the layman to give 
legal advice. 
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The collection agency thrives on the 
solicitation and advertising for business. 
The lawyer may not solicit or adver- 
tise. What this means is fully dis- 
closed in the discussions in the two 
cases of Matter of Schwarz, 175 App. 
Div. 335, and Matter of Schwarz, 195 
App. Div. 194. When the lawyer 
really begins to. advertise as business 
men advertise to get business, he 
lowers himself and his profession. He 
impairs the fiduciary principle. If he 
is not to advertise or solicit directly, 
what shall we say then of the lay agency 
which does the advertising and makes 
the profit, utilizing the lawyer as a 
mere employe, selling his service 
without any direct responsibility be- 
tween him and the client. 


Dury oF THE Bar TO SAFEGUARD 
THE COMMUNITY 


It is for these reasons that the bar 
carries the responsibility of preventing 
the so-called practice of the law by 
corporations and laymen. It is no 
answer to say that not all lawyers are 
properly equipped, or that not all 
lawyers are men who observe the 
fiduciary principle. It is the duty of 


the bar to see that lawyers are properly 
equipped and that all do observe the 
fiduciary principle. This duty, let it 
be frankly admitted, has not been fully 
performed by the bar. To meet this 
duty fully it is now organizing. -It 
must take steps to see that a bar 
adequately trained, of moral character, 
performs the service to the community; 
but it must also perform the duty of 
safeguarding the community from those 
who have not even the present limi- 
ted training required for admission to 
the bar, and it must also protect the 
community from itself treating the 
lawyer’s services as a “jobber treats 
merchandise.” When that happens, 
the lawyer as a professional man goes. 
But with him goes the fiduciary princi- 
ple, so vital and so essential for the 
protection of the community in the 
relation between lawyer and client. 
The doctrine of caveat emptor will not 
give to the community the protection 
it must have in such a relationship. 


Only the highest and best standards 


will do. No others will suffice. The 
layman is not able to protect him- 
self. The community must do it for 
him. 


A Selected Bibliography on Legal Ethics 


Ethics of the Legal Profession, by Orrin N. 
Carter, Judge of the Supreme Court 
of Illinois. Pp. 116. Chicago: North- 
western University Press, 1915. 

A most illuminating compendium of the 
subject, with an introduction by Professor 
John.E. Wigmore. Contains profuse cita- 
tions and an extenstve bibliography; also, 
the Canons of Ethics of the American Bar 
Association. 

Cases and Other Authorities on Legal Ethics, 
by George P. Costigan, Jr., Professor of 
Law in Northwestern University. Pp. 
616. St. Paul: West Publishing Com- 
pany, 1917. 

This is one of the West Publishing Com- 
pany’s Case Book Series, published under 


the editorship of Professor Wm. R. Vance 
of the Yale Law School. Beside leading 
cases on the conduct of lawyers adjudicated 
in the courts, there is included the Canons 
of Ethics of the American Bar Association. 
and also those of the Boston Bar Associa- 
tion; also, the classic Fifty Resolutions of 
David Hoffman and many of the answers 
to questions on legal ethics propounded to 
the Committee on Professional Ethics of 
the New York County Lawyers’ Associa- 
tion. Quotations from the published opin- 
ions of many lawyers on various questions 
of legal ethics are also given. 
Ethics in Service, by William H. Taft, Chief 
-Justice of the United States. Pp. 101. 
New Haven: Yale University: Press, 1915. 
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This is a series of lectures given at Yale 
University under the provision of the Page 
Foundation. In the first two lectures, 
“History of the Profession of Law” and 
“Legal Ethics,” the practising lawyer will 
find many pertinent suggestions. 

A Course of Legal Study, by David Hoffman, 
2 Vol. 2d ed., Baltimore, 1836. 

In this book were first published the 
memorable “‘Resolutions” formulated by 
Hoffman for the assistance of the young 
practitioner. They have become a classic 
in the literature of the law and an authority 
in the study of legal ethics. They are 
given in the Appendix of Costigan’s book 
cited above. 

Essay on Judicature, by Sir Francis Bacon. 
Bacon’s “Works,” Vol. 1. 

Blackstone’s Commentaries on the Laws of 
England. Chicago: Bancroft edition, 
1915—16. i 

Law: Its Origin, Growth and Function, by 
James C. Carter. New York: Putnam, 
1907. 

Laws and Jurisprudence of England and 
America, by John F. Dillon. Boston: 
Little, 1895. 

American Lawyer, by John R. Dos Passos. 
New York: Banks, 1907. 

Nature and Sources of the Law, by J. C. 
Gray. New York: Lemcke, 1909. 

Lawyer in Interature, by J. M. Gest. 
Boston: Boston Book Company, 1913. 

Collected Legal Papers, Oliver Wendell 
Holmes, “The Common Law.” New 
York: Harcourt, 1920. 

Law of Attorneys, Solicitors and Agents, by 
Robert Maughm. London, 1839. 

"ield of Ethics, by G. H. Palmer. Boston: 

Houghton Miffiin, 1901. 

Orations and Essays, by E. J. Phelps. 
York: Harper, 1901, p. 106. 

_ History of English Law, by E. Pollock and 
F. Maitland, 2d. ed. 2 Vol. Boston: 
Little, 1895. Vol. I, p. 194. 

Treatise on Equity Jurisprudence, by J. N. 
Pomeroy, 3d. ed. Chicago: Bancroft, 
1905. Sec. 960. 

Treatise on American Advocacy, by A. H. 

_ Robbins, 2d. ed. Central Law Journal, 

1913. 

Essay on Professional Ethics, by George 


New 


Sharswood, 5th ed. Philadelphia: T. and * 


J. W.-Johnson, 1907. 
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Treatise on Attorneys at Law, by Edward 
Mark Thornton, 2 Vol. New York: 
Thompson, 1914. 

Essays in Legal Ethics, by George W. 
Warvelle, 2d. ed. Chicago: Calahan, 
1920. 

Treatise on Attorneys and Counselors-at-Law, 
by E. P. Weeks, 2d. ed. Chicago: 
Bancroft, 1892. Sec. 14. 

Memoirs of the Infe, Character and Writings 
of Sir Mathew Hale, by J. B. Williams. 
London, 1835. P. 197. 

Lawyer’s Official Oath and Office, by J. H. 
Benton. Boston: Boston Book Com- 
pany, 1909. 

Hints on Advocacy, by Richard Harris, 14th 
ed. Boston: Little, 1911. 

A Book About Lawyers, by John Cordy 
Jeaffreson. London: Hurst and Blackett, 
1867. 

A Philadelphia Lawyer in the London 
Courts, by Thomas Leaming. New York: 
Holt, 1911. 

Barrister-at-Law: An Essay on the Legal 
Position of Counsel in England, by James 
R. V. Marchant. London: William 
Clowes and Sons, Ltd., 1905. 

Day in Court, by Francis L. Wellman. New 
York: Macmillan, 1910. 

Conduct of Lawsuits Out of and In Court, by 
John C. Reed, 2d. ed. Boston: Little, 
1912. 

Facts as Subjects of Inquiry by Jury, by 
James Ram, 4th ed. New York: Baker, 
1890. 

Gibbon’s Rome, Decline and Fall. Vol. 2, 
chap. 17. 

In addition to this list of larger works 
dealing with the subject of “Legal Ethics” 
is appended the following list of articles and 
addresses on the subject. printed in legal 
and other publications. 


ARTICLES AND ADDRESSES DEALING WITH 
THE Suspect or Lecau Erutics 


“A Code of Legal Ethics,” by Charles A. -> 


Boston, published in The Green Bag, May, 
1908. 

“Legal Ethics,” an address delivered by 
Charles A. Boston before the Commercial 
Law League of America, Bulletin of the 
League, September, 1913, and reprinted, 
American Legal News, Vol. 24, No. 8, 

- August, 1913, p. 15. 
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“The Lawyer’s Conscience and Public 
Service,” by Charles A. Boston, Atlantic 
Monthly, September, 1914. 

Publication by Albany Law School of 
addresses made since the endowment in 
1902 of a Chair of Legal Ethics. Pub- 
lished semi-annually. 

Reports of the Committee on Ethics of the 
American Bar Association during the 
years 1905 to 1908, published in the 
annual reports of the Association. 

“The Moral, Social and Professional Duties 
‘of Attorneys,” an address delivered by 
Samuel Warren before the Incorporated 
Law Society of England. English edi- 
tions 1848 and 1852, four lectures. Amer- 
ican edition, Albany, 1870. 

“Proposed Ethical Code,” published in 
Bench and Bar, Vol. 14, No.3,September, 
1908: p. 89. 

“The Code of Ethics and its Enforcement,” 
_by Alexander H. Robbins, the Central 
Law Journal, Vol. 75, No. 28: p. 419. 
“Correcting Abuses in the Bankruptcy 
Practices,” by J. Howard Reber, the 
Bulletin of the Commercial Law League 
of America, Vol. 17, February, 1912: p. 2. 

“The French Bar” by Paul Fuller, Yale 
Law Journal, Vol. 16, No. 7, May, 1907: 
p. 447. í 

‘The Legal Ethics Clinic of the New York 


County Lawyers’ Association,” pub- 


lished in the Illinois Law Review, Vol. 
7, No. 9, April, 1913: p. 554, 

“An Interesting Ethical Tribunal,” pub- 
lished ini Bench and Bar, new series, 
Vol. 9, No. 8, 1914: p. 333. l 

“The Illegal Practice of the Law versus 
the Unprofessional Practice of the Law,” 
and “‘Coéperation versus Solicitation in 
Bankruptcy,” by Julius Henry Cohen, 
American Law News, Vol. 23, No. 11, 
November, 1912: p. 3; and Vol. 23, No. 
12, December, 1912: p. 11. 

“Some Problems of Legal Ethics,” by 
Thomas Patterson, Case and Comment, 
Vol. 24, No. 8, January, 1918: p. 603. 

“Unlawful Practice of the Law,” and 
“Ethics,” published in Bulletin of the 
Commercial Law League of America, Vol. 
27, No. 1, January, 1912: p. 28; p. 32. 

“The French Code of Ethics,” the Green 
Bag, Vol. 28, No. 1, January, 1911: 
p. 16. 

“The Growing Disrespect for Lawyers,” 
by Julius Henry Cohen, Bulletin of the 
Commercial Law League of America, 
Vol. 17, February, 1912: p. 3. 


‘“New York State Association of Trust 


Companies and Banks in Their Fiduciary 
Capacity,” the report of the Committee 
on Relations of Trust Departments of 
Trust Companies and Banks with the 
Legal Profession, February 25, 1921. 


The Professional Organizations, Training and 
Ethical Codes of Physicians, Dentists, 
Nurses and Pharmacists 


By A. D. Warrinc, M.D. 
Philadelphia, Pennsylvania 


HE medical profession may be 

justly so termed because its “prime 
object is the service it can render 
to humanity.” Its members have 
attainments in special knowledge and 
have as a vocation the application 
of ‘this knowledge for the benefit of 
others. Reward or financial gain is, as 
a general rule, a subordinate considera- 
tion. Thousands of physicians give 
largely and nobly of their time and 
skill to the poor. The most enlight- 
ened physicians of today are advanc- 
ing preventive medicine, which tends 
to do away with a great deal of medical 
practice. Those who regularly render 
a large part of their services to their 
fellowmen gratuitously and are con- 
stantly striving to eradicate their own 
means of livelihood by preventive 
medicine are nearing the pinnacle of 
idealism in their professed object—the 
service they can render humanity. 


THe ORGANIZATIONS OF PHYSICIANS 


A most noted characteristic of 
modern medicine is a codperation 
which is rapidly becoming interna- 
tional in extent. Group organization 
in the profession is widespread, from 
the small hospital staff conferences 
through the numerous and various 
societies of specialists, county societies, 
and state societies to the national 
organizations. 

The hospital staff conferences are of 
great value to the staff and consequent- 
ly to the patients. The various hospi- 
tal staffs govern their own meetings. 
Usually, records of many interesting 
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or puzzling cases are reviewed and 
thoroughly discussed; treatment, 
whether operative or non-operative, is 
analyzed; results are noted. These 
conferences acquaint the staff with the 
various activities of the hospital, many 
of which lie beyond their individual 
line of medical work, tend to create a 
close coöperation among the staff 
members, and often between the staff 
and the hospital administration, and 
always stimulate individual endeavor. 
These staff meetings are required by 
the rules of hospital standardization 
promulgated by the American Medical 
Association and the American College 
of Surgeons. 


Tre Country SOCIETY 


The county medical societies form 
the local divisions of the state medical 
societies; the latter, combined, form the 
American Medical Association, the 
national body. 

The Philadelphia County Society, as 
an example, was instituted in 1849 and 
Incorporated under the laws of the 
state of Pennsylvania, in 1877. Mem- 
bership is limited to graduates “of an- 
institution legally authorized to confer 
the degree of doctor of medicine” who 
must be legally qualified to practise 
medicine in the state of Pennsylvania 
and must be citizens of the United 
States. The names of applicants for 
membership are read at a stated meet- 
ing of the Society, published twice, and 
then voted upon by a Board of Censors. 
A member of any other county society 
affiliated with the American Medical | 
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Association may be transferred to the 
Philadelphia County Society. The 
county society is the only portal of 


entrance to the state and -national 


societies. 

The rules of membership provide 
that “‘any physician who shall procure 
a patent for a remedy or for an instru- 
ment of surgery, or who sells or is 
interested in the sale of patented 
remedies or nostrums, or shall give a 
certificate in favor of a patented or 
proprietary remedy or patented in- 
strument, or who shall enter into 
agreement to receive pecuniary com- 
pensation or patronage for sending 
prescriptions to any apothecary, shall be 
disqualified from becoming a member; 
or if already a member, upon conviction 
of such offense shall be tpso facto de- 
prived of membership. ” 

The general business of the Society 
is in charge of a Board of Directors. 
From its membership the following 
committees ‘are appointed: (a) a Com- 
mittee of Scientific Program, which has 

charge of the scientific programs; (b) 
a Finance Committee, which has super- 
vision of the funds of the Society; (c) 
a Committee on Medical Defense, which 
looks after the defense of members in 
suits for alleged malpractice; (d) a 
Committee on Publication, which has 
charge of the publications of the So- 
ciety; (e)a Committee on Branch Soci- 
eties, which looks after and reports on 
the several branch societies. 

“Stated meetings of the Society,” 
it is ordered, “‘shall be (a) business 
meetings, which shall be held on the 
third Wednesdays of January, April, 
June and October, respectively, at 
8.30 o’clock p.m.; (b) scientific meet- 
ings which shall be held on the second 
and fourth Wednesdays of each month 
from September to June, both in- 
clusive, at 8.30 o’clock, p.m.” 

Branches of the Society may be 
formed for the transaction of scientific 
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business. The annual dues of the 
Society are $8. 

The code of ethics is that of the 
American Medical Association,! viola- 


. tion of which subjects the offending 


member, upon conviction, to censure, 
suspension, or expulsion from the 
Society. 

The members of the Society may be 
disciplined by reprimand suspension or 
expulsion “for the infraction of any 


‘by-law, or for acts or conduct which 


may be deemed disorderly or injurious 
to the interests of, or hostile to the 
objects of the Society, or for acts or 
conduct which may tend to lower the 
standard of the medical profession or of 
the practice of medicine, by a vote of 
two thirds of the members present at a 
business or special meeting of the 
Society.” mi a 
All moneys of the Society are ex- 
pended by previous appropriation or 
by special authorization of the Board 


of Directors. 


The Philadelphia County Medical 
Society issues The Weekly ‘Roster as its 
official publication. 

Every state in the Union has similar 
county societies all subject to the 
Principles of Medical Ethics of the 
American Medical Association, each 
being a component part of its state 
society, all having similar objects and 
aims, the advancement of the practice 
of medicine and the science of medicine. 
Application for membership in any of 
the societies is volitional on the part of 
the. medical profession; non-member- 
ship does not carry with it any penalty 
imposed by the profession other than 
the stigmata of non-membership. 


Tue Strate MEDICAL SOCIETY 
The Medical Society of the State of 
Pennsylvania, which was organized in 
1848 and incorporated under the laws 
of the state in 1890, may be used as ari 
1 For this code see page 260. 


THE PROFESSIONAL ORGANIZA'TIONS 


example of the organizations found in 
every state in the country, Alaska, 
District of Columbia, Hawaii, Isth- 
mian Canal Zone, Philippine Islands 
and Porto Rico. 

The purposes of this Society, as 
stated in the constitution, “shall be to 
federate and bring into one compact 
organization the entire medical profes- 
sion of the state of Pennsylvania; to 
unite with similar societies of other 
states to form the American Medical 
Association; to extend medical knowl- 
edge and advance medical science; to 
elevate the standard of medical educa- 
tion and to secure the enactment and 
enforcement of just medical laws; to 
promote friendly intercourse among 
physicians; to guard and foster the 
material interests of its members and 
to protect them against imposition; 
and to enlighten and direct public opin- 
ion in regard to the great problems of 
state medicine, so that the profession 
shall become more useful to the public 
in the prevention and management of 
disease and in prolonging and adding 
to the comfort of life.” 

Membership in the state society is 
limited to citizens of the United States 
who are members in good standing in 
their county medical societies and phy- 
siclans who: may occupy a teaching 
position with any college or university 
in the state. 

The legislative power of the Society 
is vested in the House of Delegates, 
composed of one delegate from each 
county society for each hundred mem- 
bers of that society, the presidents of 
the county societies, the president of 
the State Society and the trustees. 
Annual meetings of the Society are 
held in October of each year at such 
place as may be determined upon by 
the House of Delegates. 

The funds of the Society are raised 
by an annual assessment on each 
member of the several component 
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county societies, and paid by thecounty 
society out of the dues of its members. 
Out of the funds, each year, a sum not 
exceeding $1 for each member is set 
aside as a special Medical Defense 
Fund to be used for the legitimate 
expenses of members threatened with 
or prosecuted for alleged malpractice. 
Also, a sum not to exceed $1 is set 
aside each year as a Medical Benevo- 
lence Fund to be used only for the 
relief of pecuniary distress of sick or 
aged members or the parents, widows, 
widowers or children of deceased mem- 
bers. 

It is the duty of the House of Dele- 
gates to foster the scientific work and 
spirit of the Society, to use its influence 
to secure and enforce all proper medical 
and public health legislation, to diffuse 
popular information in relation thereto, 
and to encourage graduate and research 
work. 

The state is divided into nineteen 
censorial districts, each having a 
separate board of censors composed of 
members of the component county 
societies, whose duty it is to consider ap- 
peals from decisions of county societies 
by members who have been censured, 
suspended or expelled. The state is 
also divided into ten councilor dis- 
tricts, with one councilor for each 
district. Each councilor is the organ- 
izer and peacemaker for his district, 
visiting the counties in his territory at 
least once yearly for the purpose of 
organizing, of studying the condition 
of the profession, and of improving and 
increasing the zeal of the county soci- 
ety and the members. The Board of 
Councilors is the judicial council of the 
Society. It considers all questions 
involving the rights and standing of 
members, all questions of an ethical 
nature, and decides all questions of 
discipline affecting conduct of members 
of component county societies on which 
an appeal is taken from a board of 
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censors, with no appeal from its find- 
ings. The Board is authorized to 
employ a member of the bar as legal 
counsel for the Society. 


ACTIVITIES OF STATE MEDICAL 
SOCIETIES 


A grėat deal of the work of the 
Society is done by its committees. A 
Committee on Scientific Work deter- 
mines the character and scope of the 
scientific proceedings for each session. 
The Committee on Public Health 
Legislation represents the Society in 
securing and enforcing legislation in the 
interest of public health and scientific 
medicine. The Committee on Society 
Comity and Policy keeps informed 
concerning matters between the Soci- 
ety and the American Medical Associa- 
tion, between this Society and the 
county medical societies and between 
the county societies and their members. 
The Committee on Health and Public 
Instruction attempts to bring together 
the lay people and the profession, in- 
creasing the confidence in scientifically 
trained physicians and uniting the 
public and the medical profession in a 
campaign for better health condition. 
The Committee on Benevolence has 
absolute and confidential jurisdiction 
over the distribution of such part of the 
Medical Benevolence Fund as may be 
placed in its hands. The Press Com- 
mittee has general censorship over all 
matters for the public press in connec- 
tion with the transactions of the general 
meetings, the scientific sections and the 
House of Delegates. 

The following special committees of 
the Pennsylvania State Society carry 
out the purpose for which they were 
created, as indicated in their titles:— 
The Committee on Defense of Medical 
Research, on Promotion of Efficient 
Laws on Insanity, on Archives, on 
Physical Education, on Revision of the 
Constitution and By-Laws, to In- 


=- 
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vestigate Community Needs for Hospi- 
tals, Commission on Conservation of 
Vision and the Commission on Cancer. 

A Board of Trustees has full charge 
of properties and the financial affairs 
of the Society. It provides for and 
superintends the publication of the 
official organ of the Society, the Penn- 
sylvania Medical Journal, published 
monthly, and of all proceedings, trans- 
actions and memoirs of the Society. 

An executive secretary organizes the 
medical profession for efficient action — 
on proposed or pending legislation of 
interest to the public and the medical 
profession. He also organizes -the 
machinery for the investigation of 
illegal practitioners of the healing art 
in the state. 

The Principles of Medical Ethics of 
the American Medical Association ? 
govern the conduct of members in 
their relation to each other and to the 
public. i 


THE American MEDICAL ASSOCIATION 


The American Medical Association 
was organized in 1847, and reorganized 
in 1901. Headquarters are in Chicago, 
Illinois, 

“The object of this Association,” 
states its constitution, “shall be to 
federate into one compact organization 
the medical profession of the United 
States, for the purpose of fostering the 
growth and diffusion of medical knowl- 
edge, of promoting friendly intercourse 
among American physicians, of safe- 
guarding the material interests of the 
medical profession, of elevating the 
standard of medical education, of 
securing the enactment and enforce- 
ment of medical laws, of enlightening 
and directing public opinion in regard 
to the broad problems of state medicine, 
and of representing to the world the 
practical accomplishments of scientific 
medicine, with power to acquire and 


2? See page 260. 
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hold property, publish journals, ete.” 

Membership is limited to such 
members of the state societies together 
with their affiliated local societies, as 
apply for admission. The application 
for membership must be accompanied 
by a certificate of good standing in a 
county society, signed by the president 
and secretary of that organization. 

The control of the Association rests 
with a House of Delegates, which con- 
sists of one delegate for every 500 
members of each permanently organ- 
ized state or territorial medical society; 
one delegate from each section of the 
Association, and one delegate each 
from the Medical Department of the 
United States Navy, United States 
Army, and the United States Marine 
Hospital Service. 

Officers of the Association are elected 
by the House of Delegates to serve for 
one year. The president is not eligible 
for reélection. 

An annual session of the Associa- 
tion is held at such time and place as 
determined by the House of Delegates. 

Funds of the Association are raised 
by an annual assessment on its mem- 
bers of not more than ten dollars, by 


voluntary contributions for specific . 


objects, and from the profits of its 
publication. Members may be dropped 
from the rolls if the dues or assessments 
remain unpaid for one year. Funds 
are appropriated by the House of 
Delegates. 

A Board of Trustees of nine mem- 
bers has charge of the publication of all 
proceedings, transactions and memoirs 
of the association. It appoints an 
editor and such assistants as are 
necessary for these publications, deter- 
mines salaries, etc. 

To expedite and systematically per- 
form its appropriate scientific work, 
the Association is divided into fifteen 
sections, each of which is devoted to 
the encouragement and pursuit of 


knowledge in one of the recognized 
branches into which the science and 
art of medicine are for convenience 
divided. 

' The general management of the 
Association is under the Board of 
Trustees. There are five standing 
committees, and as many special com- 
mittees or councils as are needed fully 
to carry out the purposes of the Associ- 
ation. 

The Committee of Arrangements has 
full charge of the annual meetings of 
the Association. The Judicial Council 
investigates and reports onall questions 
of a judicial character, interprets the 
code of ethics, etc. A Committee on 
Medical Legislation represents the 
Association in legislative matters per- 
taining to public health and scientific 
medicine. A Committee on Trans- 
portation secures special transportation 
facilities, rates, etc., for the members 
attending the annual meetings. The 
Council on Health and Public Instruc- 
tion has in charge the instruction of the 
public in regard to infectious diseases 
and other subjects affecting the health 
of the community. The Council ar- 
ranges for public addresses in practi- 
cally every state in the Union for the 
instruction of the public. The Council 
on Medical Education and Hospitals, 
founded in 1904, exercises influence on 
medical colleges in relation both to 
entrance requirements and to the 
courses given. The work of this 
Council has been of the greatest benefit 
to the public in decreasing the number 
of low grade medical schools and con- 
sequently of incompetent and un- 
scrupulous physicians. (Vide infra.) 

The Council on Pharmacy and Chem- 
istry (a standing committee of the 
Board of Trustees) investigates pro- 
prietary medicines submitted for study 
by manufacturers, or at the request of 
members of the Association, and thus 
puts a decided check on the exploita- 
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tion of the medical profession by pa- 
tent medicine makers and the swindling 
of the people by quacks and quackery. 
The Council defines “proprietary 
articles” as any “chemical, drug, or 
similar preparation used in the treat- 
ment of disease, if such article is 
protected against free competition as 
to name, product, composition or proc- 
ess of manufacture by secrecy, patent, 
copyright, or in any other manner.” 
It has adopted certain rules governing 
the acceptance or rejection of these 
articles with the “object of protecting 
the medical profession and the public 
against fraud, undesirable secrecy and 
objectionable advertising in connec- 
tion?” with such articles. The ac- 
ceptable articles are published in a 
yearly volume, with supplements, en- 
titled New and Non-official Remedies. 
The rejected articles are so reported 


with other questions of an informative ` 


nature from the journal’s Bureau of 
Investigation, from the Council, and 
from the laboratory of the Association, 
under the heading “The Propaganda 
for Reform,” which appears weekly in 
the journal of the Association. 

The Council is truly representative 


of the best thought in the field of med- ` 


icine, consisting of sixteen members, 
twelve of whom hold professorial posi- 
tions in the leading medical colleges of 
the country, and a staff of clinical 
consultants of fifteen, thirteen of whom 
hold similar positions. 

The official organ of the Association 
is its Journal ot fhe American Medical 
Association, founded in 1882. It is 
published weekly with a circulation of 
over 80,000 copies. Its original arti- 
cles are by representative physicians 
and cover the whole field of medicine. 
The Journal has a Therapeutic De- 
partment with practical suggestions 
for the treatment of the commoner 
diseases; a Medicolegal Department 
which summarizes important judicial 


decisions which affect the medical 
profession; a Propaganda Department 
which exposes the nostrum evil;-a 
department of New and Non-official 
Remedies (wide supra). The Journal 
also contains an epitome of the medical 
literature of the world, society reports 
of the greater number of prominent 
societies of the country, editorials 
touching all points of medical progress, 
reports on medical education and state 
boards of registration, etc. 

The Principles of Medical Ethics? of 
the American Medical Association, as 
adopted in 1912, are divided into three 
main headings: The Duties of Phy- 
sicians to Their Patients; the Duties of 
Physicians to Each Other and to the 
Profession at Large, and the Duties of 
the Profession to the Public, with 
several sub-headings under each. 

These Principles of the American 
Medical Association are adopted by all 
of the component state societies and by 
the county societies throughout the 
country and so may be looked on as the 
national code which regulates to a 
greater or less extent the professional 
actions of all members of the medical 
profession. 

Beside the county, state and Amer- 
ican Medical Societies, which include 
in their membership all physicians, 
there are numerous other local and 
national medical societies devoted more 
or less to special branches of medicine. 
With very few exceptions, these na- 
tional bodies hold annual meetings, 
many of them coincidently in Washing- 
ton, D.C. In footnote four,’ below, is 
given a list of these national American 
societies, their names giving an inkling 
of the branch of medicine to which 
their deliberations are devoted. 


3 See page 260. 


1 List or NATIONAL MEDICAL SOCIETIES 


American: Academy of Medicine, Academy 
of Ophth. and Oto-Lar., Association of Anato- 
mists, Association of Genito-Urinary Surg’s, 


on 
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ADMISSION TO THE MEDICAL 
PROFESSION 


The standards regulating the ad- 
mission tò the medical profession have 
been raised very decidedly during the 
past few years, and the privilege to 
practise after becoming a member of 
the profession is being granted under 
constantly increasing restrictions. The 
Council on Medical Education and 
Hospitals, of the American Medical 
Association, has classified all medical 
colleges in the country according to 
standards adopted after years of prop- 
aganda, study of the requirements of a 
thorough medical course, and thorough 
inspection of the schools. The Coun- 
cil secures data relating to each school 
which is grouped under four general 
heads in such a manner that each group 
is of equal importance. These data 
concern the faculty, the product, the 
administration and supervision, and 
the buildings and equipment, and each 
group is allowed twenty-five points. 
Medical schools containing 70 per cent 
or above of these requirements are 
classed as A; those between 50 per cent 
and 70 per cent, as B; and those con- 
taining less than 50 per cent, as C. 

Under the subject “product” are 
placed the qualifications of students 
admitted, the “premedical courses,” 
etc. At the present time six states 
require a- preliminary education of 


Association of Obst, Gym. & Abd. Surg., 
Association of Path. and _ Bacteriologists, 
Association of Physicians, Association of Railway 
Surgeons, Child Hygiene Association, Climato- 
logical and Clin. Association, Dermatological 
Association, Electrotherapeutic Association, 
Gastro-Enterological Association, Gynecological 
Society, Laryngological Association, Laryn., 
Rhin. and Otol. Society, Neurological Association, 
Ophthalmological Society, Orthopedic Associa- 
tion, Otological Society, Pediatric Society, 
Physiological Society, Proctologic Society, Psychi- 
atric Association, Psychopathological Association, 
Public Health Association, Roentgen Ray Soci- 
ety, Society of Tropical Medicine, Surgical 


. four years high school before entering 


the medical schools of that state; four 
require one year college course; thirty- 
seven require a two year college course, 
while the District of Columbia and 
Wyoming have no fixed standard. 
Separate medical colleges have require- 
ments higher than those demanded 
by the state. In 1910, 15.3 per cent of 
the graduates in medicine had a 
collegiate degree; in 1921, 46 per cent 
had a similar degree. 

Of the eighty-eight medical colleges 
rated by the American Medical Associ- 
ation in the United States, seventy are 
classed as A, eight as B and eight as C, 
while two are unclassified. Eleven of 
these medical colleges give only the 
first two years of the medical course. 

In 1906, there were 162 medical 
schools or colleges in the United States. 
The marked decrease in the number of 
medical colleges is the result of the 
universal demand for higher standards 
in medical education, and especially in 
the requirements for admission to 
medical schools. The old “diploma 
mill” is a thing of the past. 

With the decrease in the number of 
medical schools there has been a de- 
crease in the number of medical stu- 
dents and graduates. In 1904 there 
were 28,142 medical students, in 1913, 
17,015 and in 1921, 14,872. There were 
5,747 graduates in medicine in 1904, 
3,679 in 1913 and 3,192 in 1921. Many 
of the medical schools have limited the 


Association, Therapeutic Society, Urological 
Association. 

Association of Military Surgeons of the United 
States, Congress Am. Phys. & Surgs. of N. A., 
Conference of St. and Prov. Health Auth’s, 
Medical Association of the Southwest, Mississ- 
ippi Valley Medical Association, Missouri Valley 
Medical Society of the National Association for 
Study of Epilepsy, National Association for 
Study of Pellagra, National Tuberculosis Associa- 
tion, Society of Amer, Bacteriologists, Southern 
Medical Association, Southern Surgical Associa- 
tion, Western Surgical Association, 
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number of matriculates in the first 
year. 

The standard medical course in the 
colleges is four years. Ten medical col- 
leges have adopted the requirement of 
a fifth year to be spent by the student 
as an interne in an approved hospital 
before the degree of M.D. will be 
granted. 

According to published statistics 
gathered by the American Medical 
Association there are 853 medical 
colleges in all countries. In most of 
the principal countries a four year 
course is given. 

The privilege to practise in any 
state is regulated by the laws of that 
state. These laws differ somewhat, 
but have the same underlying objects: 
the protection of the public against the 
practice of medicine by men not prop- 
erly qualified. With the exception of 
Colorado and New Mexico, every state 
requires that the applicant for regis- 
tration shall have a diploma and pass 
an examination. An examination 
given under federal authority to med- 
ical officers of the United States Army, 
Navy, and Public Health Service is rec- 
ognized: by most state licensing boards. 
A. National Board of Medical Exam- 
iners was established in 1915 for the 
purpose of conducting examinations of 
physicians that would be so thorough 
that there would be no doubt of their 
qualifications to practise medicine. The 
certificate of this National Board is 
recognized at the present time by 
twenty-one states. The National 
Board requires that applicants shall 
have had a four year high school course, 
two years of acceptable college work, a 


ë The Laws Absiracts and Board Rulings Regu- 
lating the Practice of Medicine in the United States 
and Brief Statements Regarding Medical Registra- 
tion Abroad is the title of a special publication 
(1921) which can be secured from the American 
Medical Society, 535 N. Dearborn St., Chicago, 


Ill. Price 60 cents. 
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diploma from a medical school rated in 
Class A by the American Medical Asso- 
clation, and a year’s service as an in- 
terne In an acceptable hospital. 

The hospital interne year has been 
adopted as an essential qualification for 
the license to practise intenstates. The 
hospital in which the applicant passes 
his interne year must be approved 
by the licensing board. The licensing 
board generally interprets the law as to 
the necessary qualifications of a hos- 
pital to be suitable for the interne year. 
In Pennsylvania the Bureau of Medical 
Education and Licensure of the state 
inspects the various hospitals offering 
interne service and determines the 
suitability of each hospital for such 
service. The hospital standard has 
been raised very decidedly by the 
rulings of the Bureau and in many 
instances the action of the Bureau has 
been the only influence sufficiently 
powerful to induce boards of managers 
fully to equip their hospitals. At the 
present time there are not enough 
graduates of medicine to meet the 
demands of the hospitals of the state 
for internes. 

The licensing boards of most states 
have the power to refuse registration 
or to-revoke a license “for cause,” the 
causes being specified in most instances. 
These include immoral, unsafe, un- 
professional, or dishonorable conduct; 
habitual drunkenness; excessive use of 
narcotics; producing of criminal abor- 
tions; fraud or deceit; crimes or mis- 
demeanors; habitual use of morphine, 
opium, cocain; habitual intemperance 
in the use of ardent spirits or stimulants 
or narcotics; false or fraudulent repre- 
sentations made to obtain practice; 
the assuming of` another’s name; 
failure to recognize dangerous conta- 
gious diseases, etc., etc. The withdrawal 
of the privilege to practise may be for a 
limited period or may be permanent 
in that state. 
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Numerous court decisions through- 
out the United States have upheld 
these legislative measures to prevent 
members of the medical profession from 
preying on society “by the exercise of 
deceit, malpractice, or gross miscon- 
duct in the practise of his profession.” 

As the licensing boards have felt, 
“soundness of moral fibre to insure the 
proper use of medical learning is as 
essential to the public health as medical 
learning itself. Mere intellectual 
power and scientific achievement with- 
out uprightness of character may be 
more harmful than ignorance. Highly 
trained intelligence combined with 
disregard of the fundamental virtues is 
a menace. A physician, however skil- 
ful, who is guilty of deceit, malpractice, 
or gross misconduct in the practice of 
his profession, even though not amount- 
ing to an offense against the criminal 
laws, well may be thought to be per- 
nicious in relation to the health of the 
community.” 


Tae DENTAL PROFESSION 


The dental profession is composed of 
members who have special knowledge 
and attainments which are applied to 
the benefit of humanity.. A large 
proportion of this profession give of 


- their time and skill to the poor without 


compensation. Much of their work is 
prophylactic and their advice, if carried 
out conscientidusly by their patients, 
would have a decided tendency to 
reduce the diseases and conditions 
requiring their attention. 


THE SOCIETIES OF THE DENTAL 
PROFESSION 


The dental profession is organized 
into a National Dental Association 
formed to promote the art and science 


of dentistry, to unite the dental pro- 


fession into one compact body, to safe- 
guard the material interests of the 
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profession, to elevate the standards 
and improve the methods of dental 
education and to enlighten and direct 
publie opinion in relation to oral hy- 
giene, dental prophylaxis, and ad- 
vanced scientific dental service. 

The membership in the national 
organization consists of the state 
societies and members of the Army and 
Navy Dental Corps. The general 
government of the Association is 
vested in a House of Delegates which 
consists of delegates elected by the 
constituent societies. The House of 
Delegates elects the officers of the 
Association and a board of trustees, and 
transacts all the business of the Associa- 
tion, public, professional, or scientific. 

For the purpose of advancing scien- 
tific work, the Association is divided 
into six sections, each caring for a 
particular branch of dentistry. The 
Association has organized and maintains 
a Scientific Foundation and Research 


- Commission, which is charged with 


the duty of raising funds to carry on 
exhaustive dental and oral research, to 
disseminate scientific knowledge, and. 
to organize and incorporate the Re- 
search Institute of the Association. 

A Board of Trustees elected by the 
House of Delegates has full charge of 
the property and of the financial 
affairs of the association. The Board 
also has charge of the publication of 
the Journal of the National Denial 
Association, and of all proceedings, 
transaction, memoirs, etc. of the associ- 
ation. . 

The annual dues of the Association 
are $2, which also cover the sub- 
scription to the Journal. Member- 
ship is limited to members of the 
constituent societies. 

Annual sessions of the Association 


-are provided for by the Board of 


Trustees. Much of the general work 
of the Association is performed by its 
standing committees. 


r 
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A Judicial Committee considers all 
questions, complaints, protests and 
matters of an ethical nature. Its 
decisions are subject to appeal to the 
House of Delegates. 

A Committee on Dental Education 
makes an annual report to the House 
of Delegates on the existing conditions 
of dental education in the United 
States, makes suggestions as to the 
means and methods by which the 
. National Dental Association may best 
influence dental education, and acts 
as the agent of the Association in its 
efforts to elevate the standards of 
dental education. 

A Committee on Dental Legislation 
coéperates with the officers of the state 
and local societies and with the chief 
officers of the United States Army and 
Navy in regard to legislation affecting 
the welfare of dentistry. It makes 
recommendations to the House of 
Delegates concerning pending legisla- 
tion. , 

A Committee on Transportation 
arranges special transportation rates 
to the annual session. 

A standing resolution provides that 
state -and constituent societies shall 
add one dollar to their dues for the 
support of the Research Institute and 
~. that the funds so collected shall be 
remitted directly to the Research 
Institute. 

The code of ethics adopted by the 
National Association is adopted by the 
state and constituent societies, and 
thus governs the entire dental pro- 
fession of the country.® 

The faculties of the various schools of 
dentistry have organized into a national 
body known as the National Associa- 
tion of Dental Faculties. The objects 


of the association are to advance the. 


teachings of dentistry and to make it 
as uniform as possible throughout the 
country. j 

6 See page 266. 


A similar organization is composed 
of the state examiners for the registra- 
tion of dentists. This body is known 
as the National Association of Dental 
Examiners, practically every state 
being represented, with the laws of 
various states governing their actions 
as examiners and making such actions 
official. 

A Dental Educational Council of 
America is composed of five members ` 
from each of the three national organ- 
izations, the National Dental Associa- 
tion, the National Association of 
Dental Faculties, and the National 
Association of Dental Examiners. This 
Council adopted minimum require- 
ments for Class A Dental Schools in 
1916, revisions being made in 1917, 


.1918, and 1920. The object of the 


Council in adopting such requirements 
is to advance the standards: of the 
dental colleges, thereby advancing the 
product of the school, the dentist. 
The requirements of the Council 
consider the administrative policy of - 
the college, the minimum entrance 
requirements, the faculty and teaching 
staff, the equipment and teaching 
facilities, the course of study and 
curriculum, the rules of attendance, 
promotion and gradation, and the 
state board record of each school, and 
outline fully the minimum in each case 
required to place the college in Class 
A. A Class B college does not meet 
all of the requirements of the Council 
for designation as A, but is making full 
utilization of its facilities and will be 
able to meet the higher requirements 
in a reasonable time. A Class C 
college, in the opinion.of the Council, 
cannot meet the requirements of the 
Council without extensive improve- 
ments and complete reorganization. 
There were nineteen Class A, twenty- 
four Class B and four Class C colleges 
listed by the Council in 1921. Gradu- 
ates of Class C are not accepted for 


THE PROFESSIONAL ORGANIZATIONS 61 


registration in any of the states of the 
Union. Class A and Class B gradu- 


ates are eligible for registration in all 


states. ~- 


DENTAL ASSOCIATIONS 


The state dental associations form 
the constituent societies of the national 
organization. Practically every state 
and territory in the union has such an 
organization. That of Pennsylvania 
will serve as a sample of the others. 

The Pennsylvania State Dental 
Society was incorporated in 1869, the 
object being “to advance the science 
of dentistry, and thereby to lessen 
human misery by investigating the 
diseases incident and remedies applic- 
able to the human mouth and its de- 
pendencies; by observing and recording 
the changes produced in dental mala- 
dies by the progress of the arts, popu- 
lation, manners and customs, tempera- 
ment, age and sex; by searching for 
and applying the various remedial 
agents to be found in the several 
kingdoms of nature, by enlarging the 
avenues of knowledge from observa- 
tions, discoveries and inventions, both 
at home ahd abroad, and by cultivat- 
ing uniformity and order in dental 
practice.” 

Membership in the Pennsylvania 
State Society is limited to the members 
of-the component societies. The dues 
are $2 per annum, payable to the 
component society of which the payee 
is a member, which society forwards 
the dues to the secretary of the State 
Society. Meetings of the Society are 
held annually. 

The council of the Society has full 
control of its business, appoints all 
delegates and standing committees, 
selects the place for the annual meet- 
ing, nominates two persons for each 
vacancy to be filled in the officers of 
the Society and four persons for each 
vacancy in the State Board of Dental 


Examiners, two of whom are nom- 
inated by the Society to the Governor 
for appointment on the Board. 

The standing committees are the 
Program, Clinic, Publication, on 
Ethics, on Dental Science and Litera- 
ture, on Necrology and on Arrange- 
ment, whose duties are outlined by the 
titles. 

The Committee on Ethics aids in 
maintaining the ethical standard of 
the Society. The code of ethics is 
that of the National Dental Associa- 
tion.’ 

The local .dental societies which 
form the component societies of the 
state society are not necessarily county 
societies. Some of these local societies, 
such as the New York Society of 
Orthodontists, are composed of mem- 


_ bers of the dental profession especially 


interested in some particular branch of 
dentistry. Others, like the Pennsyl- 
vania Association of Dental Surgeons, 
or the Academy of Stomatology, include 
all members of the profession. Similar 
organizations are found throughout 
the Union, all component societies of 
their state organizations and all subject 
to the Code of Ethics of the National 
Dental Association. 

The Pennsylvania Association of 
Dental Surgeons was organized in 
1845 by dental surgeons of the city of 
Philadelphia who were “imbued with 
a love of our science, and desirous of 
improving and elevating it, and pro- 
moting the honor, character and inter- 
ests of the dental profession.” 

Meetings are held monthly, except 
during July, August and September. 
Applicants for membership must be 
twenty-one years of age, of good moral 
character, and legal practitioners of 
dentistry. Any member may be im- 
peached for contravening the laws of 
the society, for malpractice or other 


7 See page 266. 
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misconduct. Ifa committee appointed 
for the purpose of considering the 
impeachment, after a fair trial, sustains 
the impeachment, the society may 
expel the member by a two-thirds vote. 

The Academy of Stomatology was 
organized in 1894, the objects of the 
society being “the education and 
mutual improvement of its members 
in all matters pertaining to the study 
of the oral cavity by the presentation 
and discussion of papers; the collection 
of literature, specimens and models, and 
the study thereof; and the fosteringof 
all efforts which tend to the advance- 
ment and elevation of dentistry as a 
profession. ” 

À council is the governing body of 
the society. It elects all officers, has 
charge of all questions of finance, 
maintenance or betterment of the 
organization. 

Membership in the society is limited 
to the organizers, not to exceed fifty, 
and such other members as may be 
elected by the Council after the names 
of applicants have been presented to 
all members for consideration and 
protest or approval to the council. 


The constitution of the Academy pro- . 


vides for the establishment and main- 
tenance of a library and a museum for 
the collection and preservation of 
specimens, models, appliances, etc., 
pertaining to oral science, art and 
practice. 

Meetings are held monthly, except 
during July, August and September. 
The annual dues are $10, of which sum 
$2 for each active member is forward- 
ed to the Secretary of the Pennsylvania 


` State Dental Society. 


The Academy of Stomatology ac- 
cepts as the standard forthe guidance of 
its members the code of ethics adopted 
and set forth by the National Dental 
Association.’ 


8 Seg page 266. 
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ADMISSION*T0 THE DENTAL Pro- 
FESSION 


The practice of dentistry is regulated 
by the laws of the various states. 
Practically every state in the Union 
has passed laws for this purpose. 
These laws provide for the registration 
of dentists, the qualifications for 
registration, methods of examining, 
licensing, revoking of licenses, penalties 
for practising without a license, etc. 
The state law of Pennsylvania may be 
taken as an example of these laws. 

In Pennsylvania, the Act of May 5, 
1921, provides that a Dental Council, 
composed of the Secretary of Internal 
Affairs, the Commissioner of Health, 
the Superintendent of Publie In- 
struction, the President and . First 
Vice-President of the Pennsylvania 
State Dental Society and the Secretary 
of the Board of Dental Examiners, 
shall supervise and provide rules for 
the examination of all applicants for - 
license to practice dentistry in the 
commonwealth, shall have the sole 
power to grant licenses to practice den- 
tistry in the commonwealth, and shall 
have sole power to revoke licenses to 
practice dentistry “if the. accused shall 
have been guilty of malpractice or con- 
victed of a felony or of violating the 
dental laws of this comonwealth or 
shall be addicted to the use of nar- 
cotic drugs: provided, that any person 
whose license shall have been revoked 
shall have the right of appeal to a 
court of competent jurisdiction.” 

Applicants for registration must be 
twenty-one years of age, of good moral 
character, of competent education, 
and must have a dental degree con- 
ferred by a reputable educational 
institution approved by the Dental 
Council. The fee for registration is 
$25. The applicant is examined by a 
Board of Dental Examiners in certain 
specified subjects, with practical 
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demonstration of their ability to 
perform dental work. License is 
granted by the Dental Council, and 
must be registered. All members of 
the dental profession must register 
once yearly, paying afee of one dollar, 
which fees are to be used by the Board 
of Dental Examiners for the purpose 
of carrying into effect provisions of 
the Act against unlicensed and un- 
registered practitioners. 

The law also provides for penalties 
to be imposed on those who practise 
without a license. 


Tuar- Nurstinc PROFESSION 


Closely allied to the medical pro- 
fession, in fact its right hand, is the 
nursing profession. Specially trained 
to care for the sick and injured, the 
members of this profession devote their 
time, energy and skill in aiding the 
medical profession to alleviate the 
sufferings of others, aiding it to prevent 
disease and aiding it in promulgating 
health measures. Its prime object is 
‘ the sérvice it can render humanity. 


ORGANIZATIONS OF THE NURSING 
PROFESSION 


The organizations of the nursing 
‘profession comprise local, state and 
national associations. The local 
organizations consist of the alumnae 
associations of the various training 
schools for nurses, usually connected 
with hospitals, in various sections of 
the country. ‘These alumnae associa- 
tions consist of graduates of their in- 
dividual schools, “working together for 
a common good as comrades and com- 
panions to maintain the ideals of educa- 
tion, of harmony and of organization” 
of the nursing profession. Each group 
forms its own government, qualification 
for membership, etc. Meetings are 
held regularly, both for scientific ad- 
vancement and for social intercourse. 


Practically every state in the Union 
has a state organization, that of 
Pennsylvania being a good example of 
the form of organization maintained. 
In Pennsylvaniathe official organization 
is known as the Graduate Nurses’ 
Association of the State of Pennsyl- 
vania. For the better furtherance of 
the purposes for which the Association 
was formed, the state is divided into 
districts, each district comprising 
several counties. Membership is 
limited to registered nurses who are 
members in good standing of their 
alumnae association. 

The general supervision of the 
affairs of the Association rests with the 
Board of Directors which is composed 
of the officers, chairman of the Com- 
mittee on Eligibility, and four directors. 
The Board arranges for the annual, 
or semi-annual meetings of the Associa- 
tion, prepares the program of papers, 
and attends to the general business of 
the Association. An Advisory Council, 
consisting of the officers of the Associa- 
tion, the presidents of the district as- 
sociations, the chairmen of sections, the - 
president of the State League of Nurs- 
ing Education, and the president of the 
State Organization for Public Health 
Nursing, considers and promotes the 
general interests of the Association. 

The voting body of the sessions of 
the Association consists of the regularly 
accredited delegates from the district 
associations, each district being en- 
titled to one delegate for every twenty- 
five members. 

“Any member whose moral or 
professional conduct may reflect upon 
the Association may be dropped from 
membership by the Board of Directors” 
after thorough investigation, the ac- 
cused having the privilege to offer a 
defense. 

The official organ of the Association 
is that of the national body, the 
American Journal of Nursing. 
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The national body of the nursing 
- profession is known as the American 
Nurses’ Association, incorporated in 
1901 under the laws of New York 
State, and in 1917 under the code of 
laws of the District of Columbia. 

The purposes of the corporation 
“are to promote the professional and 
educational advancement of nurses in 
every proper way; to elevate the 
standard of nursing education; to es- 
tablish and maintain a code of ethics 
among nurses; to distribute relief 
among such nurses as may become ill, 
disabled or destitute; to disseminate 
information on the subject of nursing 
by publications; to bring into com- 
munication with each other various 
nurses and associations and federations 
of nurses throughout the United States 
of America.” 

Membership is limited to members 
in good standing in the state associa- 
tions belonging to the national associa- 
tion. 

The general business of the associa- 
tion is vested in a Board of Directors. 
An Advisory Council to consider and 
promote the interest of the Association 
is composed of the officers of the Associ- 
ation, the presidents of state organiza- 
tions, members of the Association, the 
_ chairmen of sections, and the editor of 
the American Journal of Nursing. - 

_ The general work of the Association 

is carried on by eight standing com- 
mittees. A biennial convention of the 
Association is held. Dues are paid by 
the component societies, fifteen cents 
for each active member of each society. 

There are forty-eight state members 
of the national body. The official 
organ, as has been said, is the American 
Journal of Nursing, published monthly. 
This is also the official organ of thirty- 
five state and other nursing organiza- 
tions. 

The National League of Nursing 
Education was formed in 1893 for the 
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purpose of joining all directresses of 
training schools into an organization 
for the betterment of the instruction 
given to nurses. It has broadened 
out since then to include all members 
of the nursing profession who are 
engaged in educational work. These 
include superintendents and assistant 
superintendents of schools of nursing 
and hospitals, instructors, supervisors , 
in schools of nursing. and head nurses, 
members of state boards of nurse ex- 
aminers and head workers in various 
forms of social, educational and pre- 
ventive nursing. Many of the states 
have similar organizations, all of them 
being component societies of the 
national association. 

Another important national organiza- 
tion is the National Organization for 
Public Health Nursing, which in- 
cludes in its membership both lay and 
professional members. As its name 
implies, its activities are principally 
concerned with public health nursing. 

In order to combine all types of 
nursing activities in one body, head- 
quarters of the national nursing 
associations were established in New 
York. This organization was originally 
supported by the Red Cross, but at 
present is sustained entirely by the 
various national associations of nurses. 
One of its most important functions 
is to act as a placement bureau where 
applicants for positions in ‘various 
administrative or teaching positions 
register; and where one may apply for 
assistance in obtaining such adminis- 
trative or teaching nursing forces as 
are required. 


ADMISSION TO THE NurRsING 
PROFESSION 


The standards of the profession have 
been gradually raised through years of 
constant endeavor on the part of the 
nursing associations. Educational and 
training facilities of the various hospi- 
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tals with which trainings schools are 
connected - have been thoroughly 
studied, and a standard set. There 
are in the country some 1,600 training 
schools for nurses, of which number 
175 are to be found in Pennsylvania. 

The education of the nurse for her 
professional work is obtained in train- 
ing schools, practically all of which are 
connected with hospitals. To improve 
the standard of nursing and of the 
profession, every state in the union 
has passed laws providing for the 
registration of nurses which give 
the privilege of using the title “reg- 
istéred nurse,” or the letters R.N. 
after her name. The registering of 
nurses is delegated to a board created 
for that purpose, the boards in most 
states having the power to determine 
the qualifications of the training school 
from which an eligible applicant for 
examination for registration may 
graduate. 

The Pennsylvania state law may be 
taken as an example of the others. 
This law creates a State Board of 
Examiners for the registration of 
nurses, to be composed of three regis- 
tered nurses and two physicians. The 
Board elects its own officers, among 
them a secretary who is required to 
keep a register of all nurses and attend- 
ants licensed under the law, and to file 
with the State Commissioner of Health 
an exact counterpart of all certificates 
issued. 

The Board submits annually to the 
State Board of Charities a report of 
its findings or investigations pertaining 
to the training schools in the several 
hospitals throughout the state. The 
Board has no power to fix prices or in 
any way control the compensation 
received by the registered nurse. The 
Board prepares a report for public 
distribution of all training schools 
approved by the Board as possessing 
the necessary requirements for giving 
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a pupil nurse a full and adequate course 
of instruction. All expenses of the 
Board are taken out of registration 
fees. 

A member of the Board is elected as 
an Educational Director, whose duty 
it is to assist in maintaming the 
necessary standards in living, working, 
and educational conditions of the 
various training schools. 

The law provides that every appli- 
cant, to be eligible for examination for 
registration, must furnish evidence 
satisfactory to the Board that he or 
she is twenty-one years of age, is of 
good moral character, and has gradu- 
ated from a training school for nurses 
which gives at least a two years’ course 
of instruction. ‘Those receiving a 
certificate of registration may call 
themselves registered nurses and use 
the letters R.N. All states provide 
penalties ranging from fines to im- 
prisonment as punishment for those 
illegally using the title. 

The Pennsylvania law also provides 
for the registering of licensed attend- 
ants, after examination. Such appli- 
cants must be eighteen years of age, 
of good moral character, must have 
completed a course prescribed by the 
Board in some institttion not having 
a training school for nurses. The 
licensed attendants are permitted 
to use the letters L.A. after their 
names. In every state the law pro- 
vides that the act shall not be con- 
strued so as to affect in any way the 
right of any person to nurse gratui- 
tously or for hire.. 

Registration of any nurse or attend- 
ant may be revoked by the Board of 
Examiners in any state for “sufficient 
cause,” these causes varying in the 
states and including gross incompe- 
tence, dishonesty, habitual intemper- 
ance, immorality, unprofessional con- 
duct, conviction of felony, any act 
derogatory to the morals or standing of 
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the profession, conviction of a crime or 
immoral conduct, inebriety, drug habit, 
habitual intemperance, drunkenness, 
neglect of patient, certificate obtained 
by fraud,’ ete. 5 

The Board of Examiners determines 
the eligibility of graduates of training 
schools, and outlines the standards of 
the schools. In Pennsylvania, the 
Board also outlines the minimum 
number of hours of instruction and the 
curriculum which must be followed. 
This curriculum calls for 484 hours of 
theoretical instruction, extending over 
three years, the various subjects and 
hours allotted to each being fully 
outlined. 

Applicants for admission to the 
schools must have had one year high 
school education, or its equivalent, 
must. present a certificate of good 
health and good morals, and must be 
between the ages of eighteen and 
thirty-five. 


Tur PHARMACISTS 


. The pharmaceutical profession is 
one “which demands knowledge, skill 
and integrity on the part of those 
engaged in it, being associated with the 
medical profession in the responsible 
duties of preserving the public health 
and dispensing the useful though often 
dangerous agents adapted to the cure 
of disease.’ 


PHARMACEUTICAL ASSOCIATIONS 


The American Pharmaceutical As- 
sociation was organized in 1852 for the 
purpose of uniting the pharmacists 
of America in a body which should 
improve and regulate the drug market, 
encourage proper relations among 
druggists, pharmacists, physicians and 
the people, improve the science and art 


? For the Code of Ethics of the Graduate 
Nurses’ Association of the State of Pennsylvania 


~ sce page 265, 


of pharmaey, suppress empiricism, 
uphold standards of authority in edu- 
cation, theory and practice of phar- 
macy, create and maintain a standard 
of professional honesty, ete., ete. 

Membership consists of pharmacists 
and druggists of good moral and pro- 
fessional standing, teachers of phar- 
macy, chemistry and botany, editors 
and publishers of pharmaceutical jour- 
nals, who are endorsed by two members 
of the association and then elected by 
majority vote of the council of the 
association. All members subscribe to 
the “Code of Ethics” adopted by the 
Association at the time of its organiza- 
tion.!° 

The annual dues are $4; the price of 
the official organ, the Journal of the 
American Pharmaceutical ‘Association, 
is $4. A reduction of $3 is made when 
both dues and subscription to the 
Journal are paid at one time, in ad- 
vance. 

The business of the association is 
vested in a council which consists of the 
officers, ex-officio, one member from 
each local branch of the association 
and nine other members selected from 
members who have had at least three 
years membership in the association. 

A Reporter on the Progress of 
Pharmacy is appointed annually for 
the purpose of preparing a compre- 
hensive report on the improvements 
and discoveries in pharmacy, chemistry, 
and materia medica and of preparing 
an index or brief abstract of current 
pharmaceutical and chemical] literature 
for publication in the journal of the 
association. 

The council elects the officers of the 
association: has charge of the revision 
of the roll of members, the editing, 
publication and distribution of all 
publications of the association. It 
elects two standing committees of the 


10 For this code see page 267. 
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council, one on Publication and one on 
Finance. The council publishes the 
official organ of the association, its 
journal, It also appoints a committee 
of fifteen, from the members of the 
association, which has charge of the 
revision of the National Formulary 
which contains definite formulas for 
preparations frequently used in medical 
‘practice, for which formulas are not 
contained in the United States Pharma- 
copoeia. It is the standard governing 
the members of the association. 
Meetings of the association are held 
annually. To expedite and render more 
efficient the work of the association, 
sections are provided on Commercial 
Interests, on Practical Pharmacy and 
Dispensing, on Pharmaceutical Legisla- 
tion and Education, on Historical Phar- 
macy, with a Women’s Section and 
a Scientific Section with subdivisions 
on Chemistry, Botany, Biologic Assays, 
and Bacteriology. Various standing 
committees are appointed or elected, 
such as that on United States Phar- 
macopoeia, on Transportation, on Re- 
search, on Pharmaceutical Syllabus, 
` ete. 
Local branches of the association are 


formed in the various states, all 


members of the local branch being 
members of the national association. 


Each state in the union has its pharma- 
ceutical association. The United 
States is also divided into districts, 


„each consisting of several states, and 


each having its separate organization. 
Other national associations con- 
nected with the profession of phar- 
macy are as follows: 
The National Association of Retail 


_Druggists, with component societies 


consisting of local associations of 
retail druggists. 

The National Association of Boards 
of Pharmacy. The state boards of 
pharmacy have in charge the examina- 
tion of applicants for registration as 
pharmacists, making the requirements 
for eligibility, ete. , 

The American Conference of Pharma- 
ceutical Faculties, which prepares a 
list of the schools or colleges of phar- 
macy of recognized merit.- Efforts 
are being made to raise the general 
standard of all-colleges by increasing 
the educational requirements for ad- 
mission. Graduation from a recog- 
nized college of pharmacy is a pre- 
requisite to examination for registration 
as a pharmacist in all states. 

The American Drug Manufacturers’ 
Association. 

All of these national organizations 
hold annual meetings. 


Ethics and the Engineering Profession 


By Morris LLEWELLYN Cooxn 


Consulting Engineer, Philadelphia, Pennsylvania, Member, American Association of Engineers, 
Member, American Society of Mechanical Engineers 


HAT we are interested to know 
about any group, especially 
about a group which easily numbers 
200,000 throughout the nation, is some- 
thing as to its ideals. And thoroughly 
to understand that situation we must 
know the ideals of yesterday, as well as 
those of today, in order to see the drift 
and so to discern the probable ideals 
of tomorrow. ‘The ethics or standards 
of conduct of any. profession or group 
are very largely the reflection in action 
of its ideals. The moment ideals be- 
come fixed or static they are dead. 
This is the law of life. When we clothe 
a code of ethics as a guide to conduct 
with the quality of finality, it becomes 
as futile as sounding brass. Whether 
for the individual or the group it is in 
the light of our living, vibrant aspi- 
rations that all question of conduct 
must be tested. ‘This is the constitu- 
tion which rectifies the quibbles of 
language and the conflicts of interests. 
Someone has said that an artist is 
one who holds ideals up before the 
people. If there is to be any signifi- 
cance in the term “profession” surely 
all professional men must qualify in 
this respect as artists. And engineers 
seem to be moving in this direction. 
One of the engineering societies, the 
American Society of Mechanical En- 
gineers, was founded about forty years 
ago very largely on the ideal that there 
was a sufficient content in the science 
of mechanical engineering to warrant a 
national society devoted to its develop- 
ment. We have been told by the 
founders that among the majority of 
the charter members the view was 
strongly held that if all commercial con- 
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siderations were to be excluded the 
residue would not be sufficient to war- 
rant the attention of a large national 
group. Of course, these doubts have 
long since been dissipated and today it 
seems like a platitude to say that the 
science connected with the mechanical 
arts is limitless in extent. This bit 
of history is cited here as affording a 
very concrete example of the way in 
which we progress through weaving 
into the fabric of the future materials 
which may not even be available today. 
The long look ahead—a point of view 
denied to those who are wholly en- 
gaged with present necessities-~seems 
inherent in the equipment of the pro- 
fessional man. 

About one hundred years ago when 
the British Institute of Engineers was 
founded, engineering was defined as 
“the art of directing the great sources 
of power in nature for the use and con- 
venience of man.” Perhaps it was all 
there, but who can fail to see the over- 
whelming growth in the conception of 
the possible function of the engineer as 
shown in Herbert Hoover’s definition 
of engineering as “the profession of 
creation and construction, of stimula- 
tion of human effort and accomplish- 
ment.” And must it not be assumed 
that with the fuller realization of this 
concept of the field of engineering action 
there will come corresponding changes 
in the accepted standards of profes- 
sional conduct. 

Perhaps the most fateful step taken 
within the profession since its incep- 
tion is the inclusion in the constitu- 
tion of the Federated American En- 
gineering Societies of a clause which 
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reads, “This organizatign shall stand 
for the principle of publicity and open 
meetings” and the adoption in open 
convention of an interpreting by-law 
which reads, “The privilege of attend- 
ance at all meetings of the American 
Engineering Council, of the Executive 
Board, and of committees, when not in 
executive session, shall be extended to 
any proper person,” and further, “Any 
proper person shall have the right to 
inspect and make true copies of the 
official records of all meetings of the 
Council, the Executive Board, and 
committees.” To the credit of this 
organization it can be said that during 
1921, its first year, it resorted to the 
executive session device but twice and 
then but for a few moments on each 
occasion. In the light of subsequent 
happenings at least one of these lapses 
was unnecessary and probably hin- 
dered rather than helped the work in 
hand. 

Assuming that this radical departure 
in favor of publicity in engineering was 
made wittingly by these representa- 
tives of ~nearly 80,000 of the most 
representative American engineers and 
that it receives the understanding sup- 
port of the rank and file and that in due 
course it is made a feature of the or- 
ganization of all engineering bodies, 
then engineering becomes essentially a 
possession of the community, and'this 
in a sense denied to other professions 
and even to government. It is usually 
assumed that the details of govern- 
ment, for instance, are open to public 
knowledge and inspection. But the 
necessities of party government, inter- 
national relations and the relations be- 
tween a public buyer and a private 
seller, frequently act as a more or less 
complete block to publicity. Obvious- 
ly in law, medicine and the ministry, 
because of the paramount rights and 
privileges of the individual, there are 
frequent and uneradicable limitations 


to publicity. But if the profession of 
engineering ever gets the vision as to 
the workability of complete publicity 
throughout its field, the change there- 
by effected in the life of the peoples and 
their governments will be far-reaching. 
The ethics of the profession will, I be- 
lieve, frown more and more insistently 
on the use of engineering knowledge in 
secret ways and in secret places. 
Publicity in engineering neither chal- 
lenges nor endangers any proper inter- 
est, public or private. The day will 
surely come when in a very real sense 
every engineer will be a public en- 
gineer. 

Up to within a few years all engineer- 
ing codes in this country were modelled 
after the code of the British Institu- 
tion of Civil Engineers. The remark- 
able fact about this code and those 
which grew out of it was the failure to 
mention the public interest as a test— 
if not the supreme test of action. This 
omission has been very fully covered 
in the code adopted by the American 
Association of Engineers and published 
in the appendix to this volume! A 
reasonably satisfactory recognition of 
the obligation is contained in the pro- 
posed Joint Code quoted in Mr. 
Christie’s article.2 The basic thought 
is adequately and eloquently expressed 
in the preamble to the constitution of 
the Federated American Engineering 
Societies as follows: 

Engineering is the science of controlling 
the forces and of utilizing the materials of 
nature for the benefit of man, and the art 
of organizing and of directing human ac- 
tivities in connection therewith. 

As service to others is the expression of 
the highest motive to which men respond 
and as duty to contribute to the public 
welfare demands the best efforts men can 
put forth, Now, THEREFORE, the engineer- 
ing and allied technical societies of the 
United States of America, through the 


1 See page 277. 
2 See pages 101-3, 
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formation of the Federated American En- 
gineering Societies, realize a long cherished 
ideal,—a comprehensive organization dedi- 
cated to the service of the community, 
state, and nation. 


The same idea is covered very com- 
pletely in the last clause of the “ Man- 
agement Engineers’ Creed,” a terse 
code used by the Taylor Society, a so- 
ciety to promote the art and science of 
administration and management, which 
reads as follows: 


The sublimest duty of the engineer is to 
keep the faith: The faith of the client that 
he will not undertake what he knows to be 
beyond his ability; and that with respect 
to what he undertakes he will give consci- 
entious service to the limit of his ability; 

The faith of his fellow engineers that he 
will remain true to his science and will mag- 
nify and not cheapen it; and that he will 
base his efforts for public recognition upon 
ability, scientific attainment and actual 
performance, and not upon ambiguous 
self-laudation; 

The faith of the community that he will 
undertake no service inconsistent with the 
public welfare; and that in service con- 
sistent with public welfare, but in which 
the interests of groups appear to come in 
conflict, he will judge carefully and sympa- 
thetically the claims of rival interests, and 
attempt to establish that unity of purpose 
which promotes the public welfare. 


The ultimate goal here is the flat- 
footed declaration that good engineer- 
ing must be in the public interest and, 
contrariwise, that any engineering 
which is anti-social must be bad en- 
gineering. 

These obsolete codes, such as those 
of the British Institution and that 
which now stands on the books of the 
American Society of Mechanical En- 
gineers, were drafted under the con- 
ception that engineering was a craft 
and that those who practised it con- 
stituted a fraternity and as such owed 
a higher obligation to fellow-practi- 
tioners than to the public, In a code 


adopted as recently as June, 1917, by 
the Western Society of Engineers oc- 
curs this sentence, “The ethical stand- 
ards of the engineering profession 
should be those of a fraternity.” In 
these earlier codes there was a strong 
reprobation against the use by en- 
gineers of anything but technical pub- 
lications for making announcements of 
their discoveries, inventions, researches, 
etc. This had the tendency to make 
of engineering a cult rather than to 
advance the more obvious purpose, 
which was to discourage engineers 
from reaching the public prematurely. 
‘These weaknesses have been complete- 
ly overcome in the more recent codes. 

In the light of what has been said, 
the writer’s apprehensions as to codes 
of ethics, interpretations of such codes 
and discipline under the codes will be 
clear. Just as laws are ‘always Inter- 
preted in the light of the constitution, 
so ethical codes must always be inter- 
preted in the light of the ideals of the 
profession. Hence it may easily be- 
come at any -given time the highest 
function of the professional engineer to 
act and speak contrary to a code—or to 
all the codes—if by so doing the ideals 
of the profession may be conserved or 
advanced, Nowhere is the heresy of 
today more apt to be the honored 
standard of tomorrow than in the rel- 
atively unexplored field of engineer- 
ing practice. 

The greatest safeguard in the de- 
velopment of a proper procedure for 
the enforcement of ethical conduct is 
publicity. Possibly the present al- 
most entire lack of publicity in these 
matters can be defendedfrom the stand- 
point of the newness of our machinery 
and the liability to error growing there- 
from. But absolute publicity must 
be the goal. The American Institute 
of Architects seems to set the pace in 
this respect. 

In the long run it would probably 
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prove advantageous if ‘we could de- 
clare, say a five-year period, in which 
absolutely no discipline or punish- 
ments would be meted out to offenders. 
This closed season would give every- 
body a chance to put his house in 
order if such revision be necessary. 
Five years is all too short a period in 
which to ascertain the mind of the pro- 
fession through the investigation of 
complaints and the publication and 
discussion of interpretations. In the 
enforcement of ethical standards it 
must be the mind of the profession 
rather than that of a committee or a 
group which must be the authority. 
As the writer has said in another place: 


Ethical conduct for engineers is such as 
has received more or less general sanction. 
This means that conduct which at one 
time and place may receive very generous 
approval at another time or in a different 
locality may be generally considered rep- 
rehensible. So that the master test as to 
whether conduct is ethical or not depends 
largely on what people generally—and_ of 
course I mean well-intentioned people— 
think about it. That to have an indi- 
vidual or even a group agitate for certain 
reform has a value should go without say- 
ing. In fact, most improvements are 
brought about in this way. But these 
higher standards only become the rules for 
_ conduct when through education they have 
become accepted as proper by a sufficiently 
large or influential element within the given 
constituency. The point I want to make 
is that the writing out of a code or set of 
rules is useful only in establishing good con- 
duct when such injunctions are so phrased 
as to be accepted as reasonable by those 
whose conduct.they are intended to regu- 
late. Neither the wisdom nor the exalted 
character displayed in the text is the test. 
The acceptance by the community is what 
makes the conduct ethical or not. In the 
same way our engineering practices are 
ethical or not as they conform to what may 
be called the best sense of the profession. 


3 Professional Engineer—November, 1920. 


Pp. 7-8. 


In the work of the Practice Com- 
mittee of the American Association of 
Engineers my attention is constantly 
called to the difference between un- 
ethical conduct on the one hand and il- 
legal and immoral conduct on the other. 
If the profession of engineering is to 
secure the confidence of the community 


‘in the degree necessary for the execu- 


tion of a high task, it must erect 
standards such as will not only give 
the public no cause for suspicion but 
create in the public mind that abso- 
lute confidence which is the antithesis 
of suspicion. Think of the limitless 
freedom which the medical profession 
enjoys in the homes of the world. The 
wonder does not lie in the fact of this 
freedom. It hes rather in the fact that 
the members of the medical profession 
have carried themselves so faultlessly 
in these intimate relationships that we 
never pause to wonder at it. 

Surely then we engineers can assume 
moral and legal conduct. Such con- 
duct is inherent in every code. The 
man who offers a bribe or who re- 
quests one is guilty of an immoral act 
and usually of an illegal one. But it 
does not aid in the upbuilding of ethi- 
cal professional standards to confuse 
such a breach of the moral sense of the 
community, or law-breaking of any 
kind, with those higher rules of con- 
duct which are supposed to set off the 
professional man as a class entitled to 
the highest respect of the community. 

The idea of leadership in the com- 
munity seems to be inherent in the 
term “professional man.” But lead- 
ers do not require the control of codes 
and procedures for their enforcement. 
Hence it is easy to read too much im- 
portance into such devices. They 
have an educational value for the 
young and also exert a deterring in- 
fluence on those who do not want to 
play the game. Indeed, codes of 
ethics and the mechanisms through 


72 ‘Tae ANNALS oF THE AMERICAN ACADEMY 


which they 4fe made effective may be 
likened to “trench cleaners” in modern 
warfare. Periodically the necessities 
of combat require that the trenches and 
the rear be freed of those who have not 
accepted the issue of battle. But the 
real line of advance—the shouting and 
the glory and the flag—are way out in 
front in No Man’s Land and beyond. 

It seems altogether possible that the 
engineer will play an increasingly im- 
portant rôle in the immediate future. 
The Great War, with its lessons as to 
what can be accomplished through 
organization and the applications of 
science to the affairs of men, is still 
fresh in the minds of the peoples. 
There seems to be every incentive not 
only for the engineer to go forth to 
meet glorious opportunity but for the 
public to welcome him with open arms. 
But History is full of lost chances. 


Given the excuse, a public in a sut- 
prisingly short time can grow luke- 
warm and even antagonistic. Civi- 
lization needs the “know how’’—the 
constructive, creative mind—as never 
before. 

The work ahead is one of producing 
world-wide effectiveness rather than 
individual or national profit, of cut- 
ting out waste rather than regimenting 
men. The engineer if he is to be equal 
to the task must approach it altogether 
from the service angle. To make us 
worthy and able for this task nothing 
will be of greater assistance than high 
standards of professional conduct—the 
higher the better. In fact the oppor- 
tunity now knocking at our door will 
not be fully embraced until a deep 
spiritual relationship has been estab- 
lished between the engineer and a race 
set free. 


The Ethics of the Mechanical Engineer 
By Carvin W. Rice 


Secretary, American Society of Mechanical Engineers 


N the concept of his obligation to 
society, the mechanical engineer 
has always possessed an idealism, al- 
though it was not actually formulated 
until comparatively recent years. 
Whereas some of the organizations rep- 
resenting other branches of the en- 
gineering profession may have had 
codes of ethics, formally approved and 
recognized by their bodies at an earlier 
date than the first code of the American 
Society of Mechanical Engineers, it is 
inconceivable that with such founders 
as this Society possessed and with 
such engineers as have been included 
in its rolls of membership through 
practically the half century of its exist- 
ence, the members of the Society have 
not taken on the ideals and motives of 


these leaders as a guide for their pro- 
fessional conduct and in their relations 
to society. Men like Professor John 
E. Sweet, Alexander L. Holley, H. R. 
Worthington, Professor R. H. Thurs- 
ton, its first president, all of whom. were 
included among the founders of the 
Society, and men like Henry R. Towne 
and Captain Robert W. Hunt, fortu- 
nately still living, are all such recog- 
nized examples of practitioners of the 
highest ethical standards, that any 
organization fortunate enough to in- 
clude their names within its member- 
ship must perforce adhere to high 
principles of ethical conduct or else 
such men would not continue as 
members. Such an organization must 
base all its transactions upon the 
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principle of the Golden Rule, which is 
after all, what a code of ethics really is. 

The necessity for a joint code of ethics 
for all engineers arises from the fact that, 
unlike lawyers and doctors, engineers 
are not organized into one professional 
body. The engineering organizations 
now in existence have all evolved from 
small professional groups interested in 
specialties. The early meetings of 
these bodies were devoted to the discus- 


sion of papers within specific fields of. 


engineering in contra-distinction to giv- 
Ing attention to the broad and general 
problems of the engineering profession. 
In those days, some half a century ago, 
the community of interests of the 
several kinds of engineers was not 
recognized since it was the habit for 
engineers to segregate into professional 
groups. Today the great national 
engineering societies are an Important 
evolution of these groups and are 
organized along what have come to be 
the four main branches of engineering 
practice: civil, mining and metallurgi- 
cal, mechanical and electrical. 

Within the last few years, with the 
growing concept of the professional 
obligation within the engineering pro- 
fession, a number of joint movements 
have developed, so that by the time 
the War came the sum total of co- 
operative and conjunctive activities of 
the engineering organizations had be- 
come very large. The War brought 
home to us all the essential principle of 
the obligation of the engineer to society, 
and since the War, with the compli- 
cations of civilization still in progress, 
this sense of obligation has been accen- 
tuated until now the underlying ideal 
of the professional engineer is profes- 
sional unity. 

With the stage thus set, the American 
Society of Mechanical Engineers enthu- 
siastically joined in the idea of a code 
of ethics in common for the engineering 
profession, and within the last year has 


participated in steps to secure the 
formulation of a code which would be 
acceptable to all engineers. The sub- 
sequent recounting in this article of the 
progress of a code of ethics within the 


-American Society of: Mechanical En- 


gineers, during the ten years prior to 
the inception of this jomt code, will 
convey an idea of the difficulties still 
to be overcome. However, it is hoped 
that, with the great incentive of the 
need throughout the world for the re- 
sumption of progress, and with the 
realization that it is to America, free as 
she is from the results of the War, that 
the world is looking for leadership, 
these engineers who are leading the 
profession will be imbued with a new 
determination and a concentration of 
effort towards the realization of the 
ideals of the professional engineer. 


THe MECHANICAL ENGINEER’S 
RESPONSIBILITY TO SOCIETY 


The essential difference between a 
professional man and one skilled in any 
craft is the urge for his undertaking; 
that is whether it is simply a means of 
livelihood or whether it is the de- 
votion of his talents to the common 
good, trusting that he will receive 
proper compensation. Assuming that 
the latter concept of the obligation of 
the mechanical engineer is accepted as 
the essential end for his professional 
career, then a code of ethics becomes 
necessary not only to assist the mechan- 
ical engineer in his conduct, but to 
acquaint the world with what it may 
expect from a professional man, thus 
rendering the . profession, as such, 
stable and recognized by society. 


History oF THE CODE oF ETHICS OF 
Tue AMERICAN Society oF ME- 
CHANICAL ENGINEERS 


Those who are familiar with the 


‘Inner workings of the volunteer efforts 


of individuals within societies, not 


"L 
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alone professional, will appreciate the 
fact that only on very rare occasions 
and under some great incentive. does 
an organization ever become single- 
minded and express itself as being so. 


Actions must necessarily be com- . 


promise actions; radically new policies 
are rarely attempted unless there has 
been previous deficiency, and a new 
policy is simply corrective of some 
form of weakness. In a professional 
society most of the members behave 
themselves most of the time and fortu- 
nately violations of the laws of pro- 
fessional conduct are exceedingly few 
and far between. 

It is only when there is some flagrant 
violation of the code, and considerable 
publicity is given to the case that those 
members of the society most ethically 
minded wonder whether the principles 
of conduct for fellow members have 
been sufficiently prescribed and if they 
have not, whether it would not be ad- 
visable to revise the existing canons or 
to make new ones. Of course this kind 
of questioning does not take place very 
often until the standards of conduct 
have become fairly determined. 

All the above is as a preamble to 
saying that it was not until about 1910, 
thirty years after its organization, that 
the attempt was made within the 
American Society of Mechanical En- 
gineers to formulate a code of ethics. 
In January of that year the Council of 
the Society “approved the appoint- 
ment of a Committee to consider re- 
specting the advisability of the 
. Society ’s preparing a code of ethics.” 
A committee consisting of Mr. Charles 
Wallace Hunt, Dr. W. F. M. Goss, and 
Professor John E. Sweet was ap- 
pointed. The discussion which led 
the Council to take its first action is 
not recorded, but a subsequent action 
is stated to have been taken: 


Whereas, The Society is often addressed - 


on the general subject, and Whereas, The 


was favorable. 


American Institute of Electrical Engineers 
have just adopted an admirable code of 
ethics: 

Voted: That a Committee of three be 
appointed by the President to consider and 
report its recommendations to the next 
meeting of the Council. 


The first Special Committee of three 
was later increased to five and its per- 
sonnel changed to Charles Whiting 
Baker, Chairman, Charles T. Main, 
Colonel E. D. Meier, Spencer Miller 
and C. R. Richards. It was this 
augmented committee which m De- 
cember, 1912, presented a report to the 
Council embodying a code of ethics. 

The Council voted “to receive this 
report and publish it in the journal of 
the Society, with special emphasis on 
the suggestion of the Committee that 
the membership at large be invited to 
make suggestions and criticisms, to be 
sent to the Committee.” It was also 
voted “that this report be made a 
matter of discussion by the Society as 
a whole at its semi-annual meeting 
held in Baltimore in 1913.” 

The proposed code was discussed at 
that meeting of the Society and the 
following action was taken: 


Resolved: That it be recommended to the 
Council that the proposed code of ethics be 
printed in pamphlet form and a copy mailed 
to each member of the Society, accompanied 
by a ballot so prepared that each member 
may vote upon each clause separately; and 
that if the majority of those voting are in 
favor this meeting recommends that the 
Council shall declare the report approved 
and shall arrange for the appointment of a 
committee on the interpretation of the 
code. 


The code was duly issued and sub- 
mitted to letter ballot of the member- 
ship in October, 1913, and the ballot 
The code was thereby 
adopted by the whole Society. Mr. 
Charles Whiting Baker, Chairman, 
Charles T. Main, Colonel E. D. Meier, 


~ 
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Spencer Miller and C. Re Richards, the 
original committee which formulated 
the code, were appointed a Committee 
on Interpretations. 


THe Frest Coprt ADOPTED spy THE 
AMERICAN SOCIETY oF MECHANICAL 
ENGINEERS 


An analysis of the first code of ethics 
of the American Society of Mechan- 
ical Engineers reveals the fact that its 
purport was chiefly admonitory. This 
code, which was not a code of principles 
so much as a code of recommended 
practices in specific cases and mjunc- 
tions against performing specific acts 
of impropriety is reprinted on page 
271 of this volume. 


ATTEMPT AT A SECOND CODE 


At the end of 1918 a wave of ideal- 
ism swept through the United States 
and professional engineering societies 
made investigations of their activities 
in the light of their new concepts. In 
common with the other societies, the 
American Society of Mechanical En- 
gineers appointed a special Committee 
on Aims and Organization which made 
recommendations concerning the So- 
ciety’s activities and also concerning 
the activities of a national engineering 
organization in connection with the 
community. 

The report of this Committee con- 
sisted of a series of different recom- 
mendations, condensed to a minimum 
number of words and enumerated 
without very much preamble. The 
object of such a report was to focus 
attention on the most important 
activities to be developed and to avoid 
detail of discussion. The report of 
this Special Committee on Aims and 
Organization contained the following 
regarding the code of ethics: 

RecoMMENDED: That it is the sense 
of this Committee that a short code of 
ethics of broad scope, general character 


and positive rather than negative Im- 
junction, be prepared and that the same be 
enforced vigorously. 

RecoMMENDED: That a Committee of 
five on Code of Ethics be nominated by 
the President and confirmed by the Coun- 
cil who shall report back to the Society at 
the Annual Meeting. 


Upon the adoption of these recom- 
mendations by the Society, the Coun- 
cil appointed a new committee, con- 
sisting of Professor A. G. Christie, 
Chairman, Mr. Robert Sibley, J. V. 
Martenis, T. H. Hinchman, H. J. C. 
Hinchey and Charles T. Main, to 
prepare a new code, and to consider a 
means for enforcing it. This Com- 
mittee reported to the Council on 
April 19, 1920 and the report was re- 
ferred to the membership at the - 
Spring Meeting of the Society in the 
following month. 

The discussion at the Spring Meet- 
ing was extended and earnest, and the 
code was referred back to the Com- 
mittee for restatement in the light of 
the discussion. 

At the same time the Society recog- 
nized the recommendation of the 
Committee that a code should be 
common to each branch of the pro- 
fession, and it was therefore offered to 
the other engineering societies for their 
consideration. This was the beginning 
of the efforts for a joint code which are 
still under way. 

The Special Committee before re- 
vising the language of the code thought 
it well to take into consideration rep- 
resentatives of the other engineering 
societies and recommended the ap- 
pointment of a Joint Committee. The 
civil, mining and metallurgical, and 
electrical engineers responded, as did 
also the American Society of Heat- 
ing and Ventilating Engineers, and 
later the American Society of Refriger- 
ating Engineers. 

The representatives of the American 
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Society of Mechanical Engineers on 
this Joint Committee are expecting to 
present again the proposed code, re- 
vised in coöperation with the represent- 
atives of the other societies, at the 
forthcoming Spring Meeting of the 
Society. The Committee still adheres 
to its plan of a Committee on Profes- 
sional Conduct to enforce the code, 
and in fact regards this as an essential 
requirement. 

The proposed code is printed in full 
on page 271. 

It is the belief of many now within 
the American Society of Mechanical 
Engineers that success is now not far 
off. The forces operating for the 
adoption of the code have now rein- 
forcements from an entirely different 
direction. The Committee on Con- 
stitution and By-Laws of the Society 
was requested two years ago to present 
to the Society an entire revision of the 
constitution and by-laws. This Com- 
mittee has incorporated in the con- 
stitution an article headed “Pro- 
fessional Practice,” the first section 
of which reads: 


In all professional and business relations 
the members of the Society shall be gov- 
erned by the Code of Ethics of the 
Society. 

This section of the constitution is 
supplemented by the following by-law: 


All members, of the Society shall sub- 
scribe to the following Code of Ethics as 
required by the constitution: 

(Here is to be inserted the new Code of 
Ethics when adopted by the Society.) 


There follows a second paragraph 
in the by-laws: 


All matters in connection with the admin- 
istration of the Code of Ethics shall be in 
charge of the Standing Committee on Pro- 
fessional Conduct under.the direction of the 
Council. 


The duties of the proposed new 
Standing Committee on Professional 
Conduct are prescribed in the rotoming 
proposed new by-law: 


The Standing Committee on Professional 
Conduct shall, under the direction of the 
Council, have supervision of all matters ` 
relating to the Code of Ethics and its en- 
forcement, as required by the constitution, 
and as detailed in the rules. The Com- 
mittee shall consist of five members and the 
term of one member shall expire at the 
close of each Annual Meeting. 


These matters of the Constitution 
and by-laws are likewise to come before 
the Society at the forthcoming spring 
meeting. 

The work on a Code of Ethics for 
Mechanical Engineers has, therefore, 
consumed twelve years to date, and 
has now the prospect of full realization. 


Ethics of the Engineering Profession 


By Freperick HAYNES NEWELL 
United States Reclamation Service, Washington, D. C. 


N its ideals the engineering pro- 
fession is not surpassed by those 
of any other group of public servants. 
In practice, however, because these 
ideals are so altruistic, it has been 


found difficult to reduce them to a. 


brief statement and to secure general 


agreement upon such statement. Most 
attempts to produce a brief code 
comparable with the Decalogue have 
resulted in little more than an expan- 
sion of the Golden Rule, such, for 
example, as is the code of ethics 
adopted by the American Society of 
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Civil Engineers on September 2, 1914. 

There has been much discussion by 
engineers of the need of adopting a 
comprehensive code in order that the 
ideals of the profession may be pre- 
sented clearly to the young engineer. 
On the one hand, these efforts have 
been scoffed at; indeed, in the case of 
one of the national engineering socie- 
ties, it was “decided that no gentleman 
needed a code of ethics, and that no 
code of ethics would make a gentleman 
out ofa crook.” At the other extreme, 
there are elaborate results, such as 
those of the American Institute of 
Electrical Engineers and other organ- 
izations, quoted by Daniel W. Mead? 

The chief difficulty in agreeing upon 
and adopting a code of ethics for the 
entire engineering profession has arisen 
from the fact that there is little 
agreement, even among engineers, as 
to the meaning or limitations of the 
words “engineer” and “engineering,” 
and of the word “profession” as 
applied to engineering. Iw the evolu- 
tion of the English language, the word 
“engineer” has come into such common. 
use and has been made to include so 
many different practices that it is now 
necessary to use some qualifying 
adjective in order to have a common 
understanding as to what is meant 
when using this term. 


GRADATIONS OF THE TERM, ENGINEER 


In contrast, there is little relative 
difference in conception when’ we 
speak about an architect. This is a 
term which applies to a rather limited 
body of professional men, and, more- 
over, it has been defined by law. In 
contrast with this, the word “en- 
gineer” as employed by a professional 
engineer has an entirely different 


. 1 For this code, see Appendix, page 278. 

? “Contracts, Specifications and Engineering 
Relations.” Daniel W. Mead, New York, 
McGraw Hill Book Company, 1916. 


meaning from that understood by the 
general public or as interpreted by 
court decision, 

In Great Britain the engineer is a 
mechanic, and, in legal usage, is a man 
who operates an engine. The organi- 
zations of engineers in Great Britain 
are to a large extent comparable with 
trade unions in America. In the 
United States there are possibly a half- 
million men who, in common usage, 
are known as engineers, and yet none 
of whom would be eligible for member- 
ship in one of our great engineering 
societies. The engineer, as the word 
is popularly used, may be a.mechanic, 
a tradesman, or a professional man. 
The division between these groups is 
broad, and it is almost Epos to 
draw a sharp line. 

Some of the best known oleoa 
engineers in the United States, promi- 
nent in the affairs of technical en- 
gineering societies, are themselves 
business men as well as engineers, 
managing or controlling directly or 
indirectly large corporations which 
construct, build, or sell engineering 
works, machinery, or power. Many 
of the leaders have come up through 
the ranks, and at one time or another 
have been draftsmen or mechanics, 
and as such have been eligible for 
membership in labor unions, even if 
they have not actually taken out a 
card. Others, educated in the best 
engineering schools and for a time 
serving as professional engineers, have 
become business men and have gone 
into contracting or trade relations 
without losing their standing as pro- 
fessional engineers. 

Yet, in spite of these uneven grada- 
tions, there is an attempt made at all 
times to hold before the eyes of the 
professional engineer certain standards 
of conduct which differentiate him 
from the business man, contractor or 
mechanic. He cannot go so far as the 
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architects in acquiescing to the first 
rule of their code of ethics, which 
states that it is unprofessional for an 
architect “to engage directly or in- 
directly in any of the building trades.” 
In fact the rigid adoption of such a 
rule might bring under the ban some of 
the most prominent members of the 
engineering profession, owners oF 
partners in engineering corporations, 
nor has it been.found practicable by 
engineers to follow the architects in 
their declaration that it is unprofes- 
sional to advertise. This drastic rule 
has been softened by the statement 
of the civil engineers that it is in- 
consistent with honorable and dignified 
bearing “‘to advertise in self-laudatory 
language, or in any other manner 
derogatory to the profession.” 

The ethical code of the engineer has 
been founded upon such long experi- 
ence as has demonstrated that “honesty 
is the best policy.’ There may be, 
and doubtless are, many members of 
the profession who would prefer to 
consider that their ethics were purely 
altruistic and based upon the idealism 
of Kant, following his stern precepts 
of absolute devotion to duty and of 
self-negation. Such men there are in 
every profession, but the code of 
ethics has been evolved not by these 
stern ‘idealists, but rather by. the 
appeal to common sense and fair play, 
necessitated by the so-called practical 
conditions that surround the profes- 
sion. ‘Thus the civil engineers make 
the prohibition not against advertising 
but against carrying advertising to the 
point of self-laudation. 

Because of the difficulty, found by 
the different branches of the engineer- 
ing profession, In agreeing upon 4 
common code, there has been a tacit 
agreement upon the point that the 
only way: to perfect a code of engineer- 
ing ethics is to follow the precedent of 
the “British Institution, . namely, to 
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make decision upon specific questions 
as they arise, the body of decisions thus 
furnishing a code which it has been 
found impossiblé to write out and to 
agree uponin advance. Such decisions 
reveal the underlying principles and 
can be appealed to in other cases until 
these principles thus become firmly 
established in the minds of all con- 
cerned. 


THe Cast METHOD or Cops 
BUILDING 


This so-called “case” or project 
method of building up a code has been 
put into practice by the American 
Institute of Consulting Engineers and 
by the American Association of En- 
gineers. In both of these organiza- 
tions, composed largely of civil en- 
gineers, a simple code has been adopted, 
and then, as specific cases arise which 
seem to need consideration, each of 
these has been considered on its merits 
and a decision published, stating, 
without giving names, the facts of the 
case and the conclusion reached by 
the Practice Committee. As these 
cases Increase in number and cover 
more and more widely the conditions 
which occur in actual practice, there 
must result a better comprehension, 
not only of the ideals of the pro- 
fession, but of the way in which these 
may be put into effect. 

` There are thus taken up and con- 
sidered in succession, numerous ques- 
tions regarding professional conduct 
as these arise between members or in 
daily contact with federal, state, or 
local officials and business men. The 
simpler personal matters are passed 
over quickly by the Practice Commit- 
tee, but those involving the applica- 
tion of an important principle of 
ethics are given full consideration and 
are ultimately published without name. 
They thus form the basis for general 
discussion and become interwoven in 


the thought of engineers. The de- 
‘cisions result in a body of practice 
which in effect performs the function 
of a code of ethics, a code based upon 
positive or experimental data. 

“Tt is certain that while experience 
has shown that an authorized and 
definite code of conduct is generally 
subversive of moral stamina through 
its absorption of personal responsi- 
bility, still ethics must be made 
work-a-day to a considerable degree, 
for they can then, if not slavishly 
followed, serve as guiding lights, or as 
points of departure, when a particular 
situation finds an individual unpre- 
pared by his own experience.” 

Of course, no code can satisfy all 
conditions. As has been stated, “ En- 
gineering, like war, is in practice a far 
more developed complex than when 
considered speculatively and coldly as 
a science. When it enters the world 
of commerce, it gathers the burdens of 
human nature. Its problems become 
those of business as well as those of the 
laboratory.” 3 l 


ENGINEERING AS A PROFESSION 


There has always been, and probably 
always will be, a wide difference of 
_ opinion as to whether or not engineer- 
ing is a learned profession comparable 
to law, medicine and the ministry. 
There are plenty of examples of devo- 
tion to ideals and of a purely profes- 
sional attitude of mind in, engineers 
comparable to that of any body of men 
in any one of the older professions. 
On the other hand, the advocates of 
the view that engineering is. not a 
profession point to the facts, above 
noted, that the great body of men who 
are called engineers are by no means 
professional men, but are actively 
engaged in the ordinary business of 
ife. 


4 Engineering Record, March 17, 1917, page 
09. 
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Various organizations of engineers 
have attempted from time to time to 
meet this condition, and, as they terin 
it, “to raise the standard” of ‘the 
profession. Great care is taken in 
passing upon the credentials offered 
and in admitting the applicants to full 
membership, with the idea that in so 
doing there will be segregated from the 
great mass of so-called engineers a 
rather select group who in their pro- 
fessional characteristics will be com- 
parable to an equal number of members 
of one of the other professions. The 
principal difficulty, however, arises, as 
before indicated, in the fact that 
engineering is entering more and more 
definitely into the life and business 
of the ordinary citizen, so that the 
leaders in the profession often become 
drawn into executive positions, dealing 
in a large way with business affairs. 
Thus arises the anomalous situation 
in which leaders who may have passed 
through the professional stage of life 
have now evolved into business men 
and are conducting great corporate 
efforts, especially public utilities, along 
lines which, in the popular mind at 
least, are not compatible with the code 
of ethics which should be followed by 
the younger applicant for admission to 
the organization. 

Engineering is a profession in the 
same sense that pure mathematics is a 
science, but the value of engineering 
to the human race is so great and so 
dependent upon practical application 
to every-day life that the profession, 
and the professional man if successful, 
becomes immersed in business relations. 


Group OrcanizATiIon AMONG 
ENGINEERS 


The history of the organization of 
engineers is of interest, as illustrating 
the continual struggle between idealism 
‘on the one hand, which would produce 
a well-rounded code of ethics and,.on 
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the other, the practical considerations 
which have made such a code impos- 
sible of acceptance by all kinds of 
professional engineers. The first not- 
able attempt at organization was 
made in the city of Boston and re- 
sulted in 1848 in what is now the 
oldest engineering society in the United 
States—the Boston Society of Civil 
Engineers. This association is care- 
fully guarded in its membership; it 
attempts to preserve the highest 
possible professional standards among 
a type of engineers and of people 
readily recognized, wherever met in 
any part of the world, as distinctly 
“New England.” The traditional 
New England conscience and thorough- 
ness have triumphed through all the 
decades and have set a model for 
other engineering organizations, for, on 
examining the constitutions adopted 
by nearly every subsequent society, it 
will be seen that the phraseology of the 
Boston society has formed the ground- 
work. 

Next in time was the organization 
in New York in 1852 of the American 
Society of Civil Engmeers, which 
followed upon the excellent precedents 
already established. This organiza- 
tion has grown steadily and has 
adhered largely to its early standards, 
rigidly holding to these and in effect 
excluding the great body of practising 
engineers. It has thus forced the 
organization of many other rather 
specialized national societies, several 
of which have exceeded it m number 
of members. | 

It is to be noted that the Boston 
Society and that m New York were 
obliged even at that early date to use 
the qualifying word “civil” as sepa- 
rating the members not only from the 
military engineers but from the me- 
chanical engineers, as well as from the 
engine runners, such as locomotive 
engineers, who in turn have formed 


the most powerful trade union of the , 
country. 

The tendency to restrict the use of 
the words “civil engineers” to a rather 
narrow group of men interested in 
bridges and other large structures, 
rivers and harbors, waterworks, sewage 
and roads, finally forced the rapidly 
widening groups of engineers who were 
interested in mechanical lines to form 
the American Society of Mechanical 
Engineers; and, because of the fashion 
thus set, the American Institute of 
Electrical Engineers then separated 
themselves from the other engineers. 
The mining men also found that the 
requirements for admission to the 
American Society of Civil Engineers 
were too restrictive, and they in turn 
formed the American Institute of Min- 
ing Engineers. The requirement for _ 
membership in the latter society was 
so different from that of the older 
American Society of Civil Engineers 
that for over a decade the older 
society refused to come under the 
same roof, largely because of the feeling 
that there was not sufficient restric- 


- tion as regards professional standing 


in the great body of members of the 
society of miners. 

Thus have been formed many na- 
tional societies of civil engimeers, as 
distinct from military engineers, di- 
vided by somewhat arbitrary technical 
lines, for the civil engineer frequently 
has to do with the mechanical and 
electrical devices or structures of the 
mechanical and electrical engineers, 
or vice-versa. These divisions have 
arisen largely from the divergent views 
as to requirements-for admission to the 
national society. At the same time 
many state organizations have been 
formed, largely political in character 
in the sense that the laws of each state, 
differmg from those of its neighbors, 
necessitated consideration of en- 
gineering matters, such as drainage, 
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road-building, water works, andsewage, 
in their relation to the geographic and 
political entity of the state. These 
state societies have necessarily been’ 
organizations not of civil engineers 
alone but of men practising the pro- 
. fession of engineering. They include 
in their membership a large proportion 
of so-called practical men, surveyors 
and others who have picked up the 
work and have been educated not in 
engineering schools but in the “college 
of hard knocks.” 

In each of the principal cities of the 
United States it has also been found 
desirable to bring together men who 
practise engineering, in order to in- 
crease acquaintance and to discuss 
engineering problems with particular 
reference to local conditions. There 
are also in each city small groups of 
members of the national societies, 
either meeting separately or occa- 
sionally codéperating with each other 
and with the local society of engineers, 
many of whose members are frequently 
not eligible for membership in the 
national organizations. F 

Thus, a list of engineering societies 
will include a dozen or more national 
organizations, a score or more of state 
engineering societies, and a hundred 
organizations, one or two in each of the 
principal cities, each with different 
standards, coöperating occasionally or 
competing for membership. 

The listing of engineering societies is 
complicated by the fact that there are 
many organizations, someincorporated, 
of men who as in the case of the so- 
called “sanitary engineers” may ormay 
not be engineers according to the def- 
inition accepted. Some of the “ sani- 
tary engineers” are simply successful 
plumbers who may or may not have 
had an education in the theory of 
engineering, but who are practical 
business men, 
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NEED FOR STANDARDS OF ENGINEERING 
CONDUCT 


The reason for the creation of 
standards is evident from the brief 
review above given. The older, more 
conservative societies believe that it is 
of the highest importance to the public 
and to the profession that certain 
standards be set up and carefully 
observed. Their concern is mainly 
for creating and preserving a certain 
prestige and for rigidly excluding the 
applicants who do not meet this 
standard. At the same time, in- 
ternally these older organizations are 
continually shaken and their growth 
and influence often reduced by the 
interminable struggle between the two 
factions, since the conservatives are 
continually trying to raise the standard 
as against the efforts of the progres- 
sives who are looking towards the 
wider influence of the larger society. 
On the part of these liberals it is urged 
that every man who is making a 
living by the practice of engineering 
should become a member and, as such, 
be educated and impressed with high 
standards by contact with men within 
the society, and not be forced to the 
alternative of joining a labor union if 
he desires to do his part toward im- 
proving the condition of his fellow 
engineer. 

The reasons for the creation of the 
“standards” are those which underlie 
the ideals of the closed shop which, 
originated by the medical profession, 
have been adopted in large part by the 
lawyers and put into still wider effect 
by the labor unions, who have become 
most apt pupils in this regard. The 
engineering profession, as a whole, may 
be said to alternate between the ideals 
of an open, competitive business on the 
one hand, and, onthe other, a restricted, 
licensed, or registered group, such as 
that of the lawyers and doctors, or 
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the closed shop of the labor unions, 
each professing to seek the highest 
serviceto humanity through raisingand 
maintaining certain group standards. 


Ca 


oF CIviL ENGINEERING 


ACTIVITIES 
; SOCIETIES 


Considering the members of the 
civil engineering profession and the 
group action taken by them, it is to 
be noted that as such they have not 
attempted to.codperate very widely in 
their activities with other bodies of 
engineers, such as the mechanical, the 
electrical, or the mining. There has 
been a conscious effort in most organ- 
izations of civil engineers to bring to- 
gether only “the best people” and to 
realize the ideals of the old Greek term, 
“aristocracy,” in its best sense. Each 
society of civil engineers has pursued 
its own way, and the largest, the 
American Society of Civil Engineers, 
has kept out of most “entangling 
aliances.” Though persuaded at a 
late date to make its home on top. of 
the Engineering Societies’ Building, it 
has not taken such action as, in the 
opinion of the majority of its members, 
would reduce its standards to those of 
its neighbors on the lower floors of the 
building. ‘Thus it has up to the pres- 
ent time kept out of the Federation of 
American Engineering Societies, though 
coéperating with some of the societies 
in specific matters. 

In spite of this somewhat exclusive 
attitude, the civil engineers have 
entered into conferences, one of the 
most notable of these being the Joint 
Committee on a Code of Ethics for 
Engineers, consisting of representatives 
of the American Society of Civil En- 
gineers and four other national en- 
gineering organizations. The report 
of the Joint Committee, together with 
the proposed code, is included else- 
where in this volume.‘ 

4 See Article by Mr. Christie, page 101, 
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As regards publications, there has 
been practically’no coöperation among 
the civil engineering societies, but 
each has issued its own annual ‘or 
periodical literature, differing in general 
style and presentation from that of 
other similar bodies. 


GENERAL Type or Crvin 
ENGINEERING SOCIETIES 


While there are a considerable 
number of civil engineering societies 
such as those mentioned, the Boston, 
the American, the Canadian, and 
others, national, state and city, there 
is a similarity in their type and activi- 
ties, since, as above indicated, each in 
turn has been patterned largely upon 
the predecessors. ` . 

The standards for admission to 
membership in the civil engineering 
societies as such have usually been 
considered somewhat more restrictive 
than those for admission to other en- 
gineering societies, following in this 


` respect the standard set by the Boston 


Society and the larger American. 
Many professional engineers, looking 
back over the history of the profession, 
regard this attempt at creating and 
maintaining a high but rather narrow 
standard as one of the misfortunes of 
the profession, as it would have been 
possible, a few decades ago, to have 
brought in and kept in one great 
national society, all of the engineers, 
mechanical, electrical, mining, chem- 
ical, etc., thus having a body which in 
strength and. influence would have ` 
been comparable with the American 
Bar Association. . 

Divided, however, as are the en- 
gineers-in these many specialized or ` 
technical societies, they, as a group, 
exercise a minimum of influence in 
public affairs. It may be said that 
until the mining engineer, Herbert 
Hoover, with his remarkable personal- 
ity, came to the front, the engineer as 
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such was little known or regarded in 
public affairs. He had been considered 
as the “hired man,” and almost never 
served as a leader in commissions or on 
other public bodies. This condition 
is traceable in part to the fact that the 
engineers, following the standards 
which they have set, have not made 
their strength felt in the large affairs 
of the state and nation. 


FINANCIAL SUPPORT 


All civil engineering societies are 
supported by annual membership dues, 
these being employed in large part in 
payment of the salary of a secretary 
and in the cost of correspondence and 
publication. A few of the older socie- 
ties have accumulated a substantial 
sinking fund, while other civil en- 
gineering bodies are adopting the 
principle of reinvesting the money for 
the benefit of the existing membership 
and getting the largest immediate re- 
turn possible from such investment in 
current activities. - 

Compared to those obtained by 
some of the other professions, the 
ordinary fees or compensation re- 
ceived by the civil engineers are quite 
low, and this situation is reflected in 
the amount of money available for 
current expenses by the civil engineer- 
ing organizations. Few, if any, at- 
tempts have been made by the civil 
engineers as such to examine thoroughly 
the question of compensation, and 
it has been largely because of this 
apparent indifference to the fundamen- 
tals of individual welfare that a large 
number of the younger men, who 
might have been interested in the 
civil engineering societies, have found 
an outlet for their energies and an 
opportunity for helping each other 
through joining the more progressive 
American Association of Engmeers. 

The annual dues of the -American 
Society of Civil Engineers are $20; 


those of the American Association of 
Engineers, $15, and of most of the 
state or city societies, $10 or less. 
The number of members in the Ameri- 
can Society is over 9,000, and the 
American Association of Engineers, 
composed largely of vils, has over 
22,000, while in other organizations 
of civil engineers, the membership is 
usually below 500. For these dues 
the members receive an annual report 
or periodicals, supported in part by 
advertising. 


ENFORCEMENT OF STANDARDS 


As a rule, there have been relatively 
few attempts to protect the standards 
of practice in the engineering pro- 
fession. In fact, the safeguarding of 
the profession is confined as a rule to 
the examination of the credentials of 
the applicant. Once admitted, the 
case must be extremely flagrant before 
any action will be taken by the or- 
ganization. In this respect the con- 
dition is similar to that of the older 
professions where the guild or class dis- 
tinctions and “professional etiquette” 
prevent criticism of a fellow mem- 
ber. There have been cases where 
the derelictions of a member have 
been considered m executive session 
by the governing bodies, and pre- 
sumably warnings have been issued, — 
but these cases are usually carefully 
guarded, not only from discussion by 
the public but from the members of, 
the society, themselves. 

The usual procedure for aie 
with those who violate accepted prac- 
tice is for the matter to be brought 
before the governing body and re- 
ferred to a select committee with a 
view to going into the details, the 
whole procedure being highly con- 
fidential in its nature and the final 
decision unknown outside of the small 
group involved. This has had its 
good and bad effect; good, in protect- 
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ing the engineer from unfair criticism, 
and bad, in creating a feeling that the 
members of the profession are in- 
different to practices which apparently 
have grown up without restraint. 

` The American Association of En- 
gineers, appreciating this condition, 
has attempted to handle these cases in 
such a way that the members and the 
public in general are informed con- 
cerning the results and are thus made 
aware of the fact that improper prac- 
tices will not be condoned. 

The only penalty which may be 
enforced by a civil engineering society, 
for violation of its standards, is ex- 
pulsion from the society, this bemg 
largely a matter not made public. 
The assumption is that no man who 
has been admitted would be guilty of 
improper practice after the careful 
scrutiny given in advance, and that 
should he fail tolive upto the standards, 
the fact of dismissal from the society 
should be adequate punishment. 


Toe Civin ENGINEER AND PUBLIC 
WELFARE 


The civil engineers with their ultra- 
conservatism have largely refrained 
from taking part in public affairs, 
and have not been conspicuous in 
initiating legislation.or regulations for 
the protection of the public, such, for 
example, as have characterized the 
medical profession. Jt is true that 
individual members have been prom- 
inent in various reforms having to do 
with better water supply and sewage 
systems, better roads and bridges, but, 
as a body, the civil engineers have 
kept away from active participation 
in public affairs. In this respect they 
have not exercised the influence which 
a group of highly-tramed and experi- 
enced men should have had. 

In a similar way the civil engineers 
have been extremely cautious in taking 
any action which might be construed 


Tur ANNALS oF THE American ACADEMY 


as sustaming or “backing up” the 
members of the profession in the 
individual efforts toward improvement 
of social, economic, or political rela- 
‘tions. Many an able civil engmeer 
has been dismissed from public posi- 
tion, or has been severely criticised, 
without any outward support from the 
organization to which he belongs. In 
fact, the caution displayed has been 
criticised as bordering upon timidity. 
In this respect, the civil engimeers, as a 
group, do not appear to have a strength 
in sustaining sound public opinion at 
all comparable to that of other groups 
of engineers or to doctors and lawyers. 

From what has been stated before, 
it appears that, in outward appearance 
at least, the civil engineers, while 
individually setting a high standard 
for themselves, have, as group organi- 
zations, not been leaders, nor have they 
developed the ideals of leadership 
among the younger men. This is 
undoubtedly due to the type of educa- 
tion which has tended in the past to 
emphasize in the mind of the young 
engineer the ideals of modesty and 
self-effacement, to “let the work speak 
for itself” and not to put himself 
forward in expressing opinions. This 
is in striking contrast to the attitude 
presented to the young lawyer, who 
from the outset is instructed as to his 
duties, as a man and a citizen, to use his 
best efforts, not only before the courts 
but in every public meeting; to help in 
discussion and to take the leadership 
which is due to the educational ad- 
vantages which he has had. He is 
impressed with the fact that since the 
public has directly or indirectly con- 
tributed to his education, he has a 
duty in turn to the public to take an 
interest in its affairs. 

The young engineer, on the contrary, 
impressed with the necessity of ac- 
curacy and thoroughness and with the 
importance of a caution which will 
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provide a large factor of safety, is 
inclined to let public affairs take their 
course until such time as he may be 
called upon to assist the men who have 
become practically the self-constituted 
leaders of affairs. 

The greatest need among civil en- 
gineers as a group is to correct this 
false modesty, and, while maintaining 
a high standard of professional attain- 
_ ment, couple this with the true con- 
ception of the duty of an educated 
man——never to hold back at times when 
he can be of service to the public. 


EMPLOYMENT 


In the matter of employment the 
civil engineers, as distinguished from 
other professional engineers, have 
tended to lag behind. In fact, one of 
the strongest criticisms against the 
civil engineering societies has been 
their neglect of this whole problem of 
the welfare of the young men entering 
the profession, both in the matter of 
compensation and of employment. 
The ideals taught in the schools have 
been largely those of devotion to the 
work, such as would make it quite 
improper for the young civil engineer 
for many years to give consideration 
to his compensation or personal com- 
fort. In fact, it has been rather a 
source of pride, that in the construction 
camps, in survey parties, znd else- 
where, the engineer has worked the 
longest hours, endured the greatest 
hardship, and has received a pay 
less.-than that of the skilled workman 
or mechanic. 

It has been regarded as unprofes- 
sional to consider rates of pay, es- 
pecially for the lower positions in the 
ranks of civil engineers, and much 
criticism was showered upon the 
American Association of Engineers 
because it did discuss the proper rates 
of compensation for the men entering 


upon the civil engineering profession, 
such as draftsmen, rodmen and in- 
strumentmen. It was urged that such 
action flavored too much of labor 
unionism. 

In the same way, consideration of 
methods of securing employment was 
under the ban for many years, and 
while some of the higher members of the 
profession who had reached the grade 
of consulting engineers were ready to 
discuss proper fees and rates of pay, 
these men as employing engineers were 
not at all keen in considering the claims 
of the great mass of younger men 
from whom their ranks would ulti- 
mately be recruited. It may be‘said 
that until the American Association 
of Engineers led the way in thedevelop- 
ment of an employment service, the 
principal groups of civil engineers did 
not look upon this with much favor. 

In short, in studying the code of 
ethics of the civil engineers, the im- 
pression is strong that this has been 
considered largely with reference to 
the relatively few men who stand near 
the head of the profession, and has not 
taken into view the great body of 
younger men, recently graduated from 
college, who have the greatest needs, 
not only as regards practice but also 
as regards their mexperience in the 
profession. For this great body, who 
form the rank and file of civil engineers 
and who furnish the greater part of 
the finances of the organizations, there 
is a special need of a code of ethics and 
of specific application of such a code, in 
order that they may properly pursue 
a middle course, avoiding, on the one 
hand, the selfish practices which are 
attributed to some of the labor unions, 
and, on the other hand, the extremes 
of an over-sensitive conscience or 
timidity which has kept the civil 
engineers out of the larger affairs of 
daily life. | 
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Ethics of the Electrical Engineer 


By Cart Herma, D.Sc. 
Consulting Electrical Engineer, Philadelphia, Pennsylvania 


ROFESSIONAL engineers deal 

primarily with the forces of 
nature and are, therefore, governed in 
their work by the laws of nature; as 
mother nature demands and insists 
upon absolute obedience to her laws 
from which there is no appeal and which 
cannot be circumvented, the engineer 
is, by the very nature of his profession, 
brought up to respect and obey the 
laws which are fundamental to his 
work. Any violation of these laws is 
certain to bring its own punishment 
with it, even without a trial, erther in 
showing the ignorance and therefore 
unfitness of the violator, or, what is 
worse, the deliberate practice of what 
he knew was wrong. Moreover, many 
human lives are often at stake when an 
‘ engineering structure fails; hence the 
engineer realizes that his responsibility 
in many cases is very great. 
. As has often been said by way of 
comparison, the physician can bury 
his mistakes six feet under the ground, 
the lawyer.can pass the blame to the 
jury, court, or witnesses, and the 
minister can often find a quotation 
from the Bible which, taken, literally, 
may seem to uphold him in a mistake 
he may have made; but when the 
engineer makes a mistake or violates 
the laws which are fundamental to his 
profession, he cannot hide the blame or 
pass it to others. Since, then, there is 
generally no question who is respon- 
sible, and no escape from censure, he 
must be doubly sure of what he does 
and how he does it. His profession is 
therefore by its very nature on a high 
plane, as far as it concerns obedience 
to the laws of nature, a. thorough 
- knowledge of his branch of learning, 
which involves a higher education 


extending over many years, conscien- 
tiousness, and regard for the effect of 
his work on others. 

Training in such an atmosphere 
cannot fail to have an important 
bearing on the ethics of engineering ` 
conduct; the records of the profes- 
sional lives of many noted engineers 
bear this out, as does also the ruination, 
professionally as engineers, of those 
who have violated the principles of a 
high code of ethics. ‘‘The engineer’s 
intellectual relations with his subject 
involve a contact with nature and her 
laws that breeds straight thinking and 
directness of character and for these 
the world is constantly according him a 
higher and more honorable place.” 1 


ENGINEERING AS A PROFESSION 


That engineering is recognized as one 
of the so-called “learned professions” 
and as such is in a class with the 
medical, legal and other professions, 
is probably now generally conceded, at 
least when the nature of the work is 
limited to true engineering as distin- 
guished from commercial work, and is 
based on high educational qualifications 
acquired at a college of good standing, 
supplemented by years of experience 
and training and the intelligent appli- 
cation of such knowledge. The re- 
quirements in educational qualifica- 
tions and training are quite as great, 
if not greater than’ for some of the 
other professions. But to the mind of 
the public, unfortunately, the term 
“engineer” often means the mechanic 
who operates a locomotive or some 
other form of engine. 

The preceding statements apply to 
the profession of engineering in general, 

1(Gano Dunn.) 
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embracing four main divisions, elec- 
trical, mechanical, civil and mining, with 
many sub-divisions. Though the par- 
ticular codes of ethics of the various 
branches may differ somewhat, owing 
to the differences in the nature of the 
work, in general they are based on 
the leading, centuries-old principle, 
“Do unto others as you would be done 
by,” and not on that modern version 
-= of it, used by some business men, “Do 
others or they will do you.” 

The “Code of Principles of Pro- 
fessional Conduct” adopted by the 
American Institute of Electrical En- 
gineers is published elsewhere in this 
volume2 The present article will be 
limited to replies to some of the ques- 
tions which the author has been asked, 
concerning his profession. 

The American Institute of Electrical 
‘Engineers, organized in 1884 and 
having a membership of between 
12,000 and 13,000, is the only large, 
national society of electrical engineers, 
including in its membership all the 
leading men of this division of the 
engineering profession. It may. be 
said to be the law-making organization 
of this division, and its high motives 
may be relied upon. It is supported 
by membership dues and has three 
grades of members, of which the much 
coveted highest grade, that of fellow, 
is restricted to those who have certain 
high qualifications. Young men have 
easy access to associate membership; 
for the advancement to full member- 
ship definite requirements are neces- 
sary, referring chiefly to the applicant’s 
record and to the reputation he has 
gained by his work in the past. There 
are many other societies and organiza- 
tions dealing with special branches 
and they may have their own code of 
ethics, but this is the senior or parent 
institution for the electrical engineering 
profession. 

2 See Appendix, page 274. 


That its members have respect for 
high principles of proper professional 
conduct is indicated by the fact that 
no member has ever yet been expelled, 
though in one case a member whose 
conduct was being investigated by the 
Committee on Professional Conduct, 
resigned before the case was concluded, 
and his resignation. was promptly 
accepted. A small number of other 
cases have been considered by this 
Committee from time to time. At 
present a recommendation is under 
consideration that a brief statement 
of such cases and the actions taken be 
published in the monthly publication 
of the Institute, without giving any 
names. 

The clause in the constitution 
governing the subject of expulsion is 
as follows: 


Sec. 15. Upon the written request of 
ten or more Fellows, Members or Associates 
that, for cause stated therein, a Fellow, 
Member or Associate of the Institute be 
expelled, the Board of Directors shall 
consider the matter, and if there appears to 
be sufficient reason, shall advise the ac- 
cused of the charges against him. He shall 
then have the right to present a written 
defence, and to appear in person or by 
duly authorized representative before a 
meeting of the Board of Directors, of which 
meeting he shall receive notice. at least 
twenty days in advance. Not less than 
two months after such meeting, the Board 
of Directors shall finally consider the case, 
and if in the opinion of the Board of 
Directors a satisfactory defence has not 
been made, and the accused member has 
not in the meantime tendered his resigna- 
tion, he shall be expelled. 


Tue NEED ror PRINCIPLES OF 
ENGINEERING CONDUCT 


From the nature of the different 
engineering branches, differences arise 
which have some bearing on pro- 
fessional conduct. Under the broad 
term of electrical engineers, there are 
included salesmen, contractors, manu- 
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facturers, administrators, organizers, 
financiers, promoters, etc., many of 
whom may have started as college-bred 
engineers, but have branched off into 
these other vocations, for which they 
were often very well fitted by reason 
of their engineering training. Their 
interests are, however, sometimes di- 
rectly opposed. To manufacturers and 
those entrusted with the selling of a 
product or project, “the exigencies of 
selling are so constantly forced upon 
them, that it produces in their circles 
a commercial atmosphere quite at 
variance with strict professional views,” 
to quote from a leading engineering 
journal. Technical journals them- 
selves may not always be free from the 
influence of their advertisers. Another 
technical journal last year said edi- 
torially, “It is to be hoped that the 
year 1921 will see real progress in the 
establishment of codes of ethics in the 
various engineering societies, or, better, 
the establishment of general funda- 
mental principles of engineering ethics 
on which the individual societies may 
build.” Still another technical journal 
asks, “Is engineering a profession or a 
business?” and implies that it must 
be one or the other, stating that “we 
are at the parting of the ways.” 
This distinction refers to the modern 
large organizations, as distinguished 
from the individual engineer, in con- 
ducting engineering work; it implies 
the old saying that “corporations have 
no souls.” The differences between 
the ethics of such large organizations 
and of the individual engineer is a 
subject of discussion which space does 
not permit going into here. 

Within the near past, another de- 
parture of a somewhat psychological 
nature has been added to the engineer- 
Ing profession, that of the science of 
dealing with men, as exemplified in 
the legend in the great National 
Engineering Library in New York 


City, which staZes as a conception of 
engineering: “Engineering—the art of 
organizing and directing men, and 
of controlling the forces and materials 
of nature for the benefit of the human 
race.” ‘The last part of this legend was 
formerly one of the definitions of an 
engineer; the former clause has more 
recently been added, though not by 
unanimous consent. In the opinion 
of some, the term engineering is being 
broadened too far. 

It is often difficult to draw sharp 
lines between the many different 
practices, as to where true engineering 
begins and ends. The title of “‘en- 
gineer” is a coveted one, and rightly 
so, as long as it implies a long and 
difficult course of education and train- 
ing, and it is therefore natural that its 
appropriation is broadening. A code 
of ethics is naturally a different matter 
for one who deals with the application 
of nature’s laws of matter and energy 
for the benefit of mankind, than for 
one who deals merely with getting the 
largest number of dollars; though of 
course the true engineer must of ne- 
cessity also consider the cost of projects. 
For the purposes of the present article, 
however, the term professional en- 
gineer may be supposed to apply to 
those who occupy themselves ex- 
clusively with the true profession of 
engineering, in its older sense of ap- 
plying the laws of matter and energy 
to the benefit of mankind by the 
design, construction and use of en- 
gineering structures. The statement 
of Francis Bacon in the preface to his 
“Maxims of the Law” applies to 
professional engineers as well: “I 
hold every man a debtor to his pro- 
fession, from the which as men of 
course do seek to receive contenance 
and profit, so ought they of duty 
to endeavor themselves by way of 
amends to be a help and ornament 
thereunto,” 
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Tar ENGINEER AND BUBLIC SERVICE 


As the progress of the world, the 
comforts of man and his ability to 
produce, are so very largely due to the 
work of the engineer, his work is of the 
very greatest Importance; he therefore 
naturally interests himself also in the 
public welfare in behalf of which he 
should “be ready to apply his special 
knowledge, skill and training for the 
use and benefit of mankind,” and with 
loyalty to his country, evidence of 
which was shown in the recent War, 
which, to a greater extent than ever 
before, was dependent on the skill of 
the engineer. 

In connection with testimony by 
engineers in legal cases, a clause in 
one of the engineering codes says: “To 
render reports or testimony intended 
to deceive is highly unprofessional,” 
a maxim which contrasts with the 
guiding principle of some lawyers: 
“Win the case; win it honestly if you 
can, but win it.” 

The engineer’s work is often con- 
nected with some form of public 
service and he is therefore concerned 
with the public and with public welfare. 
His obligations to serve the public con- 
scientiously to the best of his abilities are 
thereby instilled into him; his natural 
repugnance to act against the interest 
of the public, or of those in his charge, 
when urged to do so by his less scrupu- 


lous superior officer, perhaps a politi- 
cian, a contractor or a financier, has 
cost many an engineer his position. 

Untiring efforts are made by those 
of experience in the profession to 
advance the standards of education 
and training of the rising generation 
of engineers in the schools and colleges; 
the subject is frequently discussed at 
the sessions of the American Institute 
of Electrical Engineers between those 
who know what is needed in actual 
practice and those who do the teaching 
and training; both willingly codperate- 
to the great advantage of the student. 

Any special recruiting for the pro- 
fession of electrical engineering seems 
hardly necessary, as the great interest 
taken by many young men in this 
branch of engineering seems to be 
sufficient. 

An employment service is conducted 
by the Institute; in general, any form 
of service pertaining to electrical 
engineering, either to its members, 
the profession, the public, or the 
government, which is of such a nature 
that it can best be done by this large 
national organization, including in its 
membership all the leading electrical 
engineers of the country and many 
in foreign countries, is willingly under- 
taken and intelligently carried out. 
In many instances, the Institute has 
set an example to others. 


Procedure in Developing Ethical Standards Adopted 
by the American Association of Engineers 


By H. W. CLAUSEN 


Treasurer of the American Association of Engineers; Chairman, Practice Committee, American 
Association of Engineers 


HE maintenance of the proper 
ethical relations of the profes- 
sional engineer both with the public 
and with his fellow engineers is becom- 
ing of great importance in the effort to 


develop the service of the engineer to its 
maximum of usefulness. Clearly, one 
of the essentials to a constructive and 
vigorous policy leading to the har- 
monious coöperation of all concerned, 
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is a definite standard or code of ethics, 
adherence to which can be relied upon 
to build up the mutual confidence vital 
to successful professional service under 
the complex conditions existing today. 

The necessity for a comprehensive 
code of ethics has been quite generally 
- recognized by the leading engineers of 
` the country and much has already been 
accomplished in crystallizing profes- 
sional opinion in regard to the many 
phases of the subject. A significant 
forward step has been made by a group 
of engineers in the formation of the 
American Association of Engineers. 
Although many reasons prompted the 
creation of this association, it may be 
said that the desire on the part of its 
organizers for definite machinery ca- 
pable of adequately and promptly 
handling the various problems relating 
to the ethics of the engineering profes- 
sion was the principal thought in mind. 
Effective bodies have long been in 
existence to deal with the technical side 
of engineering service and in the course 
of their work much has also been done 
to advance the standard of practice 
from an ethical standpoint as well. It 
was thought, however, that the estab- 
lishment of the American Association 
of Engineers would be helpful in pro- 
viding a means for determining a gen- 
eral code of ethics and in interpreting 
that code in specific problems of every- 
day practice; and that, further, it 
would provide a prompt means of tak- 
ing disciplinary action in the enforce- 
ment of penalties for violations of the 
standards set up to govern practice, 
wherever such action would be in the 
interest of the public welfare. 


REASONS FOR A WRITTEN CODE 


It may be said with some justifica- 
tion that the standards of good citizen- 
ship and of honest dealing form a suff- 
ciently exact body of principles for the 
great majority of the engineering pro- 


fession, and that for such men as make 


-up this majority anything further is su- 


perfluous and unnecessary. Certainly 
engineers, although belonging to what 
is commonly felt to be one of the newer 
professions, have demonstrated and are 
now showing as high a conception of 
honorable and upright public service as 
any of the older professional groups. 
But the acceptance of a practical code 
of ethics by the members of a profession 
is a declaration of their faith for all the 
world to know and there are times when 
recourse to this written standard would 
serve as a helpful guide, as does the 
chart to the navigator. 

This is especially true of the younger 
men in the profession who are naturally 
students of precedent and who are anx- 
ious to guide their practice instrict con- 
formance with established principles. 
Moreover, 1t would be untrue to say 
that there are no departures from the 
highest ethical standards on the part of 
engineers. Hereand there are examples 
of deliberate unprofessional conduct 
injurious to the public welfare and to 
the engineering profession. Discipli- 
nary action in such cases would, if 
properly taken, do much to raise the 
profession of engineering in the public 
mind and would react favorably upon 
those engineers whose practice is 
founded upon truth, honesty and duty. 

An army without the necessary dis- 
cipline thoroughly to control its mem- 
bers often suffers immeasurably from 
the action or lack of action, as the case 
may be, of a few irresponsible individ- 
uals whose conceptions of duty are 
warped by selfishness -and whose aims 
are remote from those dictated by 
the principles of service to a higher 
cause. 

The first step in the work of the Am- 
erican Association of Engineers, then, 
was the development of a written code 
of ethics, a statute, as it were, which 
would be generally regarded as correct 
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and enforceable. With a view to mak- 
ing the first draft of this code a clear- 
cut unequivocal statement of high prin- 
ciples, the responsibility for writing it 
was placed upon an individual. Isham 
Randolph, now deceased, an engineer 
- of outstanding character and integrity, 
was selected and he wrote the code 
which is printed in full on page 277. It 
has attracted wide attention and favor- 
able comment as being an assembly of 
principles recognizing the importance 
of enlightened self-interest on the part 
of the individual engineer and yet 
broadly emphasizing the responsibility 
of the engineer to his client and the 
public. - 

It is an exceedingly difficult task to 
draw up a code which will in a single 
document provide adequate expression 
for the ideals of the profession and at 
the same time set forth detailed 
rules of conduct. It seemed necessary, 
therefore, for the Association to appoint 
a Practice Committee, the duty of 
which is to interpret the code of ethics 
for every-day use. This interpretation 
is done by the consideration of particu- 
lar cases and problems in a broad and 
general manner, with names, locations, 
etc., omitted, and decisions are then 
arrived at, based upon the specific facts 
given. The decisions of this Practice 
Committee are next referred to the Na- 
tional Board of Directors as recom- 
mendations. If approved, they are 
published and act as precedents for 
professional conduct under similar cir- 
cumstances. ‘These decisions may be 
roughly compared to court decisions in 
common. law. 

To provide for any appeals which 
may be made from Practice Committee 
decisions, a Judiciary committee will be 
formed which will have disciplinary 
power for the enforcing of penalties 
upon violators of the code of ethics or of 
decisions of the Practice Committee. 

As an example of the problems con- 


sidered by the Practice Committee the 
following cases which have been passed 
upon and approved may be of interest: 


Case 15 


A firm of engineers by name of A, lo- 
cated at B in state C, advertise and sell 
their services as consulting engineers. 
They are also manufacturers’ represen- . 
tatives for several of the largest manu- 
facturers in the United States.. Among 
others they act as consulting engineers 
for the city of B and on work which they 
recommend and on which they write 
specifications. They also give prices to 
contractors and bid on the machinery. 

Question —Is it ethical for A to sell 
their services as consulting engineers to 
the city of B and also, acting in the 
capacity of sales engineers or manu- 
facturers’ representatives, to furnish 
prices on the commodities that they 
sell to contractors bidding on the work 
of city B when A makes a recommen- 
dation of award? 

Answer.—Generally, no. There might 
be a peculiar combination of circum- 
stances where this might be correct, 
but never should it be undertaken 
without the fullest of publicity and then 
only in cases where the public interest 
demands it. 

Question.—In the above, would the 
situation be altered if A made a direct 
bid to city B for the required com- 
modities or machinery? : 

Answer.—Generally, no. Exception 
under conditions mentioned above. 

Question—As a general policy is it 
ethical for engineers to design work or 
write specifications for clients and also 
have an interest, direct or indirect, in 
the materials, equipment or other things 
going into the construction work of the 
clients? 

Answer.—As a general policy it is not 
ethical for engineers to have an interest 
direct or indirect‘ in the materials, 
equipment, etc. going into the construc- 
tion work of their clients except that 
the clients be advised in advance of the 
nature of the interest of the engineer 
and sanction of the client be obtained. 
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Case 16 


A is engineer for a county and re- 
ceives his pay in fees for the design and 
supervision of engineering structures 
let by the county under contract to 
builders. Another engineer, B, pro- 
poses an alternate solution for one of 
A’s problems, engineer B to receive his 
. compensation from the builder who 
submits B’s plan as an alternate. The 
statutes of the state provide for this 
method. ‘The compensation for A is 
the same whichever plan is used, and 
the alternate structure must ultimately 
have the approval of A. 

Question-—Is it unprofessional or 
unethical for engineer B to propose an 
alternate solution through a bidder? 

Answer.—No. 

In the above question, suppose en- 
gineer A opposes the alternate plan and 
charges B with unethical practice. 

Question.—If the practice is held to 
be ethical, then is engineer A unpro- 
fessional when he charges engineer B 
with unprofessional practice? 

Answer.—Yes, if B’s proposition is 
made in good faith for the public bene- 
fit; however, A should not be consid- 
ered unethical for an honest expression 
of opinion, so long as it was courteously 
stated. 

Engineer A and engineer B each 
prepare alternate plans for contractors 
to submit bid at a letting. The owner 
then employs engineer C to determine 
which of the two is the better solution. 
Engineer C condemns both and seeks 
employment to redesign the structure 
himself, thus eliminating both of the 
engineers, A and B. 

Question —Is the practice of engineer 
C ethical? 

Answer.—IJt is a question of intent. 
If A’s and B’s plans were faulty or 
unduly expensive to build, it would be 
the duty of C to so report. He should, 
however, not seek the work for himself. 


In the event that the owner desires C’s- 


services, it would not be unethical for 
C to undertake the work, preferably 
having A and B satisfied as to his con- 
duct in the matter. 


The report of the Practice Committee 
of the American Association of En- 
gineers made at the last annual con- 
vention in 1921 brings out interesting 
points concerning the actual method of 
procedure. ji 


Cases coming before the Practice Com- 
mittee seem readily to fall into two general 
classes. The first class includes those of a 
general character involving questions of 
ethics and professional practices concerning 
which there is no dispute as to the facts but 
only as to whether the acts or practices in 
any given case are in accordance with the 
adopted code of ethics of our profession and 
society. In a certain sense, the decisions of 
the Practice Committee as approved by the 
Board of Directors in such cases, becomes 
the common law in engineering practice, the 
same as the decisions of our civil courts doin 
every-day life. These decisions are subject 
to change from time to time as engineer- 
ing opinion becomes more and more crys- 
tallized resulting from experience and in- 
vestigation. They are of prime importance 
because they are written and can be referred 
to from time to time. 

The second class comprises those cases 
concerning which there is no agreement as 
to the facts but on the contrary a decided 
disagreement as to same. Naturally from 
such a state of affairs a controversy can 
develop which may be far-reaching as to its 
effects on the welfare of individual engineers, 
the profession, and the good will of the 
public. Such cases usually involve con- 
siderable personal feeling and unless prop- 
erly decided will result in great injury. 

Cases of the second class require careful 
handling and should not be decided except 
after a thorough examination of all facts 
and circumstances surrounding the con- 
troversy. In some of these controversies an 
investigation or open hearing should be 
held to which all parties interested in the 
controversy, including the witnesses, should’ 
be invited to attend. Plaintiff and defend-- 
ant should each have a counsel or aid 
which should be an engineer, not an attor- 
ney, and the proceedings should be carried 
on according to the legal rules of evidence 


_ and written record of such rules. Obviously 
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the reason for this is ogly to bring out 
clearly the facts and reduce the written 
record of the court reporter to a minimum. 
All witnesses whose testimony is to be con- 
sidered competent should be required to 
submit to voluntary oath. It should be the 
duty of the Chairman of the Practice Com- 
mittee, or if he is unable to serve, another 
member of this committee designated by 
him, to conduct such a hearing and in regu- 
lar course of routine to render a written 
decision setting forth the charges made, the 
facts brought out, and the findings. 

The appeal from such a decision should 
not, m the opinion of your Chairman, be to 
the Board of Directors. The size of the 
Board and requirements of time and attend- 
ance in person at the meetings make it 
practically impossible to acquaint the 
Board members with all the evidence in 
detail. Such a body, already busy with 
matters of the highest importance as re- 
gards our association, would necessarily as 
a matter of routine have to approve a 
decision made by the Chairman of the 
Practice Committee because they, in the 
very nature of things, could not each and 
all have the intimate acquaintance with the 
facts necessary to insure an independent 
decision. 

In the opinion of your Chairman, the 
appeal from the decision of the Practice 
Committee in cases of this character should 
be to a higher tribunal, known as the Ju- 
dicial Committee, to consist of not more 
than three members qualified and appointed 
as recommended by your Committee on 
Revision of the Constitution. This com- 
mittee should have the power to enforce its 
own decisions and those of the Practice 
Committee by the expulsion of the trans- 
gressing member without recourse to a 
higher authority. Such a court would in- 
sure a proper and thorough consideration of 
all the facts in any given case and its work 
would react to the benefit of the profession 
as a whole. 

Last year, attention was called to the 
desirability of giving particular attention 
to the engineer in publicservice. Evidently 
because of insufficient publicity our mem- 
bers are not familiar with the resolutions 
passed by the last convention relative to the 


proper conduct of an engineer in public 
service when confronted with conditions not 
conducive to the public welfare. At least 
only one case was brought to the atten- 
tion of National Headquarters, which was 
disposed of promptly. Engineers in public 
service hold a tremendous potentiality for 
good or evil practice so far as public welfare 
is concerned. If the collective conscience of 
engineers would only grasp the opportunity 
for real public service, some considerable 
progress in public esteem and confidence 
would result to the profession generally and 
worthy engineers individually. To do this 
the profession must clean house and our 
society should be the leader in showing the 
way. Wherever opportunity affords, a 
member, guilty of accepting a public en- 
gineering position of responsibility without 
possessing the requisite experience, knowl- 
edge, skill or ability to properly fulfill the 
office, should be advised thereof and show 
cause why a resignation would not be in 
order. Similarly, when there is evidence 
that such a position has been given to the 
recipient because of his willingness to “take 
orders” from unscrupulous politicians con- 
trary to sound public policy. 

The great city of Chicago and state of 
Illinois are not controlled by the same fac- 
tion of a political party. The public press 
publishes reports concerning the gradual 
undermining and abolition of efficient 
engineering departments and bureaus and 
the replacement thereof with political 
henchmen, resulting in a great loss to the 
public and injury to old, experienced and 
efficient engineermg employes. In the 
interest of the individual engineers injured 
by this process, the profession generally 
and the public good, the truth or falsity of 
such charges should be verified and there- 
fore the following resolution is offered for 
your consideration: 

Resolved, That the various chapters of 
the American Association of Engineers in 
the state of Illinois, independently or collec- 
tively as they may elect, investigate in 
a thorough and painstaking manner the 
status of the practice of engineering in that 
state and political subdivision thereof. The 
Board of Directors are instructed to afford 
assistance and guidance if requested by 


¥ 


94, THE ANNALS OF THE AMERICAN ACADEMY 


the various chapters and the various chap- 
ters are required to make progress reports 
each three months to the Board of Direc- 
tors so that a full and comprehensive report 
will be ready for the next annual conven- 
tion for its consideration. The President is 
_directed to use the influence of his office to 
the end that such investigation is promptly 
begun and diligently prosecuted and results 
of such investigation given proper publicity 
for the common interest of the profession 
and publie. 

During the year six formal cases, Nos. 13, 
14, 15, 16, 17 and 19, were considered by 
your committee and approved by the Board 
of Directors and published in the Profes- 
sional Engineer in accordance with our 
Constitution and By-Laws. Case No. 18 
was handled by your Chairman alone and 


finally disposed of by your Board, but as 
yet has not been published. Besides the 
above a considerable number of cases, not 
of general interest, were handled by your 
Chairman informally. 


Obviously the problem facing the 
Association is a large one, and its work 
is beset with difficulties of many kinds. 
The danger of injustice to individuals is 
ever present, but the guiding principle 
of service, honest service based upon 
truth, can, in the hands of farsighted 
forceful men, be relied upon to lead on 
to a better understanding and to a 
sound conception of the duty of the 
engineer whether in public or in pri- 
vate practice. 


Shall Corporations Be Authorized to Practise 
Engineering? 


By Witxiram J. Winceus 
Consulting Engineer, New York City 


HOULD a corporation practise en- 
gineering? The layman will per- 
haps at first thought reply in the 
_ affirmative, always with the provision, 
however, that the engineering service 
so rendered conforms with the best 
professional standards of practice; and 
yet the question is by no means so 
easily answered when considered from 
all sides and especially from the point 
of view of public expediency. 

Is it not generally recognized that a 
corporation is organized and adminis- 
tered primarily for gain? We are not 
here speaking of that class of corpora- 
tions which serve a philanthropic or 
charitable cause, but of the every-day 
business corporation, aggressively “on 
the make” as it were, and reaching out 
vigorously to increase its power and 
earning capacity. All such corpora- 
tions of this latter class as are ably 
administered, strive to perform some 


economically useful service. Those 
wholly or partly engaged in engineer- 
ing doubtless endeavor to furnish their 
clients or customers with engineering 
advice and skill consistent with the 
highest standards of the engineering 
profession. But considering the very 
nature of the corporation, is it possible 
to accomplish this purpose? 

May we not draw this comparison 
between the purposes of a corporation 
and those of a profession? On the one 
hand, a profession is commonly re- 
garded as, and may be defined as, a 
vocation having to do withthe instruct- 
ing, guiding and advising of others, or 
with serving them in some art, calling, 
vocation, or employment within the 
limitations not only of law but also of 
rules or standards known as a code of 
ethics. On the other hand, a typical 
engineering corporation is organized, 
and its work carried on, for the purpose 
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of monetary gain. Is functions, of.. 


course, within the limits proscribed by 
law but it is not a subscriber, speaking 
broadly, to any code of ethics, profes- 
sional or otherwise. It acts as a cor- 
porate entity, and the liability of its 
individual owners is strictly limited. 
In a sense, it 1s an instrument, often 
with large financial responsibility, but 
without soul. Its policies are of neces- 
sity those dictated by expediency from 
its own self-interested standpoints; its 
object, dividends, and these as large as 
= is consistent with sound commercial 
policy. It has been well said that 
“business has gain as its principal aim 
while a profession has service as its 
lode-star, with gain as a by-product.” 


THe CONFLICT oF INTERESTS 


An engineer retained by his client 
occupies the same relative position as 
the lawyer or doctor. His client’s in- 
terests are his interests in so far as they 
are compatible with truth, ethics and 
scientific knowledge: His work is the 
solution of the engineering problems of 
the undertaking in such manner as to 
provide for his client, engineering skill, 
unbiased by self-interest and free from 
any outside influence or pressure which 
- could be detrimental to his client. 

Not so the corporation, with an en- 
gineering staff, highly skilled though it 
may be, financed by bankers and ‘per- 
haps influenced and even controlled by 
manufacturers. Here we have many 
interests and often those of the engi- 
“neering staff, ordinarily supposed to 
represent the client, that is to say, the 
public, are sadly subordinate. The 
manufacturers believe their products 
to be the best obtainable for the pur- 
poses of the “client.” “Why, then, 
should not the engineers which the cor- 
poration employs be requested to 
specify them? When we consider the 
position of the individuals composing 
the engineering staff of such a company 


we recognize at once the fact that there 
are two masters to be served. Is it re- 
markable that the interests of the client 
inevitably suffer under such condi- 
tions? 

In view of the arguments thus far _ 
presented it seems fair to assume that 
no group of non-engineers can hope, 
under the guise of an engineering cor- 
poration, to offer engineering services 
without at least arousing suspicion as 
to their real purposes. It is emphati- 
cally not in the public interest for a 
corporation ostensibly to pose as a pro- 
fessional body when its allied or col- 
lateral interests are such as to influence 
its engineering judgment. Engineers 
with a full appreciation of the ethics of 
their profession, resent undue influence 
exerted upon them which will in any 
way hamper their freedom of action or 
of thought. It is therefore difficult to 
see how these engineering corporations 
are to provide themselves with the 
highest grade of engineering talent, or, 
indeed, with any engineers at all, except ` 
those who are willing to subject them- 
selves and their work to the suspicion 
of improper influence on the part of 
their employers. 

The following quotation from a let- 
ter addressed to the Governor of New 
York by a committee of leading en- 
gineers forcefully presents arguments 
against the licensing of. corporations 
for the practice of engineering. 

What is viewed by us with alarm is the 
sanctioning of a condition under which an 
engineering corporation may have bankers, 
manufacturers and contractors on its board 
who may so dominate its policy as to in- 
fluence its management, including its en- 
gineering employes, in the preparation of 
reports, plans, contracts and specifications 
and in the supervision of work, in such man- 
ner as to favor the outside interests of such 
directors to the injury of the client (the 
public). This is no idle fear. In the case of 
common carriers this practice of interlock- 
ing directorates is forbidden by law. 
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The professional engineer in the employ 
of an engineering corporation or unre- 
stricted partnership, made up in whole or 
part of non-engineers, is relegated to a posi- 
tion of anonymity or that of the servant, 
relieving him of all professional responsi- 
bility to the client and placing him under 
the direction of those whose primary inter- 
est is a banker’s or contractor’s profit. 

The professional engineer who signs a 
report or an engineering plan or specifica- 
tion Is personally responsible. The engineer 
who works for an engineering corporation 
controlled by bankers or contractors is re- 
sponsible only to the corporation upon 
which no equivalent responsibility is im- 
posed by the State. 

In a word, the engineering corporation, 
by which the engineer is employed or with 
which he is associated, is responsible only 
in a legal sense, and cannot be held for vio- 
lations of a code of ethics to which it is not 
_ a subscriber. 

The interposition of the impersonal cor- 
poration between the client and the pro- 
fessional engineer frees the latter from the 
responsibility for the unprofessional acts of 
his employer. 

Corporations are free blatantly to adver- 
tise and to solicit patronage, while inde- 
pendent engineers are restrained from 
doing so either by good taste or by profes- 
sional ethics. In fact there are well-known 
instances of practices by engineering cor- 
porations and unrestricted partnerships 
which are in direct violation of the profes- 
sional ethics to which some of their officers 
or members in their individual capacities 
have subscribed. This is unfair to the in- 
dependent engineer and destructive of that 
high respect for the profession which is of 
public concern. 

It has been said that the public interest 
will be best promoted by recognizing by law 
the right of corporations to practice the 
profession of engineering, because the tend- 
ency ‘of the times is in the direction of the 
performance of work by corporate aggrega- 
tions of capital and brains not feasible in 
the case of the individual or independent 
engineer. This may perhaps be effectively 
answered by pointing to recent work of 


great magnitude performed under the direc- 
tion of independent engineers, as follows: 

1. Barge and ship canals, including ter- 
minals, 

2. Catskill Water Supply. 

3. Subway system of the City of New 
York. 

4, Great tunnels and bridges. 

5. Great railway terminals, including the 
Grand Central and Pennsylvania Railroad 
New York terminals. 

6. Electrification of steam railroads, m- 
cluding the New York Central, Pennsyl- 
vania and Long Island railroads, with their 
collateral improvements. 

7. Rehabilitation of great trunk lines 
for heavy motive power. 

8. Vast system of highway improve- 
ments. 

9. Port, railroad and other construction 
required for our Army at home and abroad. 

A further answer to this statement lies 
in recent disclosures in the business world. 
Certainly it is not in the public interest to 
favor the interposition of ethicless-business 
between the professional engineer and the 
public. l 


It would be clearly wrong to restrict 
or hinder the employment in a profes- 
sional capacity of engineers by corpo- 
rations, but it is certainly not in ac- 
cordance with engineering ethics for 
these corporations to offer the services 
of their employed engineers to the pub- 
lic; nor is it for the public good. The 
corporation composed entirely of en- 
gineers, all adhering to the recognized 
standards of professional ethics and 
without “‘entangling alliances,” may 
be able to render effective service. 
There seems to beno adequate grounds, 
however, for the incorporation of such 
a body of engineers and there are 
strong reasons’ against it, chief of 
which, perhaps, is the suspicion rightly 
or wrongly attached by the public to 
any corporate body posing as profes- 
sional and professing its allegiance to 
professional ideals. 
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A Proposed Code of Ethics for Alf Engineers’ 
By A. G. CHRISTIE 


Professor of Mechanical Engineering, Johns Hopkins University, and Chairman of the 
Joint Committee on Ethics of American Engineering Societies 


NGINEERING is slowly estab- 
lishing itself as a profession. 
Some people question whether it is a 
true profession or a business. Let us 
note how a profession is defined and 
then we can determine at once whether 
the term “profession” applies to en- 
gineering. 
A professional man must have ob- 
tained some preliminary attainments 
in special knowledge and some measure 
of learning, as distinguished from the 
mere skill that comes from experience 
as an administrator or as a mechanic. 
He must also apply such knowledge in 
practical dealings with the affairs of 
others, rather than in mere study or 
investigation for his own purposes. A 
professional career implies a sense of 
public responsibility for the accom- 
“plishment,,of cértain social objectives. 
. In other words, tk:*professional man 
- ‘must be ready to render public service 
where his special training and experi- 
ence makes him particularly fitted to do 
the work. Finally, he must adhere to 
the code of ethics of his particular pro- 
fession, which should be so well known 
by the public that they understand 
what to expect of that particular class 
of professional men. 

The engineer is being called upon 
more and more to render public service. 
He possesses special knowledge of his 
particular branch, which he applies 
practically in advising others or in serv- 
ing their interests or welfare in the 
practice of the art of engineering. It is 
quite logical, therefore, to conclude 
that engineering can be ranked among 
the professions, together with law and 
medicine, It is secondary that, up to 
the present time, engineering has not 
had a common code of ethics well 
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known to the public at large, although 
individual societies have had their own 
codes. 


No EstaBlisHep Cops or Eruics 
AmMonG ENGINEERS 


The profession of medicine has had 
an ethical code since the days of Hip- 
pocrates and possibly even earlier. As 
law courts developed, custom and usage 
established certain requirements of an 
ethical character to be fulfilled by those 


- who practised in the courts as lawyers 


and by those who administered the law 
as judges. The ethical standards of 
these two professions have been slowly 
developed throughout the centuries, 
until now both have well defined and 
very complete codes, covering all the 
usual contingencies that may occur in 
professional practice. These respec- 
tive codes serve to maintain the dignity 
of profession and its high regard by the 
general public becausethey are accepted 
by most doctors and lawyers, and are 
carefully administered. 

Engineering, on the other hand, is a 
relatively young profession. True, 
there were military and civil engineers 
in the old days and many of the instru- 
ments still in use were first developed 
by the ancients. However, the great 
inventions about the middle of the 
eighteenth century and the industrial 
development that followed during the 
early part, of the nineteenth century, 
turned men’s minds from philosophy 
towards the study of science and its 
applications to the uses and conven- 
iences of man. New branches of engi- 
neering developed as the art broadened, 
until there were at least three well- 
recognized branches of the profession, 
viz., civil, mining and mechanical 
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engineering. Afterwards electrical, 
chemical, metallurgical, sanitary, au- 
tomotive and many other branches of 
engineering came into existence. 

In the early days there were no 
technical schools or universities to 
train. men for engineering. The young 
engineer secured his training by years 
of apprenticeship under one of the older 
men or else he applied himself mentally 
and physically to some particular 
problem until he became a master of it, 
and thus became leader in his particu- 
lar line of endeavor. This was the case 
of the late John Fritz, one of America’s 
pioneers in steel production. Later on, 
colleges of engineering were founded. 
While many leading engineers of the 
present day have not had the benefit of 
a college education, they have, by their 
own personal efforts and achievements, 
well earned for themselves the right to 
be considered members of the engineer- 
ing profession. The diversity of the 
engineering profession and the various 
methods by which one may train him- 


self to be an engineer, are the main fac-- 


tors that differentiate engineering from 
the professions of law and medicine and 
make rt extremely difficult to formulate 
any legal regulations concerning who 
may call themselves engineers. 

- In law and medicine all who enter the 
profession must pursue certain definite 
courses of study and must demonstrate 
by examinations before recognized 
boards that they have achieved adegree 
of proficiency in certain fundamental 


studies before they are admitted to. 


practise their vocation. 

In engineering, on the other hand; 
there have been many engineers of the 
highest rank, like George Westinghouse, 
Thomas Edison and John Fritz, who 
‘would have been debarred from the 
profession if they had had to pass exam- 
inations for admission. It is this wide 
diversity in the character of training 
for the . engineering profession that 


makes it practically impossible to re- 
quire engineers to be licensed by exami- 
nation. It is also a serious obstacle in 
the way of the formulation of a common 
code of ethics. Engineers have not 
been trained to take any specific view- 
point regarding professional conduct, 
and practice in the various branches 
therefore differs in certain details. In 
the future it should be the function of 
engineering colleges to develop among 
students a greater sense of professional 
unity than at present, and a better 
understanding of what constitutes prop- 
er professional conduct as expressed 
in the common code of ethics. Such 
action will greatly enhance the honor 
and dignity of the engineering profes- 
sion. 


ORGANIZATION AMONG ENGINEERS 


The lack of an engineering literature 
in the early days led engineers to come 
together in societies for the interchange 
of technical information. The first of 
these was the Institution of Civil En- 
gineers in England, established on 
January 2, 1818. The objects of this 
historic institute were stated as follows: 
“For the general advancement of me- - 
chanical science and more particularly 
for promoting the acquisition of that 
species of knowledge which constitutes 
the profession of a civil engineer, being 
the art of directing the great sources of 
power in nature for the use and con- 
venience of man.” 

The first American organization was 
the Boston Society of Civil Engineers, 
organized July 3, 1848. The American 
Society of Civil Engineers was organ- 
ized in 1852, followed by the American 
Institute of Mining Engineers (now the 
American Institute of Mining and 
Metallurgical Engineers), started in 
1871. The American Society of Me- 
chanical Engineers was founded in 
1880. The American Institute of 
Electrical Engineers was organized in 
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1884. The American Society of Heat- 
ing and Ventilating’: Engineers was 
established in 1894. 

Probably the first engineering organi- 
zation to develop a code of ethics was 
the Institute of Civil Engineers in 


“England. Their code, consisting of 


only six clauses, set the standards of 
the profession in England for many 
years, and is still followed. 

During the early years of each of the 
American organizations, its member- 
ship was generally limited to the leaders 
of that respective branch of engineer- 
ing. ‘These men devoted themselves 
largely to interchange of technical in- 
formation in order to broaden their 
experience in their particular line. 
Later on, practical engineering stand- 
ards received attention. These two 
factors, the exchange of technical in- 
formation and the establishment of 
engineering standards, are still the 
most important functions of our lead- 
ing engineering societies. 

Within the last two decades engineers 
have turned their attention to adminis- 


trative as well as to purely technical’ 


work and have applied the engineering 


_methods of analysis to business and 


even to the problems of government. 
Engineers, in many capacities, ren- 
dered professional services of the high- 
est order during the late World War. 
In fact, it has been called an “engineers’ 
war.” In Canada, Mr. Thomas Deacon, 
an engineer, was Mayor of Winnipeg 
during the years of its most rapid 
development, and conceived and put 
through many of the most important 
of the city’s undertakings. Mr. Her- 
bert Hoover, an engineer, as Director 
of the Belgian Relief during the Euro- 
pean War, and later as Secretary of 
Commerce in the United States, has 
rendered public service of a high order. 

The general public has been slow to 
recognize engineering as a profession 
and has failed until recently to dis- 
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tinguish between the trained engineer 
and the mechanic or contractor. This 
is largely due to the fact that engineers 
have had no established common rules 
of professional ethics that they recog- 
nize among themselves or that are 
generally understood. The public 
knows that doctors and lawyers are 
bound to abide by certain recognized 
rules of conduct. Not finding the same 
character of obligations imposed upon 
engineers, people have failed to recog- 
nize them as members of a profession. 


EARLY ATTEMPTS AT THE FORMULA- 
TION OF A CODE 


About fifteen years ago this situa- 
tion received the attention of leaders 
in various American engineering socie- 
ties, and committees were appointed 
to draw up codes of ethics for several 
of these organizations. These com- 
mittees did excellent pioneer work and 
wrote some splendid codes which, when | 
analyzed, show that the same high 
motives prevailed in the various 


branches of engineering, although ex- 


pressed differently in the several ver- 
sions. ‘The early codes can be found in 
the publications of the various organi- 
zations. Naturally there were some 
points on which the different codes 
were not in agreement. A difficulty 
arose when the question of administer- 
ing these codes came up for considera- 
tion, due to the fact that what was 
forbidden in one code might betolerated 
inanother. The engineer who belonged 
to more than one society was fre- 
quently in a dilemma from these con- 
flicting rules. The codes in each case 
simply reflected the practice of the 
profession at that time. Engineers had 
not then reached the point where they 
acted as a unit. Committees on pro- 
fessional conduct were appointed in 
various societies, but due to insufficient 
authority and to other causes, they 
have never functioned in the way that 
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they were intended. This was partly 
due to the attitude of engineers them- 
selves. They have been reluctant to 
act as policemen and to inaugurate a 
case against a fellow engineer, even 
though he may have been guilty of 
professional misconduct. The medical 
societies, on the other hand, spend 
large sums each year in keeping fakers 
and dishonest practitioners out of the 
profession, 

Furthermore, the constitution of 
certain of the engineering societies 
lacked any provision for disciplining its 
members when found guilty of such 
misconduct. Hence these administra- 
tive committees. usually ceased to func- 
tion, and the codes of ethics of such 
societies have generally been forgotten. 
The membership of all organizations 
has increased rap;dly in recent years 
and many of the present members do 
not know that their particular organi- 
zation ever had a code of ethics. In 
fact, even the p resident of one of the 
national societies recently ruled from 
the chair that the society had no code 
of ethics, as he was not a member when 
one had been adopted several years 
earlier and it had never been called to 
his attention since he became a mem- 
ber. 

Thelate Isham Randolph, of Chicago, 
wrote an excellent code entitled “The 
Engineer’s Applied Ethics” for the 
American Association of Engineers, 
and, to their credit, it should be said 
that they have made a sincere effort to 
administer this code effectively. 

The late war brought about a spirit- 
ual awakening throughout America, 
and this led many engineers to give 
serio us consideration to the status of 
their profession. During the fall of 
1919, Dean M. E. Cooley, then Presi- 
dent of the American Society of Me- 
chanical Engineers, appointed a com- 


mittee, of which the writer was chair-- 


man, to report on the code of ethics of 


THE ANNALS OF THE AMERICAN ACADEMY 


that society and its administration. 
Only one member of the committee, 
Mr. Charles T. Main, had previously 
taken much interest in professional 
ethics. Some time had therefore to be 
devoted to a study of ethics and of the _ 
society’s code which had been adopted 
in 1913. In the spring of 1920 the 
committee reported to the society that 
the former code seemed too long and 
had been generally forgotten by the 
members. A preliminary draft of a 
shorter code was offered for discussion. 
This was referred back to the com- 
mittee, who gave the matter further 
consideration. A second report was 
presented at the.annual meeting of the 
society in December, 1920, where a pro- 
visional draft of a code of ethics and 
suggestions for its administration were 
debated at length. The committee 
appreciated the desirability of a com- 
mon code of ethics for all engineers in 
every branch of the profession and 
suggested that action be taken to pre- 
pare such a common code. The society 
again referred the report back to the 
committee with the recommendation 
that an effort be made to prepare such 
a common code of ethics for the whole 
engineering profession. 


ORGANIZATION OF THE JOINT 
COMMITTEE 


In the meantime the Federated 
American Engineering Societies had 
been organized and the engineering pro- 
fession had gained a new feeling of unity 
of purpose. At first it was thought 
that the preparation of a common code 
of ethics should be undertaken by the 
new federation. However, this organi- 
zation had already undertaken the 
investigation of waste in industry and 
other urgent matters were demanding 
its attention. It was therefore thought 
best to leave the matter of a common 
code of ethics with the member societies. 
It was further considered advisable to 
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have a relatively small informal com- 
mittee to prepare a code, rather than 
a large unwieldy formal committee. 
Invitations were therefore sent to sev- 
eral representative societies to delegate 
certain of their members to serve on 
this informal committee. This action 
was taken by most of the societies. 
The American Institute of Electrical 
Engineers, however, left the question in 
the hands of their Committee on Pro- 
fessional Conduct, who afterwards took 
part in the informal deliberations on 
the code. 

The Joint Committee faced a tre- 
mendous problem. Doctors and. law- 
yers serve a limited clientele in what 
might be described as a consulting 
capacity, corresponding In a way 
to the consulting engineer. A vast 
majority of engineers are employed 
- by corporations, commissions, govern- 
mental bodies and private individuals 
in administrative, managerial, sales, 
manufacturing and technical work. A 
lesser number are consulting engineers. 
It is a difficult task to define the obliga- 
tion of engineer to client or employer 
and the attitude of the engineer to 
fellow engineers, to the public, and to 
technical and other educational institu- 
tions. Since the committees appointed 
to administer the former codes had 
dealt with practically no cases, there 
were no so-called “court decisions” to 
assist the Committee in defining good 
professional conduct. Furthermore, 
there were differences in practice on 
certain details among the various pro- 
fessions which had to be harmonized. 
The Joint Committee, at its first meet- 
ing, therefore, decided that a short 
simple code of ethics, expressed in gen- 
eral terms, was the only one possible 
under the present circumstances and 
further, that the code should, if possi- 
ble, be no longer than could be written 
on a single sheet of typewriter paper, 
so that it might be more easily kept 
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before the members of the profession. 
Such a code would be less likely to be 
laid aside and forgotten than a lengthy 
explanatory dissertation. 

It is human nature to dislike rules 
that prohibit certain acts, such as 
“Thou shalt not do so-and-so.” It was 
therefore the opinion of the Committee 
that the new code would make a 
stronger appeal and would have greater 
dignity if expressed in positive rather 
than negative language, and this idea 
was paramount in the formulation of 
the code. Committees on professional 
conduct were recommended in each 
society to interpret and administer the 
new code and a committee to act as a 
supreme court was suggested to har- 
monize interpretations among the dif- 
ferent societies. If this procedure is 
adopted it will be possible in later years 
to have another committee add either 
additional clauses or explanations to 
the code based on the decisions and 
interpretations of these committees 
and on the development of professional 
thought among engineers themselves. 

Men do not always understand the 
same meaning to be conveyed by a cer- 
tain word. Hence even after the fun- 
damental ideas of good professional 
conduct had been agreed upon, and a 
rough draft of the code was prepared, 
much time was spent in clothing these 
ideas in simple English words that 
would be acceptable to the whole Com- 
mittee. Valuable assistance in this 
work was rendered by friends in the 
legal profession and by certain pro- 
fessors of English. The task, however, 
was finally accomplished and the final 
report of the Joint Committee reads as 
follows: 


Report OF THE Jont COMMITTEE ON A 
Cope or Eraics For ENGINEERS 


The Joint Committee consisting of repre- 
sentatives of the American Society of Civil 
Engineers, the American Institute of Min- 
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ing and Metallurgical Engineers, the Ameri- ` 


ean Society of Mechanical Engineers, the 
American Institute of Electrical Engineers, 
the American Society of Heating and Ven- 
tilating Engineers, appointed to consider a 
Code of Ethics for Engineers, recommends, 
after deliberate consideration, that each 
participating Institute or Society adopt the 
short simple Code of Ethics which follows: 


- A Cope or Ernics ror ENGINEERS 


Engineering work has become an increas- 
ingly important factor in the progress of 
civilization and in the welfare of the com- 
munity. The Engineering Profession is 
held responsible for the planning, construc- 
tion and operation of such work and is 
entitled to the position and authority 
which will enable it to discharge this re- 
sponsibility and to render effective service 
to humanity. 

That the dignity of their chosen profession 
may be maintained, it is the duty of all 
Engineers to conduct themselves according 
to the principles of the following Code of 
Ethics: 

1. The Engineer will carry on his pro- 
fessional work in a spirit of fairness to 
employes and contractors, fidelity to clients 
and employers, loyalty to his country and 
devotion to high ideals’ of courtesy and per- 
sonal honor. 

2. He will refrain from EE him- 
self with or allowing the use of his name by 
an enterprise of questionable character. 

3. He will advertise only in a dignified 
manner, being careful to avoid maisleadins 
statements. 

4. He will regard as confidential any in- 
formation obtained by him as to the busi- 
ness affairs and technical methods or proc- 
esses of a client or employer. 

5. He will inform a client or employer of 
any business connections, interests or 
affiliations which might influence his judg- 
ment or impair the disinterested quality of 
his services. i 

6. He will refrain from using any improp- 
er or questionable methods of soliciting 
professional work and will decline to pay or 
to accept commissions for securing such 
work. 

7. He will accept compensation, financial 
or otherwise, for a particular service from 
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one source only, except with the full knowl- 
edge and consent of all interested parties, 

8. He will not use unfair means to win 
professional advancement or to injure the. 
chances of another engineer to secure and 
hold employment. 

9. He will codperate in upbuilding the 
Engineering Profession by exchanging gen- 
eral information and experience with his 
fellow engineers and students of engineering 
and also by contributing to the work of 
engineering societies, schools of applied 
science and the technical’ press. 

10. He will interest himself in the public 
welfare in behalf of which he will be ready 
to apply his special knowledge, skill and 
training for the use and benefit of mankind. 


These ten general clauses can, in the 
opinion of the Committee, be interpre- 
ted to cover all cases of questionable 
conduct that may arise in the engineer- 
ing profession. It will be necessary 
during the first few years following 
their adoption, to have many specific 
interpretations rendered on certain 
clauses. where professional practice is 
not wholly standardized. The Com- 
mittee recognized this need and gave 
much consideration to methods to meet 
this situation and to permit the adjust- 
ment of engineering thought to single 
viewpoints as developed in the admin- 
istration of the code. The standing 
committees on professional conduct in 
each organization and the Joint Com- 
mittee of all organizations will serve to 
make workable rules of these clauses. 

In order that this code should not 
prove a dead letter on each society’s 
records, the Joint Committee made the 
further recommendations in its report 
to care for the administration of the 
common code of ethics as follows: 


The Committee further recommends that 
the following method of interpreting and 


“administering the Code be adopted by each 


participating Institute or Society after any 
necessary provisions have been made in 
the Constitution and By-laws of the organi- 
zation. 
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“The President of each Society or Insti- 
tute shall appoint a Standing Committee on 
Professional Conduct to administer the Code 
of Ethics. The duties of such a Committee 
shall be to interpret the Code and to render 
opinions on any cases of questionable con- 
duct on the part of members that may be 
submitted to the Committee. These inter- 
pretations shall be reported to the Execu- 
tive Board of the Institute or Society who 
may approve these interpretations, or take 


such other action as may seem just and - 


necessary. The reports of the Committee 
on Professional Conduct when approved 
by the Executive Board, shall be printed in 
abstract and in anonymous form in the In- 
stitute’s or Society’s monthly journal for the 
instruction and guidance of fellow members. 
This Committee on Professional Conduct 
shall be appointed in each Institute or So- 
ciety by the President holding office at the 
time of the adoption of this Code and shall 
consist of five members, one appointed for 
- five years, one for four years, a third for 
three years, a fourth for two years and a 
fifth member for one year only. Thereafter, 
the President then holding office shall 
appoint one member annually to serve for 
five years, and shall also fill any vacancies 
that may occur for the unexpired term of the 
member who has withdrawn. These ap- 
pointments shall be made from among the 
older members of the Institute or Society, 
so that advantage may be taken of their 
mature experience and judgment. The 
Committee after appointment shall elect its 
own Chairman and Secretary. The Com- 
mittee shall have power to secure evidence 
or other information in any particular case, 
not only from the organization’s own mem- 
bers, but if it should seem desirable, from 
men in other professions. The Committee 
may also appoint sub-committees to consid- 
er certain cases when deemed necessary. 
This Committee shall investigate all com- 
plaints submitted to it by the Secretary of 
the Institute or Society bearing upon the 
professional conduct of any member and 
after the member involved has been given a 
fair opportunity to be heard, the Committee 
shall report its findings to the Executive 
Board of the Institute or Society. This 
report may In some cases suggest certain 
procedure to the Executive Board. 


103 


The Executive Board of the Institute or 
Society shall have power to act on the rec- 
ommendation of the Committee on Profes- 
sional Conduct, either (1) to censure by 
letter the conduct of the member who has 
acted contrary to the Code, if the breach is 
of a minor character, or (2) to cause the 
member’s name to be stricken from the roll 
of the Institute or Society. 

Copies of all reports made by a Committee 
on Professional Conduct to the Executive 
Board of each Institute or Society shall be 
furnished to each other Committee on 
Professional Conduct administering the 
Code. This will keep each Committee 
advised of the interpretations of other Com- 
mittees, and in time an extended interpre- 
tation of the Code can be written based on 
the reports of the various Committees on 
Professional Conduct. 

As interpretations of the various Com- 
mittees on Professional Conduct adminis- 
tering this Code may vary at times, it is 
recommended that the Chairmen of these 
Committees of the various Institutes or 
Societies be authorized to act as a Joint 
Committee to review such differing inter- 
pretations and to bring them into unity 
with one another. 


As a matter of record, it is interesting 
to note the representative character of 
the Joint Committee, which was com- 
posed of the following members: 


Joint COMMITTEE on Copse or Etuics 


A. S. C. E—C. C. Elwell 
A. S. C. E.—A. M. Hunt 
A. I. M. & M. E.—J. Parke Channing 
M. E.—Philip W. Henry 
. G. Christie, Chairman 


.& 

. E.—A 

. E.—H. J. Hinchey 
. E.—Chas. T. Main 
.E 
E. 


+4 


BBRRRR BI 


p 


.—J. V. Martenis 
—Robert Sibley 
. E.—Comfort A. Adams 
. E.—G. Faccioli 
.—George F. Sever 
—L. B. Stillwell 
—S. S. Wheeler 


.E 
„E. 
E 
. V. E.—Frank T. Chapman 
y 
y 


E b i e 


PP > > ppp d 


RONAN NAO es 
=. 


E.—S. A. Jellett 
. E.—Perry West 


+ 


> P| 
mg 
“fef: 


104 


This is the first joint endeavor of 
American engineers to provide the very 
necessary ethical standards of their pro- 
fession. Since the code is in general 
terms only, many will wish further 
interpretations and explanations of the 
various clauses. Much might be written 
on this subject and some additional 
thoughts might be contributed. The 
code, however, has not been accepted 
as a professional standard at the time 
that this is written. Any elaborations 
would therefore be merely personal 
opinions of the writer which might 
later prove embarrassing to committees 
on professional conduct. It therefore 
seems best at the present moment to 
attempt no further discussions of the 
various clauses. 

The mere fact that such a code has 
been drafted by such a representative 
committee is in itself a significant 
accomplishment. A few years ago 
engineers publicly stated that such a 
thing could not be done. Even if the 
report and code are adopted, much 
still remains to be done. Decisions and 
interpretations by the. various com- 
mittees will crystallize still further the 
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common professional standards and 
will consolidate engineers as a profes- 
sional body. An excellent suggestion 
is that every graduate of an American 
engineering college should be required 
to affirm the code before he is granted 
his degree and starts on the practice of 
his profession. 

While engineers generally regard 
themselves as members of a profession, 
the public has not heretofore given 
them a full measure of professional 
recognition because the average person 
has no clear idea of the professional 
obligations of an engineer. This recent 
attempt to express the ideals of honor- 
able engineering conduct and the en- 
gineer’s attitude towards the affairs of 
life will command the interest and re- 
spect of the average citizen and will 
exert a tremendous influence toward 
securing for engineering the full meas- 
ure of respect as a profession that 1s its 
just due: With such an objective in 
view it behooves every engineer to give 
the new code his fullest support so that 
he may thereby enhance the honor, 
dignity and respect of his chosen pro- 
fession. l 


Public Interest and the Architect 


By M. B. MEDARY, JR. 
Philadelphia, Pennsylvania 
Fellow, American Institute of Architects 


ROM time immemorial mankind 

has been vaguely conscious of 
the obligations and responsibilities 
arising out of the contacts inseparable 
from social life. Of all ancient written 
documents, none is more widely known 
to the Western World than the first 
book of the Hebrew Scriptures, and in 
this book the story of the first family 
life upon the earth develops the ques- 
tion of responsibility for the welfare of 
others ... “And the Lord said unto 
Cain ‘Where is Abel, thy brother?’ 
And he said ‘I know not. Am I my 
brother’s keeper” ” 

AJl ethical codes and rules of conduct 
are in some degree attempts to answer 
Cain’s question—a question which in- 
creases in its importance to society 
with the passing of each generation, 
from the days of the first family group 
to the infinitely complex relations of 
men today. It is of increasing impor- 
tance because the obligation is a cumu- 
lative one. Each generation is heir to 
a richer inheritance from the past and 
with it is under a greater obligation to 
the future. 

All knowledge which we possess, or 
which is within our reach, is the gift of 
the countless minds of past generations, 
each adding its own contribution and 
passing it on to the future. This accu- 
mulated knowledge is impersonal. Itis 
common property, no matter how great 
the contribution of an individual or a 
group in any generation, for these con- 
tributions are inspired by .and reared 
upon the foundations slowly built up 
during the centuries, and represent 
that part of great lives which remains 
immortal. 


An education should be an effort to 
grasp the meaning of this vast inheri- 
tance, to accept in trust as much of it 
as we are capable of understanding, to 
add our own contribution and to de- 
liver it to the future enriched rather 
than impoverished. 


OBLIGATION OF THE PROFESSIONS TO 
SOCIETY 


The professions represent groups of 
men and women who have closen spe- 
cial fields of knowledge as the basis 
of their life-work, and in each of these 
fields the professional worker finds his 
subject already developed by the con- 
secutive thought of thousands of prede- 
cessors. To take this work of others and 
sell it for his private gain, adding noth- 
ing to itand giving nothing of hisspecial 
knowledgeto the rest of society engaged 
in other work, is to practise a profession 
without ethics and without recognition 
of any obligation to society as a whole, 
to whom all knowledge belongs. 

The so-called “abandoned farms” 
of New England have been frequently 
referred to in the past to illustrate the 
physical effect of appropriating the 
accumulated natural wealth of the 
earth without returning anything to 
the land. Although this wealth re- 
appeared indirectly in stately mansions, 
facing an avenue which with singular 
irony was named “Commonwealth,” 
the land had lost its life and could 
regain its original vitality only after 
years of effort. 

The practice of the professions with- 
out the fullest realization of responsi- 
bility to society must inevitably react 
in the same manner, and if the archi- 
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tectural profession laments the fact 
that our civilization is not as rich 
architecturally as the civilizations of 
Greece and Rome, it is pertinent to 
inquire how much the students of the 
architectural history of the past are 
giving of their knowledge to society as 
a whole today. i 

The architectural profession was 
conscious of this obligation when, in 
writing its constitution in the middle 
of the last century, it stated that one 
of its objects should be “to make the 
profession of ever-increasing service to 
society.” The declaration of this ob- 
ject remains a challenge to every mem- 
ber of the profession to give of his special 
knowledge to the community in which 
he lives and to the world at large. 

The bad housing of the very poor— 
through ignorance of the basic prin- 
ciples of good planning and sanitary 
requirements, or by reason of the un- 
regulated selfishness of the speculator 
in land and building operations—is, in 
the last analysis, chargeable to those 
who, by their special training and 
knowledge, know the dangers to a com- 
munity resulting from such conditions 
and, while guarding their private 
clients against these dangers, have 
failed in their clear duty to use their 
knowledge for the benefit of the whole 
community and to keep the public 
informed in the means of correcting 
such conditions. Every community 
has the right to demand that public 
service from its architects which will 
influence its physical development, in 
the same manner as it expects and 
demands from the medical profession 
protection from the consequences of 
ignorance of medical laws. 


PECULIAR ARCHITECTURAL RESPONSI- 
BILITY 


The enormous economic losses and 
the great cost of living in congested 
cities (due largely to the physical an- 
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archy resulting.from lack of planning 
or zoning) cannot be cont’ mplated by 
those who have been specially trained 
in planning without the sense of a 
direct. responsibility to the public for 
leadership in any movement which 
will ameliorate these conditions. The 
architectural profession knows that the 
planning of a city and the orderly 
arrangement of its activities is as neces- 
sary as the planning and arrangement 
of the activities of a house, a hotel 
or a department store, and that the 
consequences of failure in these matters 
are multiplied a thousand-fold in the 
case of our cities. It is the duty of the 
profession to make it clear to the people 
of a city that, while they as individuals 
demand that the various functions of 
their homes shall be arranged in proper 
relation to each other, it is of still 
greater importance to them collectively 
that the various functions of their col- 
lective home, the city, shall be arranged 
with the same foresight. 

Can the architect of today contem- 
plate without a sense of responsibility 
the utilitarian structures of our present 
civilization? Can ‘he compare the 
bridges which span our streets and 
rivers, in the city and country, with 
those of older civilizations without 
feeling that his profession has given too 
little of its time to inform and in- 
fluence the rest of society? And, in 
the matter of design, can he compare 
the popular acceptance of the design of 
today with the popular demand of the 
people of Athens, Rome, Pompeii or 
Florence without feeling an immense 
obligation to give more of his knowledge 
to society in the public interest? 

The architecture of the United 
States up to the beginning of the nine- 
teenth century indicated an under- 
standing public. It was the individual 
struggle for material gain during the 
nineteenth century, progressing con- 
temporaneously with the development 
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of quick and easy communication with 
the four quarters of the earth, which 
brought us to its close with no under- 
standing demand from the public to 
guide the architectural development 
of the day. Colleges and universities 
throughout the country were giving 
their degrees to graduates without 
having acquainted them with the 
meaning of the Fine Arts to civiliza- 
tion. Architects, sculptors and painters 
were serving only a limited few and 
were conscious of a great gulf between 
themselves and the public. The work 
of our few sculptors was rarely seen 
outside of galleries, and if we compare 
this work with that patronized by the 
public, such as the Civil War monu- 
ments in every city, town and hamlet, 
we realize that commercialism had 
supplanted art in the patronage of the 
public. This was equally true of archi- 
tecture and all the arts and crafts. The 
designers of furniture, decorations and 
household fixtures and utensils of every 
kind rarely had any training in the 
schools of art. 


ORGANIZED ATTACKS ON ARTISTIC 
ILLITERACY 


These conditions have been changing 
for the better in recent years. The 
World’s Fair at Chicago marked the 
beginning of a public understanding of 
the larger meaning of architecture, and 
the group of men who were responsible 
for the planning of that work also suc- 
ceeded in arousing a public under- 
standing of the great importance of the 
original plan of the National Capitol, 
which was rapidly being lost beyond 
redemption through public ignorance 
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of its meaning or even of its existence, 
as a fundamental upon which the future 
of the Capitol depended for its dignity 
and distinction. 

The influence of this same group is 
perpetuated today in the National 
Fine Arts Commission and in the city 
planning and art commissions which 
are now functioning in many states and 
cities throughout the country. 

In more recent years the American 
Institute of Architects has secured the 
interest of a number of colleges and 
schools in the proposal to add a course 
in the understanding of architecture to 
their curricula, this course to be quite 
apart from the technical courses offered 
to those expecting to practise architec- 
ture as a profession. The profession is 
awake to its responsibility in many 
lesser ways and believes that the public 
understanding is already well on its 
way out of the artistic illiteracy which 
marked the lowest ebb of the nine- 
teenth century. We are still, however, 
Between the Old World and the New (if I 
may borrow the title of Guglielmo 
Ferrero’s very interesting book), and, 
to borrow from its substance, we have 
broken through the limitations which 
made a standard of public judgment 
possible in the ancient world. We are 
now rioting in our freedom from any 
limitations and have not yet fully ap- 
preciated the necessity of having new 
limitations. In short, we do not yet 
know whether New York is ugly or 
beautiful. 

The profession will have grasped its 
full responsibility only when every 
member of it recognizes in the public 
interest his first and greatest obligation. 
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The Ethical Standards of the Architects and 
the Procedure for Their Enforcement 


By Horace W., SELLERS 
Philadelphia, Pennsylvania, Fellow, American Institute of Architects 


T has been said that in the Deca- 
logue we have all the law that is in 
the province of legislatures and courts 
to maintain, and that while such bodies 
may determine arbitrarily what men 
shall not or must not do, all the wisdom 
of the world has not been able to de- 
termine wisely what men shall do 
except that they must render justice 
and respect the rights and property of 
others. If this is true of government 
in general, it should furnish the crite- 
rion by which to fix the limitations of 
canons of ethics which are mandatory 
upon us in our professional relations. 

Apart from such influence upon 
standards of practice as state registra- 
tion laws may tend to exert, the 
architectural profession in general is 
governed chiefly by the ethics of the 
individual and by public opinion. The 
exception to this is found where practi- 
tioners have entered into an association 
to support whatever standards of prac- 
tice they may adopt in recognition of 
their duties and obligations to the pub- 
lic and to each other. 

The American Institute of Archi- 
tects as such an association, while na- 
tional in scope, comprises numerically 
but a fraction of the practitioners 
throughout the country, notwithstand- 
ing the fact that membership is 
open to all architects of good repute 
who are qualified by education and 
experience to assume the varied re- 
sponsibilities the profession involves. 
It may be safely assumed, therefore, 
that the influence unquestionably ex- 
ercised by the Institute upon the 
profession at large and upon public 
opinion, is not by force of numbers 
but through recognition of the fact 


that the principles of practice and 
ideals of the association are prompted 
by unselfish motives and aim to pro- 
mote the interest of the client as well 
as to raise the standards of the profes- 
sion in general. Thefact that its ethical 
canons are mandatory upon but a 
minority of the profession controverts 
the charge sometimes made that the 
attitude of the Institute, especially in 
regard to architectural competitions, 
is tantamount to “restraint of trade.” 

The principles of practice promul- 
gated by the Instituteare in accord with 
the purpose expressed in its constitu- 
tion: namely, to unite in fellowship the 
architects of the United States, to com- 
bine their efforts so as to promote the 
aesthetic, scientific and practical eff- 
ciency of the profession and to make 
the profession of ever-increasing serv- 
ice to society. 

To support its ideals and principles 


of professional conduct with the least 
- possible interference with the rights of 


the individual, the constitution of the 
Institute provides that its canons. of 
ethics shall be accepted by the mem- 
bers as standards of good practice and 
since these are embodied in the by- 
laws to which all candidates ipso facto 
subscribe, a disciplinary procedure is 
provided whereby these principles shall 
be enforced. Although, as stated, per- 
sonal integrity and professional stand- 
ing is expected of all candidates for 
membership, it is recognized that under 
the influence of environment and the 
larger body of practitioners outside of 
the Institute, in his community an 
architect may be led away from strict 
adherence to the ideals of his profes- 
sion; and for this reason there is issued 
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periodically to the members a “Circular 
of Advice Relative to the Principles of 
Professional Practice and the Canons of 
Ethics” and also a “Circular of Advice 
and Information Respecting Compe- 
titions,” in which the attitude and 
ideals of the Institute are expressed. 
In these circulars distinction is made 
between general principles of practice 
which are considered to be the good 
manners of the profession and which 
should govern the architect in his sev- 
eral relations, and the Canons of 
Ethics adopted by the Institute. 

The general principles thus stated 
depend chiefly upon self discipline for 
their maintenance, while on the other 
hand the Canons are mandatory obli- 
gations of membership, infraction of 
which is: subject to the -disciplinary 
procedure established under the con- 
stitution and by-laws. 


Tue CANONS AND THEIR 
APPLICATION 


Referring to the Canons in numer- 
ical order, (See page 280) it will be 
noted that Nos. 1, 2 and 3 rest on the 
principle that the architect in his capa- 
city as professional adviser to his 
client in the selection of materials and 
methods must be absolutely impartial 
and disinterested; and, accordingly, 
should not be engaged or in any way 
personally interested in the building 
trades or be under personal obligations 
to manufacturers or others whose 
products enter into the building oper- 
ation under his supervision. Certainly 
he should not specify the use of any 
material or device in which he has an 
interest without advising his client. 

(No. 2). To guarantee an estimate 
may tempt the architect to modify the 
requirements of the work to meet the 
limit of cost without strict regard for 
the client’s interest or at least influ- 
ence his judgment as interpreter of the 
contract drawings and specifications. 
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The acceptance of a commission 
(No. 3) or any substantial service from 
a contractor or any one engaged in the 
building trades as in the above case 
may consciously or subconsciously 
tend to influence the architect’s judg- 
ment, thus placing him in an unpro- 
fessional position in relation to his 
client’s interests. 

As stated in the “Circular of Advice 
and Information Respecting Archi- 
tectural Competitions,”? the Institute 
does not presume to dictate or even 
offer its advice to architects in general, 
but, being a professional society 
charged with maintaining ethical 
standards among its own members, its 
duty is to see that they do not take 
part in competitions that fall below the 
reasonable standard prescribed by the 
Institute to establish equitable rela- 
tions between the owner and the com- 
petitors. For a member to take part in 
a competition that has not received the 
approval of the Institute (No. 4) is 
judged unprofessional so far as mem- 
bers of the Institute are concerned. 

Where a competition has been estab- 
lished under the approved regulations 
(No. 5), the owner assumes a moral 
obligation to those invited or other- 
wise authorized to participate, to re- 
tain one of their number as architect 
for the work. For an architect not a 
participant to attempt to secure the 
commission while the competition is 
in progress Is equivalent to an effort on 
his part to supplant a fellow practi- 
tioner after definite steps have been 
taken toward his employment. 

Absolute and effective anonymity is 
a necessary condition of a fair and im- 
partial competition (No. 6) and it is 
understood that the owner and all con- 
nected with the project shall refrain 
from holding any direct communica- 
tion with the participating architects. 
For an architect to attempt to influence 
the owner or others in his favor di- 
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rectly or indirectly while the competi- 
tion is in progress would involvedisclos- 
ing his identity and would be a breach 
of the agreement under which he is 
admitted as a participant. An attempt 
onthe partof an unsuccessful competitor 
to influence the owner’s final decision 
would involve a breach of good faith 
with architects who participated. 

(No. 7). It would impugn the good 
faith of the adviser in his relations to the 
competitors and owner should he accept 
the commission as architect for the 
work, thus making himself party with 
the owner to a breach of the contract 
with the competitors as to the award. 

(No. 8). To bear false witness or 
otherwise maliciously injure the rep- 
utation of a fellow practitioner is a 
breach of the moral code that should 
govern human all relations. 

(No. 9). Where the employment of 
an architect has been terminated but 
where his claim for compensation or 
damages remains unsatisfied, another 
architect, who in the meantime accepts 
the same commission, exposes himself 
to the charge of attempting to sup- 
plant a fellow practitioner. To guard 
against this and as a professional cour- 
tesy, the commission should not be un- 
dertaken without a conference with 
the architect previously employed and 
a satisfactory understanding as to his 
present status and rights in the matter. 

To volunteer the submission of 
sketches or otherwise to solicit employ- 
ment where another architect is known 
to be engaged on a project (No. 10) 
constitutes an effort to supplant a fel- 
low practitioner, a practice which is 
derogatory to the dignity of the pro- 
fession, and which, if encouraged by 
the owner before reaching a final deci- 
sion, îs equivalent to establishing an 
unregulated competition. 

Beside the documents already men- 
tioned, the constitution of the Insti- 
tute provides for a schedule of profes- 
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sional charges. complying with good 
practice and custom, and while this 
schedule is not made mandatory it 
indicates a minimum charge for serv- 
ices based upon experience under or- 
dinary conditions. 

An architect is at liberty to disregard 
this schedule if he sets a lower valua- 
tion upon his services in making his 
terms with his client. It is unprofes- 
sional, however, for an architect to 
attempt to secure employment by 
underbidding a fellow architect. Such 
a practice not only places his advisory 
service upon the basis of merchandise 
bartered in trade but exposes the lower 
bidder to the charge of endeavoring to 
supplant a fellow practitioner should 
the owner have already taken steps 
toward his employment. 

Unlike the publishers of house plans 
and designers who make a business of 
furnishing general plans without un- 
dertaking to supervise the building 
operation, the Institute holds that the 
architect in his professional capacity 
has a larger duty to his client. As a 
technical adviser his services consist 
of a personal study of the client’s prob- 
lem, to which he brings the result of 
his education and experience, taste and 
judgment; and furthermore his services 
properly include the general adminis- 
tration of the business details and 
supervision of the work and prepara- 
tion of contract documents. The pre- 
liminary studies or sketches and the 
working drawings necessary to the 
building operation are simply instru- 
ments of service which remain the 
property of the architect, and are not 
equivalent to a commodity to be pür- 
chased of the lowest bidder. 


Toe PROCEDURE FOR THE ENFORCE- 
MENT OF ETHICAL STANDARDS 


For the enforcement of the manda- 
tory principles embraced in the Canons 
of Ethics, the constitution and by-laws 
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provide a disciplinary procedure as 
follows: 


Art. VIi, Sec. 3 of the Constitution 


All questions of discipline of a Mem- 
ber shall be submitted to the Board of 
Directors, which shall decide finally 
and without recourse any questions of 
action conflicting with the Constitu- 
tion or By-Laws of the Institute or of 
the member’s Chapter, non-payment 
of dues to Institute or Chapter, or 
questions of unprofessional conduct; 
and acting under this section the 
Board may suspend a Member, pass a 
vote of censure upon him, drop his 
name from the roll of members, or 
expel him; but no such action shall be 
taken until the accused shall have had 
an opportunity to be heard in his own 
defense. 


Art. IV, See. 2 of the By-Laws 


All questions of discipline of a mem- 
ber shall be determined in accordance 
with the following procedure: 

It shall be competent for and shall 
be the duty of any Member or Com- 
mittee of the Institute or of any Chap- 
ter to bring to the attention of the 
Committee on Practice any alleged un- 
professional conduct on the part of any 
Member without being deemed to have 
entered a formal complaint against 
such Member. The Committee on 
Practice shall, when its attention is 
drawn to eny ‘such matter, conduct a 
preliminary examination into the facts, 
and if a prima facie case shall appear 
against a Member, it shall so report to 
the Judiciary Committee. The Judici- 
ary Committee shall hear and adjudge 
every case 50 reported to it and shall 
give the Member an opportunity to be 
heard in his own defense. Its findings 
shall be conclusive in regard to all ques- 
tions of fact involved in the evidence 
submitted. 

The Judiciary Committee shall re- 
port its findings to the Board of Di- 
rectors. If the findings are adverse to 
a Member, the Board of Directors shall 
take such action thereon as it shall see 
fit according to the Constitution. A 
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Member may appeal in writing to the 
oard of Directors on questions of pro- 
fessional or ethical policy. 

Any Member may appeal to the Com- 
mittee on Practice from any action of 
a Chapter Executive Committee re- 
garding alleged unprofessional conduct. 
In such case the procedure shall be as 
provided above in this section, but no 
decision of the Committee on Practice 
or the Judiciary Committee reversing 
the previous action of the Chapter 
Executive Committee shall be effective 
unless ratified by the Board of Direc- 
tors. The action of the Board of Di- 
rectors shall supersede the action of 
the Chapter Executive Committee. 

If in any case pending before either 
the Committee on Practice or the 
Judiciary Committee, any oral testi- 
mony has actually been given, such 
committee shall have the power to con- 
tinue and conclude its work on that 
particular case, notwithstanding the 
expiration of the term of office of any 
or all of its Members. 

The Board of Directors shall, from 
time to time, establish rules of pro- 
cedure for the guidance of the Com- 
mittee on Practice and the Judiciary 
Committee. 


RULES FOR tar DISCIPLINARY Com- 
MITTEES 


To perform its disciplinary functions 
the Committee on Practice and the 
Judiciary Committee above referred to 
are governed ‘by rules which set forth 
the procedure following a charge of 
unprofessional conduct against a mem- 
ber. In some cases a preliminary 
investigation is made by the local 
Chapter when one of its members is 
involved and if the evidence warrants, 
the charge may be dismissed by the 
local body, or referred to the Institute 
Committee on Practice, the case being 
then taken up in pursuance of the fol- 
lowing rules: 


Rur 1. Procedure of Committee on 
Practice-—Whenever there has been 
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brought to the attention of the Com- 
mittee on Practice any alleged unpro- 
fessional conduct on the part of any 
member, the Committee on Practice, 
after due investigation, if of the opinion 
that a prima facie case has been made 
out, shall send the following informa- 
tion by registered mail to the member 
involved, to the complaining member 
if there is one of record, and to each 
member of the Judiciary Committee: 

A copy of the findings of the Com- 
mittee on Practice, embracing a refer- 
ence to the Code, Canon, By-Law, or 
other rule or principle of the Institute 
claimed to be violated; 

A specification in concise form of the 
particular offense, giving in detail its 
time, place, and occasion, as far as 
practicable; also a complete file of evi- 
dence of the case as transmitted to the 
Judiciary Committee; 

And a printed copy of these rules. 


Rue 2. Procedure of Judiciary Com- 
mittee —The Chairman of the Judiciary 
Committee, on receipt of copies of the 

findings and all evidence of record in 
regard to the case from the Committee 
on Practice, will communicate by reg- 
istered mail with the member to whom 
notice has been sent as provided for in 
Rule 1, with the request that he state 
whether he acknowledges the facts to 
be in substantial accordance with the 
findings of the Committee on Practice, 
and whether he is willing to waive a 
formal hearing before the Judiciary 
Committee. If such hearing is waived 
he shall be permitted to present a 
written statement in explanation of 
his alleged offense, which will be duly 
considered by the Judiciary Com- 
mittee in rendering its decision and in 
submitting its report to the Board of 
Directors; but in case he denies the 
findings of the Committee on Practice, 
or does not waive a formal hearing (and 
delay in replying beyond fifteen days 
from the date of the notice of the 
Chairman of the Judiciary Committee 
above provided for will be construed as 
a waiver), or in case the offense with 
which the member is charged is of such 
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gravity that the Judiciary Committee 
is of the opinion that a formal hearing 
is necessary, then a formal hearing will 
be ordered by the Chairman of the 
Judiciary Committee who will advise 
him by registered mail of the place, 
date, and hour at which the Judiciary 
Committee will hear the matter, noti- 
fying him that he will be at liberty 
to appear at such hearing and to offer 
at that time any evidence on his own 
behalf in denial or palliation of the par- 
ticular offense on which the findings of 
the Committee on Practice are based. 
The complaining member, if there be 
one of record, shall also be notified, by 
registered mail, of the place, date, and- 
hour of the hearing, and he shall be 
given the opportunity of testifying at 
said hearing. j 

The Committee on Practice, through 
its Chairman or otherwise, may present 
for the consideration of the Judiciary 
Committee at the said hearing such 
additional evidence as may have come 
into its possession since its. findings 
were transmitted to the Judiciary Com- 
mittee, and shall have the right to 
summon and to question witnesses 
with a view of bringing out all sides of 
the case at issue. The Judiciary Com- 
mittee may also summon and question 
witnesses if the circumstances so war- 
rant in its judgment. 


Rue 3. Absence of Interested Par- 
ties—The absence of the member 
against whom complaint- has been 
made, or the absence of witnesses duly 
summoned from the hearing before the 
Judiciary Committee (held as above 
provided in Rule 2), shall not prevent 
the Committee from proceeding with 
the case and making due disposition of 
it in accordance with the evidence 
presented. 

Route 4. Refusal to Testify—The 


member against whom the Committee 
on Practice has found a prima facie 


` case shall, on his appearance before the 


Judiciary Committee, present himself 
for examination and shall fully answer 
all material questions that may be pro- 
pounded to him, and the refusal to so 
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answer stich questions, or the deliber- 
- ate evasicn thereof in the judgment of 
the Committee, shall be construed as a 
violation of the objects of the Charter 
of the Institute as well as of its Consti- 
tution, and shall be reported to the 
Board of Directors by the Judiciary 
Committee who may after proper 
proceedings discipline or expel such 
member. 


Rue 5. Submission of Evidence.— 
The Judiciary Committee shall be the 
sole and absolute judge of the admissi- 
bility of all evidence brought before it 
as well as of its value. While the best 
evidence is in general to be procured, 
the Committee shall be entirely free to 
accept any other logically relevant evi- 
dence that may be offered to it, and if 
the. same is not the best evidence ob- 
taimable, to give it such rating for accu- 
racy and reliability as they see fit. If 
members of the Institute have in their 
possession any original letters or papers 
_ or copies thereof that are involved in 
any complaint or findings, they shall 
produce said letters or papers or copies 
on request or shall send copies thereof 
with a certificate annexed, signed by 
themselves, stating that the original is 
in their possession and that they have 
personally compared the copy with it 
and that the copy submitted is a true, 
complete, and correct copy thereof. 


Rur 6. Hearings by the Board —li 
the Judiciary Committee, after hear- 
ing a case against a member, makes 
any findings involving such member, 
that member, and the complaining 
member, if there is one of record, shall 
be notified thereof by registered letters. 
Such notice should contain the find- 
ings of the Judiciary Committee, the 
judgment it recommends, and be in the 
form and substance in which the find- 
ings are to be presented to the Board 
of Directors. 

When the Judiciary Committee 
makes a finding it shall contain the 
findings of the Committee on Practice, 
a statement of the case, a recital of the 
facts of the case, the discussion of the 
Judiciary Committee, and its decision. 
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Copies of the findings shall also be 
mailed to each member of the Board of 
Directors; and the Board, through the 
Secretary of the Institute, shall set a 
time and place at which the findings of 
the Judiciary Committee shall be pre- 
sented, and at which the accused shall 
have opportunity to be heard. A 
notice shall be sent to the accused and 
to the complaining member, if there is 
one of record, by registered mail thirty 
days in advance of the time of the hear- 
ing, notifying each of them of the time 
and place of hearing. 

The Chairman of the Judiciary Com- 
mittee may prosecute the case before 
the Board with the assistance of the 
other members of the Judiciary Com- 
mittee if they so desire, but neither the 
Chairman of the Judiciary Committee 
nor any member of the Judiciary Com- 
mittee shall participate in the deliber- 
ations of the Board of Directors over 
the matter nor vote thereon. 

At the hearing the Judiciary Com- 
mittee will present its findings to the 
Board, at which time the accused shall 
be given opportunity to be heard in his 
own defense, and he may introduce 
written’ evidence or call witnesses in 
refutation of the charge against him, 
but in all cases the Board shall be the 
judge of the relevancy or the admis- 
sibility of such evidence. Such testi- 
mony must be logically relevant to the 
findings of the Judiciary Committee, 
unless in the judgment of the Board of 
Directors the accused should be per- 
mitted to raise a question of profes- 
sional or ethical policy, in which case 
evidence of a more general character 
may be introduced. If the accused 
does not appear personally, he may 
submit his defense in a written commu- 
nication addressed to the Board of 
‘Directors. 


Roure 7. Publication of Findings.— 
The action taken by the Board of 
Directors whether for or against the 
accused shall be reported to each mem- 
ber of the Institute in full or in brief as 
shall be determined by the Board of Di- 
rectors, who in their discretion may also 
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direct the sending of the findings of the 
Judiciary Committee to each member. 


Rue 8. Publication of Exoneration. 
—Should the Committee on Practice 
fail to find a prima facie case, it shall so 
advise the Board of Directors, for rec- 
ord, and the accused and accuser. 
Should the Judiciary Committee exon- 
erate any ‘accused member, the Secre- 
tary of the Board shall so advise the 
accused and accuser, and if requested 
by the accused shall forward a copy of 
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its findings for publication in Tux 
JOURNAL, in addition to the sending of 
such findings to each member of the 
Institute. 


Rute 9. Service of Secretary’s Office. 
—The Committee on Practice and the 
Judiciary Committee may call upon 
the Secretary of the Institute for the 
assistance of his clerical force in the 
work of their committees, and it shall 
be the duty of the Secretary to furnish 
such assistance. 


The Architectural Student and His Relation to 
Professional Practice 


By Exot Lorca 


Professor of Architecture, University of Michigan, Member of the American Institute of Arch- 
itects and President of the Association of Collegiate Schools of Architecture 


OUNG men enter the architec- 

tural profession along two principal 
lines. Many attend an architectural 
school and then enter an architect’s 
office for practical experience before 
engaging im independent practice; 
others enter such an office directly 
after attending high school or after 
pursuing a liberal arts or a scientific 
course at college. 

The recruit’s understanding of pro- 
fessional and ethical relations depends 
largely on the manner in which he has 
received his general and professional 
education, upon the kind of approach 
he makes to his profession and to his 
` duties as a citizen. This approach has 
varied with conditions, the status of 
the profession before the public and 
the profession’s realization of its duty. 

As a people projects its conception 
of behavior in the form of law, so a 
profession when it becomes conscious 
of its obligations formulates certain 
regulations for its followers. A stand- 
ard is set up for membership and good 
standing in the professional organiza~ 
tion and this organization, with the 


consent of those governed, exercises dis- 
ciplinary powers in the way of censure, 
suspension, or expulsion against offend- 
ers. Such an organization does a real 
educational work for the public and 
the entire profession concerned, gradu- 
ally creating an understanding of the 
aims of the profession and giving it a 
more definite place in the general eco- 
nomic and social fabric. 

After attaining a measure of public 
recognition, 1t becomes possible to pro- 
ceed further and establish a basis of 
admission to the profession by requir- 
ing candidates to qualify education- 
ally under a state law, thus protecting 
the publicto some extent against incom- 
petence, gaining the recognition of the 
state for the profession, and making 
possible disbarment from practice of 
those flagrant offenders against public 
interest who could not be reached 
through any code of a purely selective 
organization. 

The organization of a profession with 
definite and published ideals of per- 
formance, seconded by a legal minimum 
of admission to practice for all, irre- 
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spective of membership.in professional 
societies, constitutes eviderice which 
should make clear what the profession 
stands for in point of preparation 
and professional relations, ethical and 
otherwise... f 


THE APPRENTICESHIP SYSTEM 


Before the organization of the Ameri- 
can Institute of Architects, of the archi- 
tectural schools, of architectural publi- 
cations, and of registration laws, the 
architectural recruit received his tech- 
nical and social training as the appren- 
tice of an architect. In England he 
was “articled”’ in a professional rather 
than a commercial office and paid for 
his instruction and other privileges. 
The architect was morally bound to 
- further his education, while there was a 
social side to the relation which tied 
together student and practitioner. 
The problems of the office were shared 
with the apprentice in proportion to 
his advancement and the personal asso- 
ciation of master and pupil nurtured a 
professional sense, with a sympathy for 
as well as understanding of professional 
obligations. Here was a bond which 
made for fine codperation and respect 
for the interests of the public and other 
practitioners, and created a solidarity 
which is still powerful in England. 

America inherited and modified the 
apprenticeship system, long retaining 
its valuable contacts and handing on 
of knowledge. The beginner entered 
the office, however, more or less as a 
general “cub” assistant, doing every- 
thing until he finally became a full- 
fledged draftsman, often later becom- 
ing a member of the firm. Here, too, 
` the system engendered loyalty and 
mutual respect, and in numberless 
cases the architect gave freely of him- 
self to the rising generation to’ better 
the profession. Here again the person- 
ality of the practitioner and his older 
assistants counted tremendously in 
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molding the beginners. These begin- 
ners were generally very young and 
had had little general schooling, gain- 
ing their insight of the larger relations, 
their world outlook, while learning how 
to draw, and studying at night such 
books as could be had. It wasa highly 
individual process, which often left too 
much to the initiative of a student of 
very modest attainments, slight back- 
ground and limited opportunities for 
improvement outside the office. Dur- 
ing this period there was no approxi- 
mate agreement as to the larger rela- 
tions of the architect or his education; 
little vision as to the possibilities of 
architecture, and hence the beginner’s 
introduction to the professional field 
varied greatly with the office where he 
served his apprenticeship. 


ORGANIZATION OF THE ARCHITEC- - 
TURAL SCHOOLS 


The organization of architectural 
schools began in this country soon 
after the formation of the American 
Institute of Architects and their growth 
has rapidly displanted the apprentice 
system. There was a transitional 
period during which the value of an 
architectural school training was ques- 
tioned by those who had .come up 
through the other system but for some 
years now it has been assumed that 
proper preparation for the profession 
consists of such schooling along with 
the practical experience, like the physi- 
cian’s interneship, which must precede 
independent practice. 

While many young men still begin 
in an architect’s office, practically all 
now look forward to attending an archi- 
tectural school. This change is entirely 
owing to higher standards of practice 
and the greater demands made on the 
profession, the rapid progress made by 
graduates, their greater breadth of 
view, and the preference of most, archi- 
tects for trained assistants. 
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There has been a significant paral- 
lelism between the evolution of the 
American Institute of Architects, the 
colleges, universities, architectural 
schools and journals. It is safe to 
say that the schools have markedly 
influenced the architectural profession 
and that the profession’s better con- 
ception of its obligations reflects much 
that the colleges in general stand for. 
Schooled men have for many years 
been taking over control of the Insti- 
tute and, thus placed, have shaped 
many of its activities. The agencies 
enumerated above reflect, in turn, the 
general development of the country, 
its organization of industry and busi- 
ness, Its large projects and need for 
hurried production, out of which has 
sprung the large architectural office 
organization for practice. 

About one-half of all architectural 
draftsmen are employed in such organ- 
izations and in them the individual is 
but a cog, rarely coming into personal 
contact with a member of the firm. 
In such offices, specialization obtains 
as a natural outgrowth in the fields of 
design, construction, mechanical and 
other equipment, specifications, super- 
intendence, rendering and other parts 
of the work; some portions of this work 
may even be done outside the office 
by other technical organizations, while 
the actual building operation may not 
be observed at all by many of the assist- 
ants who are busy throughout the day 
at the drawing board and thus do not 
see the expression in real materials of 
what they have drawn. They have 
little contact with the actual work or 
with the architect. As a consequence 
of this specialization and mechanical- 
ization, some young men will not work 
in a larger office if they can possibly 
get into a smaller one where they can 
better gain a conception of the entire 
range of activities and have a share 
in more of them. 
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To overcome this difficulty, a splen- 
did effort was recently made in one 
office to discuss the current work once 
a week with the entire drafting force 
in order to give them some insight into 
the conditions under which the office 
was serving and to bring about better 
mutual understanding and team play. 

Clients have been known to point 
out that the assistants in some offices 
had progressed little in certain direc- 
tions over a period of years, because 
they had been so closely tied down and 
had been given no opportunity to go 
out on the building, visit modelling 
and other craft-shops, and thus gain 
a greater sense of the reality of what 
they drew. Today in large offices the 
old bond between master and pupil 
is uncommon; the assistant does cer- 
tain assigned tasks, works as a member 
of a squad and gains little attachment 
for his employer and no great enthusi- 
asm for his work; close interdependence 
and personal interest and contact are 
too often wanting and the recruit gets 
little idea of the profession as a whole. 
Hence the increased necessity of dis- 
cussing the problems and ideals of the 
profession in draftsman and student 
clubs and in the architectural schools. 

After the formation of the American 
Institute of Architects in 1857 there 
gradually came about a crystallization 
of thought on matters affecting the 
profession and its larger objectives and 
as a consequence there has for years 
been growing up a series of documents 
on professional practice known as the 
“Ethical Documents of the American 
Institute of Architects.” These are 
unique and authoritative as well ascom- 
prehensive and “succinct statements, 
which have had considerable mfluence 
outside of Institute circles. They are 
available to all practitioners and stu- 
dents. Successive committees of the 
Institute have worked devotedly to 
produce and clarify these documents. 
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In them are defined the responsibilities 
of the architect to those he serves and 
to the contractor, as well as to other 
architects. 


EDUCATION IN PROFESSIONAL 
RELATIONS 


The Institute was quick to see that 
it must concern itself not only with 
practice but also with education. The 
Committee on Education has with 
Increasing understanding codperated 
with the schools. Special sessions of 
the Institute conventions have been 
devoted to education, exhibitions of 
students’ and architects’ work have 
been held, the leading schools recog- 
nized, and medals awarded to promis- 
ing students. 

The aims and activities of the Insti- 
tute and the subjects included in the 
Institute documents are now discussed 
in one form or other in practically 
every architectural school, but with 
varying emphasis. In some, the cur- 
riculum is so overcrowded that little 
time can be allowed for such discussion. 
Where an entire course in professional 
relations is permissible, the titles 
“Professional Practice,” “ Professional 
Relations,” “Specifications and Prac- 
tice,” “Business Law,” “Business 
Administration,” ‘“‘Contracts,” and 
the like are frequently used and 
“Ethics” is formally discussed as part 
of the course. 

This is one of the fields in which the 
visiting lecturer can do most effective 
work and such lecturers alone give the 
instruction in one school; in others, 
visiting lecturers share the instruction 
with regular instructors. An examina- 
tion is given at the close of such a 
course. In two schools, but one and 
four lectures respectively are given to 
the class about to graduate. Again, 
where no special course is given, the 
professor of architecture discusses pro- 
fessional relationship at meetings of the 
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student societies or as part of other 
class instruction. In two schools, the 
freshmen hear about it and the subject 
is constantly kept before the students. 
Where the subject is not actually 
taught, it is proposed to give formal 
instruction very soon. l 

One of the school heads to whom 
the writer wrote to learn what was 
being done in the institution of which 
he has charge, after referring to bad 
conditions in his particular state, said: 
“Tt is a big problem, but we are mak- 
ing a beginning and the next genera- 
tion will feel the effect.” 

The essence of the Institute docu- 
ments is given in the “Circular of 
Advice” and the “Canons of Ethics,” 
both of which are printed in full in this 
volume! The fundamental thought 
of these is the maintenance of truly 
professional relations by the architect 
to the owner and the contractor; while 
employed and paid by the owner and 
remaining loyal to him, the architect, as 
interpreter of the conditions of the con- 
tract and judge of its performance, must 
retain impartiality in order to be just 
to the contractor. Fairness to other 
architects, advertising, non-participa- 
tion in improper competitions, duties 
to students and draftsmen and to the 
public and building authorities, pro- 
fessional qualifications and the archi- 
tect’s status are briefly summarized 
in the above documents and in the 
syllabi of some of the schools, as is 
also the gist of the “Circular of Ad- 
vice on Architectural Competitions, ” 
“Disciplinary Rules” and the ‘“‘Sched- 
ule of Charges,” the business forms, 
general conditions for specifications, 
and the form of contract. Most of 
these are discussed in some measure 
in the schools, but there is considerable 
room for more systematicand thorough- 
going attention to them. 

In one school critical and other 

1 See page 277. 
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arzicles bearing on the profession and 
architectural education a-2 read and 
discussed by the senior clas to give stu- 
dents another angle of current thought. 
In two schools summer oee work is 
required and two summe> vacations 
must be spent in this war kefore the 
diploma is granted. Stud-nts thus get 
same insight into office rcutme, profit 
more by class instructior and, upon 
graduation, more easily g3 a start as 
draftsmen. 

At least one division of zhe architec- 
tcral curriculum is of par—evlar worth 
in combining technical knawhedge with 
more general values. In architectural 
history there is not only tk= great chain 
of human events reflected in monu- 
ments but high ideals of zerformance, 
distinguished personalities ard extraor- 
d-nary examples of achie~2ment. De- 
votion, self-sacrifice and zemus are all 
found here. Like archite-tural design, 
this is one of the truly =nspirational 
subjects of architectural teaching. 

To students the wide 3eld of effort 
ot the Institute also neecs to be inter- 
preted, as it does to som2 who never 
ałtend a convention anc thus fail to 
grasp the reality and viakty of the 
organization. Its purpos is best dem- 
onstrated in the manifald activities 
reflected at the annual ccnrention, at 
which time all the many stending and 
special committees repom. It would 
ke a splendid experience fcr students 
to sit through such sess>ns and thus 
Jearn what a large numbe o? busy men 
in all parts of the country are unself- 
ishly contributing throuzh committee 
activities to the evolutizn of the In- 
stitute ideal and to givirz t practical 
effect. 


ADJUSTMENT TO THE -FOFESSION 


It has been said above tLat in some 
schools little attention is ziven to “pro- 
fessional practice” beczus2 the cur- 
riculum is overcrowded. In the so- 


THE ArNALS OF THE AMERICAN ACADEMY 


called four-year courses in architecture 
there is little time available for cul- 
tural and scientific subjects in addition 
to essential preparatory and technical 
work. Some hold, moreover, that given 
a reasonably broad collegiate and tech- 
nical training, the graduate will, while 
getting practical experience prior to 
independent practice, readily come to 
grasp the principles involved in such 
practice with the help of the very con- 
crete, definitely expressed documents 
published by the Institute. 

The entire professional student 
career is obviously one of adjustment 
to the profession. Its obligations are 


‘constantly kept before him; the bear- 


ing of each principle and technical 
topic on actual circumstances is care- 
fully discussed. If the school cannot 
anticipate the actual experience of the 
individual it can and must help train 
and form him, strengthen his convic- 
tions for the time of struggle and doubt, 
and place him in the larger currents of 
thought. Although the college period 
has among its drawbacks, in the minds 
of ardent realists, the keeping of the 
student away from actual business 
problems and life, it has, derived from 
this, the very advantage that it may 
help form character which will help 
build a better world. Idealism cer- 
tainly finds one of its strongholds in our 
institutions of learning. The funda- 
mental ideal of the college is, after 
all, to increase resource and power; 
to develop men, to train them for good 
citizenship rather than narrow voca- 
tionalism or professionalism. They 
must be able to do their elected work, 
but they must also be prepared to 
give whole-hearted coöperation to the 
furtherance of civic, state and national 
well-being. 

To the college period the student 
comes more definitely influenced by 
standards of private than of public 
life. His reactions to questions of 
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honesty are already largely formed. . 
During this period hechangesfrom boy- 

- hood to manhood and receives a better 

understanding of life and the relation 

of the individual to it. If he can give 

time to a fair amount of liberal or cul- 

tural studies, he will more readily 

understand human relations and learn 

to distinguish ethical values. If, how- 

ever, he immediately enters the cus- 

tomary limited professional course of 

but four years in architecture based 

on high school training, thus allowing 

very little time for cultural studies, the 

likelihood of his having a good general 
conception of the normative field is 

greatly lessened, for his chief preoccu- 

pation will be to make a practical suc- 

cess as soon as possible after gradua- 

tion. 

The group trained as first suggested 
through its analysis of form, character 
and events, study of literature, soci- 
ology, économics, political science, law 
and philosophy in its various forms in- 
cluding ethics, needs little in the field 
of professional ethics. These men 
come from the university with a fairly 
good understanding of human relations 
and may be trusted in their relations to 
society or a specific group, professional 
or otherwise. For the second group a 
discussion of the ideals of the profession 
is much more needed. In any case, 
the institution can only send out its 
graduates with the hope that in an age 
in which so much has been commercial- 
ized they will distinguish values and 
keep up to the highest possible mark 
and that they will help form an opinion 
which will raise the general standard 
of performance. 

After graduation those who have 
the means will in increasing numbers 
go abroad for study and travel before 
entering an architect’s office for a pe- 
riod of apprenticeship and experience 
before becoming practitioners. 
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CONDITIONS OF ENTRANCE TO 
PRACTICE 


Independent practice in former years 
depended merely on securing some kind 
of commission or client but in at least 
twenty-two of our states men must 
now qualify for practice under registra- 
tion laws. The young architect thus 
receives formal recognition by the 
state with a certain measure of con- 
fidence on the part of the public, as in 
the case of the doctor and the lawyer. 
In some states candidates for the ex- 
amination must have twoor three years’ 
experience under an architect in addi- 
tion to a diploma. The Institute has 
been very conservative on this question 
and not until three years ago did it give 
its support to the principle involved. 
In the minds of many, such laws pro- 
vide the best means for protecting the 
public against those utterly lacking 
in fitness and training for even the 
lesser responsibilities and smaller prob- 
lems of the architect. Such laws have 
very great possibilities for good, have - 
been in effect long enough to demon- 
strate real value, and give students an 
objective similar to that of other recog- 
nized professions. 

The architectural schools have long 
realized the necessity for higher stand- 
ards of admission and graduation. At 
the universities they are directly in 
touch with the higher requirements 
effective for law and medicine and have 
recently won the support of the Insti- 
tute for longer courses which are to be 
given effect in the near future. To 
encourage sound effort, the Institute 
has for some years awarded a medal 
annually to that graduating student of 
each of the “recognized” schools who 
has stood highest in his class throughout 
the duration of the course. A num- 
ber of architects have been able to pro- 
vide resident scholarships for deserv- 
ing students and foreign travelling 
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scholarships to create an interest in 
higher artistic achievement through a 
first-hand acquaintance with master 
works. Much more can and should 
be done in this direction, for every 
architectural student should know at 
first hand some of the great works of 
the artistic field abroad, not only in 
architecture but in painting, sculpture, 
gardening and city planning. 


Extra-Cuassroom FORCES In 
ETHICAL TRAINING 


The sense of individual responsibil- 
ity is developed by allowing students 
opportunities for activities outside of 
class work; thus they begin as class 
officers, serve on committees or stu- 
dent publications, engage in athletics, 
debates, entertainments, and the like. 
Such activities develop initiative and a 
knowledge of men and affairs which 
are of great value and mean much to 
the college student. Most of his life 
is spent outside the classroom, away 
from the faculty, and thus his associ- 
ates, amusements, club or fraternity 
connections have much to do with 
shaping his ideals. In most cases 
he retains the religious affiliations 
made at home and where this is so, 
a potent constructive force exists for 
good, probably stronger in so-called 
denominational imstitutions than in 
the others. Practically every archi- 
tectural school has its student archi- 
tectural society with its list of speakers, 
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architectural,and otherwise, while there 
are two national architectural frater- 
nities, the members of which have 
club houses managed by students at 
their respective institutions, as do cer- 
tain other professional student groups. 
There are also two national honor 
fraternities for architectural students, 
also under student control and open 
only to a certain percentage of the stu- 
dents on the basis of high scholarship, 
a qualification which demonstrates the 
effect of student initiative in the recog- 
nition of good personality and work. 

In institutions where the honor sys- 
tem prevails, where the students them- 
selves undertake supervision of exami- 
nations, we have another positive force 
for good. It will be gratifying to some 
to know that students have been known 
to vote down the honor system for 
examinations, since the men felt that 
they were on their honor continuously! 
In some colleges, under such a system, 
students offending against the code are 
tried by a student honor committee 
and if found guilty are dismissed from 
college by that committee; in other 
institutions, the findings of the stu- 
dent committee are reported to the 
faculty concerned, which acts on the 
recommendation of the honor commit- 
tee. Nothing can be finer than the 
willingness of students to accept such a 
responsibility and nothing will better 
prepare them for some of the burdens 
of professional life, 


Codes of Ethics for the Teaching Profession 


By Grorce Garer CHAMBERS, Px.D. 


University of Pennsylvania, Chairman of the Ethics Commission of the Pennsylvania State 
Education Association 


HE professions exist for the pur- 

pose of rendering service to hu- 
manity. Fhe service to be rendered by 
the teaching profession is to assist in 
preparing human beings in their younger 
periods of life sothatthey may be equipped 
mentally, morally and physically to live 
in the most serviceable manner possible 
during the whole of life. The rendering 
of this type of service is not to be done 
exclusively by the teaching profession. 
The home is, or should be, the most 
efficient co-partner. in rendering this 
service. The church should be a close 
second to the school and the home. 
Various social organizations and ac- 
tivities also assist in this service. 

The teaching profession consists of 
a group of men and women trained and 
organized for the rendering of that 
special service to humanity, and no 
man or woman is worthy of member- 
ship in this profession unless he is 
thoroughly imbued with a determina- 
tion to render the service for which 
the profession exists, even if, at times, it 
means personal sacrifice. From the 
ethical point of view, the fundamental 
qualities of the worthiness of men or 
women to be in the teaching profession 
are an unadulterated feeling of loyalty 
to the purpose of the profession and a 
thorough determination to render the 
service required. This test should 
apply to all alike, even the very be- 
ginner in the service who may antici- 
pate that her tenure may be short. 
The profession should strongly object 
to the entrance of anyone who is de- 
liberately using it merely as a stepping- 
stone to some other profession or 
occupation, unless that occupation be 
motherhood. Moreover, when the obli- 


gations of motherhood have been sat- 
isfied, the mother who was previously 
trained as a teacher, should be wel- 
comed into active service in tlie 
profession. She has probably been 
much improved in her qualifications as 
a teacher by her experience as a 
mother. Her services are needed in 
the profession. Why should she wait 
until she becomes a widow before 
returning to active service? 


ENTRANCE STANDARDS 


The mode of entrance into the teach- 
ing profession is not nearly as uniform 
as the mode of entrance at present into 
the medical profession, which in that 
regard has the most nearly uniform 
standards of all the professions. On 
this point, however, the teaching 
profession will compare very favorably 
with the other professions with the 
possible exception of law. The vast 
majority of the members of the teach- 
ing profession, made up of those in the 
several public school systems, enter 
the profession by meeting definite re- 
quirements laid down by the several 
states. Unfortunately: it is still true 
that the minimum requirement for 
entrance is much too low, and one of 
the first duties of the profession is to 
take steps to increase the entrance 
standards. It is encouraging to note 
that the last few years have seen much 
improvement in this regard; notwith- 
standing the great increase in the de- 
mand for teachers. 

One of the most hopeful signs in the 
profession is the increased emphasis 
upon professional training. The tend- 
ency, as far as public school service 
is concerned, is to make entrance into 
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the profession conditional upon the 
successful completion of 'a course of 
professional training in some pro- 
fessional school. There is even some 
indication that professional training 
is being considered as of value when 
selections are being made for new 
instructors in some of our colleges 
and universities. 

The lack of uniformity in the modes 
of entering the profession have made 
it difficult to instill into the prospective 
teacher ideals of professional ethics. 
In fact in hundreds of cases in the past 
no sense of professional obligation was 
existent. 


ORGANIZATIONS 


When it comes to organizations 
made up of members of the profession 
we find them very numerous. We 
have organizations by states, by coun- 
ties and by local districts; we have 
organizations on the basis of the 
subjects taught; we have organizations 
on the basis of the kind of school or 
college in which the members teach; 
for example, organizations of teachers 
in private preparatory schools, or even 
of teachers in schools of a given re- 
ligious denomination. We have organi- 
zations made up of teachers in urban 
universities, for mstance. Every few 
months we learn of a new organization 
whose members consist of teachers. 

That organization of the teaching 
profession which without doubt should 
be placed first in our country is the 
National Educational Association, and 
it seems to me that that is the organiza- 
tion which will inevitably be the most 
influential in bringing the profession up 
to the ideal standards of a profession; 
but doubtless many other associations 
will play an important part. In the 
college and university portion of the 
profession, the American Association 
of University Professors seems to bid 
fair to do much toward bringing its 
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members up to ideal professional ' 
standards. 


Existing Copes 


At least twelve codes of ethics for 
teachers have been formulated. There 
may be others which have not come to 
my notice. Some of these have been 
prepared by local clubs; for example, 
the code prepared by the Barnard Club 
in Providence, Rhode Island. Others 
have been prepared by teacher’s associ- 
ations which cover certain definite 
geographical districts, not following 
state or local municipal limes; for 
example, the code prepared by the 
Monongahela Round Table in the 
northern part of West Virginia. Some 
have been prepared by students in 
graduate university courses in educa- 
tion, such as the one prepared at the 
University of Utah. Several have 
been prepared by committees of state 
associations for teachers and after- 
wards approved by those associations. 
The state associations in the following 
states have approved codes: California, 
Michigan, Mississippi, New Jersey, 
Pennsylvania, New York and Oregon. 
Of these state codes, that prepared by 
Michigan is the most recent. The one 
by Pennsylvania is next. The Michigan 


.Code is avowedly in a very tentative 


form. 

The Pennsylvania Code was ap- 
proved by the State Education Associa- 
tion in December, 1920. Over three 
years was spent by the committee in 
preparing it. In the process of prepa- 
ration, the committee studied all of the 
other available codes for the profession, 
as well as the codes of other professions, 
including medicine, law, architecture 
and engineering. The Pennsylvania 
Code is given in full in the appendix 
of this volume.! The code of ethics 

1See “A Code of Ethics for the Teaching 


Profession Adopted by the Pennsylvania State 
Education Association,” page 281. 
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adopted by the State Association of 
Pennsylvania is printed as typical of 
those adopted by other states. A code 
of ethics was adopted by the New 
Jersey State Teachers’ Association in 
December, 1914. Other codes have 
been adopted as indicated on page 122, 
but the Pennsylvania code was chosen 
for printing in full because it is both 
recent in adoption and fairly complete 
in details. The Bureau of Education, 
Washington, D. C., has published a 
list of codes for teachers, with refer- 
ences to educational periodicals. 
There naturally arises the question 
as to the relation of the particular code 
of ethics for a profession to ethical 
principles in general. That question 
is probably best answered by saying 
that a code of ethics for a profession is 
merely an application of the. general 
principles of ethics to the special 
obligations, rights and privileges of the 
profession, having always in mind the 
special service for which the profession 
exists. In view of the special relation- 
ship between the teaching profession 
and the youth of our country, it is of 
the highest importance that each mem- 
ber of the profession shall have achieved 
in himself a character worthy of daily 
presentation to those being taught. 


First PRINCIPLE OF THE TEACHER'S 
CODE 


The highest obligation of every mem- 
ber of the profession ts due to those who 
are being taught, either by him directly 
or by the school system in which he 
holds a place. This is the funda- 
mental ethical principle of the pro- 
fession. Putting it negatively, this 
principle states that the teacher’s high- 
est obligation is not to the board of 
school directors, or to the superintend- 
ent of the school, or to the principal, 
or to himself, or to the parents of his 
pupils. Every disputed or doubtful 
point in connection with any other 
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ethical principle should be settled by 
determining which mode of settlement 
best meets the. obligation asserted in 
this first principle. This principle 
should be considered equally applicable 
to teachers in the colleges and uni- 
versities. 


COMPENSATION 


In every profession some of the 
most troublesome ethical problems 
arise in connection with the subject of | 
compensation and the related sub- 
ject of appointments, promotions and 
contracts.. It is unquestionably the 
urgent duty of the profession to de- 
mand adequate compensation, since 
only when there is adequate compen- 
sation can the profession meet its 
obligation to those being taught. 
Individuals may, it is true, render the 
highest type of service with inadequate 
compensation, but in order that the 
profession as a whole may render a 
high type of service, men and women 
of high ability must be attracted to it. 
Moreover, when in the profession, 
they must be financially able to do the 
various things necessary for efficient 
service. For example, they must be 
able to purchase books and periodicals, 
to travel and, especially, to attend 
meetings of the various societies in the 
profession. Furthermore, they must 
be able to live in their respective 
communities In such a way as to 
command respect and recognition by. 
the community. The Michigan Code 
says, “It is unprofessional for a teacher 
to sign a yearly contract to teach for a 
wage that is not sufficient to cover 
living expenses for twelve months.” 


PROMOTIONS AND CONTRACTS 


Many a teacher, principal or super- 
intendent is tempted to use an un- 
ethical procedure when the question of 
an appointment or promotion is in- 
volved, because then his personal 
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comfort and inconvenien<2 are most 


prominently before him. Personal ° 


comfort is a secondary netter in the 
mind of any real altruist. This remark 
applies with equal if not greater force 
to the superintendent whc is tempted 
to stand in the way of a desired ad- 
vancement so as to avoic the incon- 
veniences incident to the -eplacement 
of teachers. It is a szort-sighted 
policy to argue that the bsst interests 
of the children will be served by 
preserving the status quo. 

Another point of tempt:tion arises 
wken the acceptance of an oppor- 
tunity for advancement cvolves the 
breaking of a contract. “fo teacher, 
or anyone else, should ev=r violate a 
contract. Unless the comert of the 
employing body is obtained, thereby 
releasing the obligation, tre contract 
should be fulfilled. Th: principle 
just stated should suggest zo the wise 
teacher that care should F2 2xercised 
as to the terms in a contract before 
the contract is signed. Ir particular, 
he should see that th: contract 
contains a reasonable provision for 
its termination upon giving proper 
notice. 


CRITICISM OF ASSOC ATES 


Under the head of cniticisms of 
associates, the teaching pzofession 
might well take note of the <orzespond- 
ing principle in the code of - ne medical 
profession. In the medical cod2 we find 
the following: “When a physician 
does succeed another pkysician in 
charge of a case, he shoulc not make 
comment on, or insinuation: regarding, 
the practice of the one wha preceded 
him.” In the medical prozession, the 
situation where one physicis1 succeeds 
another in charge of a case 3 the unu- 
sua_ situation, whereas, in tls ~eaching 
pro“ession, it is the regular procedure. 
The only way in which a teacher with 
a class above the first grade zaa obtain 
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new pupils ig by receiving the pupils 
previously taught by someone else. 
The practice of condemning the previ- 
ous teachers of one’s pupils is’ very 
common. It is probable that most of 
the deficiencies in the pupils are due to 
the great individual innate differences 
found in any considerable group of 
human beings, and that the differences ` 
which a teacher finds in a new group of 
students are almost certainly not due 
to any failure on the part of the pre- 
ceding teacher. 

Teachers who are aroused by the 
presence of deficient pupils in their 
classes seem to forget that much more 
skill is necessary to teach such pupils 
successfully than to teach the ordinary 
pupils. How much better it would be 
to recognize the presence of deficient 
pupils as a challenge to one’s teaching 
ability. Might not this attitude save 
many a freshman in college? This 
does not imply that there should be 
in the same classroom for instruction 
purposes, a group varying widely in 
ability to take up the work in hand. 
Whenever pupils-are classified on the 
basis of ability, the real teacher will 
feel it a compliment to be asked to take 
the weaker section. The demand upon 
teaching ability will be greater. 


PRINCIPLES PECULIAR TO THE 
PENNSYLVANIA CODE 


The Pennsylvania Code contains 
two sets of principles covering prob- 
lems apparently untouched by the 
other codes which the writer has seen. 
I refer to the paragraph concerning 
democracy in the development: of: 
school plans, and the paragraph re- 
ferring to the ethical factors entering 
into the supervision of classroom work. 

The question as to the extent of the 
participation of teachers in the de- 
velopment and execution of school 
plans and policies is a live one. In 
this connection, it should be remem- 
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bered that neither the teacher nor the 
superintendent has any professional 
rights except those which grow out of 
the obligations of the profession to 
those being taught. The positive 
ethical principle here is that the 
superintendent, principals and teachers 
should collaborate and codperate so as 
to make the schools as efficient for the 
good of the child as possible. This 
carries with it the right of teachers, 
even by collective action, to demand 
the privilege of such collaboration and 
cooperation, if it is not voluntarily 
granted. Such a democratic process of 
determining school policies will often 
lead to conclusions which are not 
considered wise by some members 
of the school system. In such cases, 
however, the obligation rests strongly 
upon all in the school system to support 
the school’s policies so long as they 
continue to hold their positions. ‘That 
is, when a policy is finally determined 
it should be loyally supported by all. 
This principle of democratic coépera- 
tion and collaboration should also be 
applied to instruction in our colleges 
and universities. 


SUPERVISORY OFFICERS AND 
TEACHERS 


In considering the relations between 
supervisory officers and teachers, it 
must be kept in mind that the first 
function of the supervisory officer, 
whether the superintendent or some- 
one under him, is to help the teachers 
to become more successful teachers. 
The determination of the best methods 
of supervision is very important to 
every person in the school system. Is 
this not a problem upon which the 
teachers have a right to collaborate, 
remembering that the purpose of 
supervision is helpfulness? Cannot a 
plan be devised and operated whereby 
kindly constructive criticisms of the 
supermtendent, supervisors and princi- 
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pals might be formulated by the 
supervised group? There need not be 
anything in such a procedure to hurt 
either the dignity or usefulness of the 
superintendent, supervisor or principal. 
The supermtendent is not an autocrat, 
but merely one member of the profes- 
sion who for the time being is given 
particular duties and responsibilities. 
Why should not the collective wisdom 
of the people in the school system be 
used to help him meet those special 
duties and responsibilities? 


RELATION TO PUBLISHERS AND 
Supply HousEs 


There is one other type of situation 
which leads to difficult ethical prob- 
lems; namely, the relation of super- 
intendents, principals and teachers to 
publishers and supply houses. The 
question arises in connection with 
superintendents or other members of 
the profession who have textbooks on 
the market or who have teaching 
devices of one kind or another for sale 
through supply houses. The state- 
ment of the Pennsylvania Code on this 
subject is as follows: 


No member of the profession should act 
as an agent, or receive a commission or 
royalty or anything else of value, for any 
books or supplies in the selection of which 
he exercises official decision. 


This is a rather moderate statement 
and may not go far enough. Some 
students of this question would im- 
pose much narrower restraints. In 
at least one state.every member of any 
of the school systems of the whole 
state is forbidden by law to accept 
royalties from textbooks used any- 
where in that state. Of course, it is 
very important that there should be 
a sufficient incentive to mduce the 
best schoolmen to write the best 
possible textbooks and evidently such 
drastic legislation would greatly re- 
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duce one important incentive. How- 
ever, the writer of a textknok in any 
particular field is probably act an un- 
biased judge in passing uon the 
relative merits of the textbcoks in that 
field, and it seems that merely the 
waiving of the royalty, as recuired in 
the Pennsylvania Code, coez not go 
quite far enough. Would it not be 
wise for him to refer the decision to 
someone who would undcib-edly be 
recognized as an unbiased ‘idge, even 
thcugh he may himself f-2] entirely 
unbiased in the matter anc. may have 
wa.ved all rights to royalty The full 
corfidence of others in his mtegrity is 
worth much. 


COMMISSION ON PROFESSIONAL 
ETaics 


“he Pennsylvania Code as far as 
the writer is aware, is th= cnly one 
wh_ch carries with it the estab_ishment 
of a permanent commissien on pro- 
fessional ethics. Such a 2ommission 
1s now in existence in the state of 
Peunsylvania and is functicnirg. The 
dut-y of this commission is t: szudy the 
various problems of profess.onal ethics 
arising from time to time, =o give the 
Inquiring members of the paofession its 
interpretation of the mear-ng of the 
vanious principles in the code, to 
arrange for investigation: rendered 
advisable in connection with ethical 
problems, and to recommend amend- 
ments and additions to th= œde. If 
similar commissions could be estab- 
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lished in other states, and if there 
could be established a national com- 
mission to which appeals from the 
state commissions might be made, a 
national code of ethics, 
accompanying body of decisions and 
interpretations would gradually be 
established. The National Educa- 
tional Association would seem to be 
the proper organization to take the first 
steps in this direction. Probably no 
one thing would go farther toward the 
securing of proper recognition of the 
teaching profession than the approval 
by the National Educational Associa- 
tion of a national code of ethics and the 
establishment under the auspices of 
that association of a national com- 
mission on professional ethics. 

Of course, the mere formulation of 
codes of ethics will not accomplish 
much unless there is in some way im- 
planted in every new teacher a sense of 
individual responsibility for maintain- 
ing good professional standards. This 
is the task of state departments of edu- 
cation, of superintendents of schools, 
and especially of the faculties of teach- 
er’s training schools. There is need of 
a short course, possibly two or three 
weeks in length, in every teachers’ 
training school, bringing individually 
to each student the ethical obligations 
about to be assumed when the student 
enters the teaching profession, and 


_warning against the special tempta- - 


tions to unethical conduct that so 
frequently present themselves. 


with an — 
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_ The Principles of-Academic Freedom and Tenure of the 
` American Association of University Professors 


By F. S5. DEIBLER 


Professor of Economics, Northwestern University, Evanston, Illinois 


HE American Association of Uni- 
versity Professors was organized 

in- January, 1915. The motive for 
forming the organization was the 
feeling tbat there was a distinct need 
for an association of college and uni- 
versity teachers through which their 
professional interests might find expres- 
sion. Most college and university 
teachers were members of the learned 
societies in their respective fields, but 
it was felt that these bodies did not 
adequately meet the needs. In the 
first place, in these associations, time 
and energy was devoted solely to the 
discussion of scientific topics and the 
extension of scientific knowledge along 
_ specialized lines. In the second place, 
- the large number of these scientific 
‘bodies prevented any group considera- 
tion of the professional interests of 
college and university teachers. There 
was no body that could express these 
interests comparable with the American 


Bar Association for the lawyers or the . 


American Medical Society forthe physi- 
cians of the country. The American 
_ Association of University Professors 
was formed to fill this need, and to 
“enhance the security and dignify 
the scholar’s calling throughout our 
country.” 

Membership was limited at first to 
teachers or research students who had 
. had: ten years’ experience in teaching 
or investigation in connection with 
some college or university of recognized 
standing. The condition for member- 
ship was changed at the annual meeting 
in 1920 so that three years’ experience 
is now required. The evidence that 
the Association is filling a need may be 
seen in the continued growth in mem- 


bership, which now numbers 4,046, 
representing 183 institutions. 


ORGANIZATION OF COMMITTEES 


During its first year of existence the 
new Association began the study of 
two closely related subjects, that have 
continued to occupy a large amount of 
the time and energy of the organiza- 
tion—namely, the questions of aca- 
demic freedom and tenure, and the 
relation of the faculty to the adminis- 
trative and governing bodies of colleges | 
and universities. The question -of 
academic freedom and tenure was 
taken up at once. In fact, some pre- 
liminary thought had been given to 
this issue by a joint committee of nine, 
appointed in December, 1913, and 
representing the American Economic 
Association, the American Sociological 
Society and the American Political . 
Science Association. At the first meet- 
ing (January, 1915) of the American 
Association of University Professors 
it was decided to take up the problem 
of academic freedom and the President 
of the Association was authorized to 
appoint a committee of fifteen, which 
should include, so far as the members 
were eligible, this joint committee of 
nine. ‘The committee of fifteen became 
Committee “A’’—the Committee on 
Academic Freedom and Tenure. 

This Committee was immediately 
faced with the consideration of a 
number of specific cases of alleged 
infringement of academic freedom. 
Eleven cases were laid before it the 
first year. Because of their signifi- 
cance it was decided to make special 
inquiries into five of these cases. 


. Four of the other cases were brought 
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to the attention of the speci=c scientific 
association, to which the individual 
affected belonged. In the five cases 
investigated, the Commitee decided 
to appoint special commitiees of in- 
quiry and to advise with chee as to 
questions of principles and n methods 
of procedure, a practice that has con- 
tinued to govern the in-zsigations 
cor.ducted under the permanent com- 
mittee on this subject (Cor:mittee A). 
This left the parent comi-tee free 
to consider the whole problem of 
academic freedom and fe-mulate a 
report thereon. The repor was sub- 
mitted by the Committe end was 
accepted and approved at the annual 
mesting in December, 19315. This 
report constitutes the deckaration of 
principles of the Associat-on on the 
sukjects of academic freedom and 
. acedemic tenure. In irvestigating 
specific cases, the subcomnattees mak- 
ing the inquiry have been irstructed to 
corsider the facts in the Laht of the 
principles contained thereir. Because 
-of the importance attached to these 
principles by the Assocation, an 
extended abstract of this =erort will 
be given here. 


Waar Is “Acappmic FrzEpom’’? 


> 33 


“The term ‘academic “reedom, 
says the report, “has traditiorally had 
two applications—to the “seedom of 
the teacher and to that of tze student, 
Lel-rfrethett and Lernfrether. It needs 
scarcely be pointed out ths- the free- 


dom which is the subject ofh s report ° 


is that of the teacher. Acazemic free- 
dor in this sense comprise- three ele- 
ments: freedom of inquiry ard research; 
freedom of teaching within zhe univer- 
sity or college; and freedor. cf extra- 
mural utterance and action. The first 
of these is almost everywhere so safe- 
guarded that the dangers. ol its in- 
fringement are slight. It may there- 
fore be disregarded in this report. The 
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second and third phases of academic 
freedom are Closely related, and are 
often not distinguished. The third, 
however, has an importance of its own, . 
since of late it has perhaps more fre- 
quently been the occasion of difficulties - 
and controversies than has the question 
of freedom of mtra-academic teaching. 

“All five of the cases which have re- 
cently been investigated by committees 
of this Association have involved, at 
least as one factor, the right of uni- 
versity teachers to express their opin- 
ions freely outside the university or to 
engage in political activities in their 
capacity as citizens. The general 
principles which have to do with 
freedom of teaching in both these 
senses seem to the Committee to be in 
great part, though not wholly, the 
sume. In this report, therefore, we 
siall consider the matter primarily 
with reference to freedom of teaching 
within the university, and shall assume 
that what is said thereon is also ap- 
plicable to the freedom of speech of 
university teachers outside their in- 
stitutions, subject to certain qualifica- 
tions and supplementary considerations 
which will be pointed out in the course 
of the report. 

“ An adequate discussion of academic 
freedom must necessarily consider 
three matters: ' 

(1) The scope and basis of the 
power exercised by those bodies having 
ultimate legal authority in academic 
affairs. 

(2) The nature of the academic 
calling: i 

(3) The function of the academie 
institution or university.” 


Tur POWER or THE TRUSTEES 


On thesubjectof academic authority, 
the report recognizes the trustees as 
the “ultimate repositories of power,” 
but raises the question of the re- 
sponsibilities which this power imposes 
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' upon the trustees as it affects the 


question of academic freedom. On 
this latter point the report differen- 
tiates between two types of institutions, 
(a) proprietary institutions, and (b) 
those in the nature of a public institu- 
tion. In connection with the first 
type, the report recognizes the respon- 
sibilities imposed upon the trustees, 


if an institution is founded to promote 


. conscience of any professor. 


a particular religious, political or eco- 
nomic doctrine. In such institutions 
the trustees have a “right to sub- 
ordinate everything to that end.” 
Such institutions “do not, at least as 
regards one particular subject, accept 
the principles of freedom of inquiry, 
of opinion and of teaching; their pur- 
pose is not to advance knowledge by 
theunrestricted research and unfettered 
discussion of impartial investigators, 
but rather to subsidize the promotion 
of the opinions held by persons, 
usually not of the scholar’s calling, 
who provide the funds for their 
maintenance.” The Committee holds 


. that “genuine boldness and thorough- 


ness of inquiry, and freedom of speech, 
are scarcely reconcilable with the 
prescribed inculcation of a particular 
opinion upon a controverted question. ” 

Concerning the second type of 
institutions, the report holds that the 
duty of the trustees is plain. They 
are trustees for the public and therefore 
can not assume the proprietary attitude 
and privilege if they are appealing to 


the general public for support. Trustees _ 


of such universities or colleges have 
no moral right to bind the reason or 
“Tt fol- 
lows that any university which lays 


. restrictions upon the intellectual free- 


dom of its professors proclaims itself a 
proprietary institution, and should be 
so described when it makes a general 
appeal for funds.” 1 


ł In his annual report President Butler of 
Columbia makes the following statement con- 
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NATURE OF THE AcaDEMIC CALLING 


On the nature of the academic 
calling, the report has this to say: 

“Tf education is the cornerstone of 
the structure of society and if progress 
in scientific knowledge is essential to 
civilization, few things can be more 
important than to enhance the dignity 
of the scholar’s profession with a view 
to attracting into its ranks men of the 
highest ability, of sound learning, and 
of strong and independent character. 
This is the more essential because the 
pecuniary emoluments of the profession 
are not, and doubtless never will be, 
equal to those open to the more suc- 
cessful members of other professions. 
It is not, in our opinion, desirable that 
men should be drawn into this profes- 
sion by the magnitude of the economic 
rewards which it offers; but it is for 
this reason the more needful that men 
of high gifts and character should be 
drawn into it by the assurance of an 
honorable and secure position, and of 
freedom to perform honestly and ac- 
cording to their own consciences, the ° 
distinctive and important function 
which the nature of the profession 
lays upon them, 

“That function is to deal at first 
hand, after prolonged and specialized 
technical training, with the sources of 
knowledge; and to impart the results 
of their own and of their fellow- 
specialists’ investigations and reflec- 
tions, both to students and to the 


cerning the attempt to control the educational 
policies of universities. He says, “Under no 
circumstances should, or can, any self respecting 
university accept a gift upon conditions which 
fix or hamper its complete freedom in the control 
of its own educational policies and activities. 
To accept a gift on condition that a certain 
doctrine or theory be taught or be not taught, 

is to surrender a university’s freedom 
and to strike a blow at what should be its charac- 
teristic independence. Indeed, any donor who 
would venture to attempt to bind a university 
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general public, without fear or favor.: 


The proper discharge of -mi2 function 
requires (among other -hings) that 
tke university teachers she_] be exempt 
from any pecuniary mccive or in- 
ducement to hold, or to =xpress, any 
ecneclusion which is not the genuine 
and uncolored product of 5s own study 
or that of fellow specialids. Indeed, 
the proper fulfilment of -he work of 
the professorate requires that our 
universities shall be so kee that no 
fair-minded person shall amd any ex- 
cuse for even a suspicicn that the 
utterances of university -2azhers are 
shaped or restricted by the judgment, 
nct of professional schoErs, but of 
inexpert and possibly not. wnolly dis- 
inzerested persons outsic2 of their 
ranks. The lay public © under no 
compulsion to accept or `d act upon 
the opinions of the scier-1fe expert 
wkom, through the uni-ersities, it 
employs. But it is highl< needful in 
the interests of society at large, that 
wkat purports to be corzlusions of 
men trained for, and dedic=ted to, the 
quzst for truth, shall in “act be the 
conclusions of such mer. and not 
echoes of the opinions zf the lay 
public, or of the individuals who en- 
dow or manage universities” 


FUNCTION OF THE AC&DDOMIC 
INSTITUTION 


On the function of th2 ecademic 
inszitution, the report sets forth the 
following: 

‘ The importance of academic free- 


either as to the form or the conter- o” its teach- 
ings or as to its administrative pelicies, would 
be & dangerous person. Unless fe vublic can 
have full faith in the intellectual and moral in- 
tegr-ty of its universities and comp-.=te confidence 
that they direct and are response for their 
own. policies, there can be no prop=: and helpful 
relationship between the universties and the 
pubke. A university may accept a gift to ex- 
tend and improve its teaching of [-stery, but it 
may not accept a gift to put a fixed amd definite 
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dom is most clearly perceived in the 
light of the, purposes for: which. uni- 
versities exist. These are three in 
number: ; 

A. To promote inquiry and advance 
the sum of human knowledge. 

B. To provide general instruction 
to the students. 

C. To develop experts for various 
branches of the public service. 

“Let us consider each of these. In 
the earlier stages of a nation’s in- 
tellectual development, the chief con- 
cern of educational institutions is to 
train the growing generation and to 
diffuse the already accepted knowledge. 
It is only slowly that there comes to 
be provided in the highest institutions 
of learning the opportunity for the 
gradual wresting from nature of her 
intimate secrets. The modern uni- 
versity is becoming more and more the 
home of scientific research. There 
are three fields of human inquiry in 
which the race is only at the beginning: 
natural science, social science and 
philosophy and religion, dealmg with 
the relations of man to outer nature, 
to his fellow men, and to the ultimate 
realities and values. In natural science, 
all that we have learned but serves to 
make us realize more deeply how much 
more remains to be discovered. In 
social science, in its largest sense, 
which is concerned with the relations 
cf men in society and with the condi- 


interpretation good for all time, upon the facts 
of history. A university may accept a gift to 
increase the salaries of its professors, but it may 
not accept a gift for such purpose on condition 
that the salaries of professors shall never exceed 
a stated maximum, or that some professors shall 
b2 restricted as others are not in their personal, 
literary or scientific activities. No university 
is so poor that it can afford to accept a gift 
which restricts its independence, and no unk 
versity is ‘so rich that it would not be impov- 
erished by an addition to its resources which tied 
the hands of its governing boards.” (Annual 
Report, 1919, pp. 7, 8.) 
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. tions of social order and well being, 
we have learned only an adumbration 
of the Jaws which govern these vastly 
complex phenomena. Finally, in the 
spiritual life, and in the interpretation 
of the general meaning and ends of 
human existence and its relation to the 
universe, we are still far from a com- 
prehension of the final truths, and 
from a universal agreement among all 
sincere and earnest men. In all these 
domains of knowledge, the first con- 
dition of progress is complete and 
unlimited freedom to pursue inquiry 
and publish its results. Such freedom 
is the breath in the nostrils of all 
scientific activity. 

“The second function—which for 
a long time was the only function— 
of the American college or university 
is to provide instruction for students. 
It is scarcely open to question, that 
freedom of utterance is as important 
to the teacher as it is to the investiga- 
tor. No man can be a successful 
teacher unless he enjoys the respect of 
his students, and their confidence in 
his intellectual integrity. It is clear, 
however, that this confidence will be 
impaired if there is suspicion on the 
part of the students that the teacher 
is not expressing himself fully or 
frankly, or that the college and uni- 
versity teachers in general are a re- 
pressed and intimidated class who dare 
not speak with that candor and courage, 
which youth always demands of those 
whom it is to esteem. The average 
student is a discerning obsérver, who 
soon takes the measure of his instruc- 
tor. It is not only the character of 
the instruction, but also the character 
of the instructor that counts; and if 
the student has reason to believe that 
the instructor is not true to himself, 
the virtue of the imstruction as an 
educative force is inealculably di- 
minished. ‘There must be in the mind 
of the teacher no mental reservation. 
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He must give the student the best of 
what he has and what he is. 

“The third function of the modern 
university is to develop experts for 
the use of the community. For if 
there is one thing that distinguishes 
the more recent development of de- 
mocracy, it is the recognition by 
legislators of the inherent complexities 
of economic, social, and political life 
and the difficulty of solving problems 
of technical adjustment without tech- 
nical knowledge. The recognition of 
this fact has led to a continually 
greater demand for the aid of experts 
in these subjects, to advise both legis- 
lators and administrators. The train- 
ing of such experts has, accordingly, 
m recent years, become an important 
part of the work of the universities; 
and in almost every one of our higher 
institutions of learning the professors 
of the economic, social and political 
sciences have been drafted to an in- 
creasing extent into more or less 
unofficial participation in the public 
service. It is obvious that here again 
the scholar must be absolutely free not 
only to pursue his mvestigations, but 
to declare the results of his researches, 
no matter where they may lead him 
or to what extent they may come into 
conflict with accepted opinion. To be 
of use to the legislator or administrator, 
he must enjoy their complete confi- 
dence in the disinterestedness of his 
conclusions. 

“Tt is clear, then, that the university 
cannot perform its threefold function 
without accepting and enforcing to the 
fullest extent the principle of academic 
freedom. The responsibility of the uni- 
versity as a whole is to the community 
at large, and any restriction upon the 
freedom of the instructor is bound to 
react injuriously upon the efficiency 
and morale of the institution, and 
therefore ultimately upon the interest 
of the community.” 
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CORRELATIVE OBLIGATIONS OF 
THa SCHOLAR 


The report recognizes ħa} rights 
impose duties and that academic 
freedom for the teacher entails correla- 
tive obligations. On this zukject the 
report declares as follows: 

“The claim to freedom «f ~eaching 
is made in the interest of the integrity 
and of the progress of scentific in- 
quiry; it is, therefore, only those who 
carry on their work in tne temper 
of the scientific inquirer whomey justly 
assert this claim. The liberty of the 
scholar. within the university to set 
forth his conclusions, be zhey what 
they may, is conditioned ky their 
~ -being conclusions gained bya scholar’s 
method and held in a schozr’s spirit; 
that is to say, they must b= the fruits 
of competent and patient zac sincere 
inquiry, and they should t= set forth 
with dignity, courtesy, and zemperate- 
ness of language. The university 
teacher, in giving instruction upon 
controversial matters, whilehe is under 
no obligation to hide his o--n opinion 
under a mountain of equivocal verbi- 
age, should, if he is fit for lus position, 
be a person of a fair and jucirial mind; 
he should, in deeling with sueca subjects, 
set forth justly, without suppression 
or inuendo, the divergent xpinions of 
other investigators; he shoud cause his 
students to become familiar with the 
best published expressions ef the great 
historic types of doctrine upon the 
questions at issue; and he slzukd above 
all, remember that his busi&ess is not 
to provide his students with ready- 
made conclusions, but to ~zam them 
to think for themselves, and =o provide 
them ‘access to those matez.ab which 
they need if they are to think in- 
telligently.” 

The report holds that thz power to 
determine departures from the scien- 
tific spirit and method shculd be 
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vested in the academic profession. 
“Intervention by any other bodies 
can never be exempt from the suspicion 


that it is dictated by other motives 


than zeal for the integrity of the 
science.” However disagreeable the 
task, the Committee held that the 
obligation to rid the profession “of 
the incompetent and the unworthy 
and to prevent the freedom which it 
claims in the name of science from 
being used as a shelter for inefficiency, 
for superficiality or for uncritical and 
intemperate partisanship” must be 
assumed by the profession. A special 


_ obligation rests upon the teacher of 


immature students. In such cases 
scientific truth should be presented 
with discretion and with considera- 
tion for the students’ preconceptions 
and traditions, and with due regard 
to character-building. The teacher 
should not take unfair advantages of 
the students’ immaturity to indoc- 
trinate him with the teacher’s own 
opinions before the student has had an 
opportunity to examine other opinions 
or develop sufficient judgment to 
formulate independent opinions of his 
own. The teacher should strive to 
stimulate an intellectual interest and 
develop the habit of patient and 
methodical consideration of both sides 
of every controverted question. On 
the question of “class-room utter- 
ances,” the Committee holds that 
these should be regarded as “privileged 
communications,” since they are 
often designed to provoke opposition 
or arouse debate. Such utterances 
should not be made the basis of. 
passing judgment on the positions 
held by the teacher. 


‘Exrra-Murau UTTERANCES 


Tn respect to extra-mural utterances, 
the report holds that academic teachers 
are under “peculiar obligations to 
avoid hasty or unverified or exaggerated 
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statements and to refrgin from in- 
temperate or sensational modes of 
expression.” But, subject to these 
restraints, it is not, in the opinion of 
the Committee, desirable that scholars 
should be debarred from giving ex- 
pression to their judgment upon con- 
troversial questions, or that their 
freedom of speech, outside the uni- 
versity, should be limited to questions 
falling within their own specialty.’ 
The Committee quotes with favor, a 
statement from a non-academic body 
that, “it is neither possible nor de- 
sirable to deprive a college professor 
of the political rights vouchsafed to 
every citizen.” 

In concluding its report, the Com- 
mittee said: 

“Tt is, it will be seen, in no sense the 
contention of this Committee that 
academic freedom implies that indi- 
vidual teachers should be exempt from 
all restraints as to the matter or 
manner of their utterances, either 
within or without the university. 
Such restraints as are necessary should 
in the main, your Committee holds, 
be self-imposed, or enforced by the 
public opinion of the profession. But 
there may, undoubtedly, arise oc- 
casional cases in which the aberrations 
of individuals may require to be 


checked by definite disciplinary action. 


What this report chiefly maintains is 
that such action cannot with safety 
be taken by bodies not composed of 


2 President Lowell has this to say on this point: 
“In spite, however, of the risk of injury to the 
institution, the objections to restraint upon 
what professors.may say as citizens seems to me 
far greater than the harm done by leaving them 
free. In the first place, to impose upon the 
teacher in a university restrictions to which the 
members of other professions, lawyers, physi- 
clans, engineers, and so forth, are not subjected, 
would produce a sense of irritation and humilia- 
tion. In accepting a chair under such condi- 
tions a man would surrender a part of his liberty; 
what he might say would be submitted to the 
censorship of a board of trustees, and he would 
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members of the academic profession. 
Lay governing boards are competent 
to judge concerning charges of habitual 
neglect of assigned duties on the part 
of individual teachers, and concerning 
charges of grave moral delinquency. 
But in matters of opinion, and of the 
utterance of opinion, such boards can- 
not intervene without destroying, to 
the extent of their intervention, the 
essential nature of a university— 
without converting it from a place 
dedicated to openness of mind, in 
which the conclusions expressed are 
the tested conclusions of trained schol- 
ars, into a place barred against the 
access of new light, and precommitted 
to the opinions or prejudices of men 
who have not been set apart or ex- 
pressly trained for the scholar’s duties. 

“Tt is, in short, not the absolute 
freedom of utterance of the individual 
scholar, but the absolute freedom of 
thought, of inquiry, of discussion 
and of teaching, of the academic - 
profession, that is asserted by this 
declaration of principles.’ It is con- 
celvable that our profession may 
prove unworthy of its high calling, 
and unfit to exercise the responsibilities 
that belong to it. But it will scarcely 
be said as yet to have given evidence 
of such unfitness. And the existence 
of this Association, as it seems to 
your committee, must be construed 


cease to be a free citizen. It is not a 
question of academic freedom, but of personal 
liberty from restraint, yet it touches the dignity 
of the academic career. There is 
another (objection), not less weighty from 
that (standpoint) of the institution itself. 
If a university or college censors what its pro- 
fessors may say, if it restrains them from uttering 
something that it does not approve, it thereby 
assumes responsibility for that which it permits 
them to say. This is logical and inevitable, but 
it is a responsibility which an institution of 
learning would be very unwise in assuming.” 
(Quoted in February-March 1918 Bulletin of 
American Association of University Professors, 
pp. 12-15.) 
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as a pledge, not only that tke profes- 
sion will earnestly guard those liberties 
without which it can x0t rightly 
render its distinctive and indispensable 
service to society, but also that it will 
with equal earnestness seex to main- 
tain such standards of professional 
character, and of scientifiz integrity 
and competency, as shall make it a fit 
instrument for that service.” 


ENFORCEMENT OF PRINCIPLES OF 
TENURE 


. Four measures were pmposed by 
the Committee as necessary steps in 
putting the principles of its revort into 


"> operation: 


1. Action by Faculty Co-ar-attees on 
Reappointments. It was held that 
official action relating to reappoint- 
ments and refusals of reatpo ntments 
should be taken only with theadvice 
and consent of some board or com- 
mittee representative of th feculty. 

2. Definition of Tenurc cf Office. 
In every institution there skould be 
an unequivocal understandirg as to 
the term of each appointment; and 
the tenure of professorshivs, and 
associate professorships, anc of all 
positions above the grade o? instructor, 
after ten years of service skould be 
permanent. In state universities, in- 
capable of making binding contracts 
for more than a limited xenod, the 
governing boards should announce 
their policy with respect -ə the pre- 
sumption of reappomtment in the 
several classes of positions and such 
announcements should be regarded 
as morally binding. No university 
teacher ‘of any rank shoulc, except in 
cases of grave moral dairquency, 
recelve notice of dismissal or refusal 
of reappointment, later zaan three 
months before the closeof ar 7 academic 
year, and in the case cf teachers 
above the grade of instructor, one 
year’s notice should be given, 
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3. Formulation of Grounds for Dis- 
missal. In ‘every institution the 
grounds which will be regarded as 
justifying the dismissal of members 
of tae faculty should be formulated 
with reasonable definiteness; and im 
ease of institutions which impose upon 
their faculties doctrinal standards of a 
secterlan or partisan character, these 
standards should be clearly defined 
and the body or individual having 
authority to interpret them in case of 
controversy, should be designated. 

4, Judicial Hearings Before Dis- 
missil. Every university or college 
teacher should be entitled, before 
dismissal? or demotion, to have the 
charzes against him stated in writing 
in specific terms and to have a fair 
trial on those charges before a special 
or permanent committee chosen by 
the ‘aculty senate or council, or by 
the Faculty at large. At such trial 
the ceacher acctised should have full 
opportunity to present evidence, and, 
if tke charge is one of professional 
incompetency, a formal report upon his 
work should first be made in writing by 
the teachers of his own department and 
cognate departments in the university, 
and, if the teacher concerned so desires, 
by a committee of his fellow specialists 
from. other institutions, appointed by 
some competent authority. 

In all of the cases that have bean 
investigated by the Association the 
speciñc facts found have been con- 
sidered in the light of the principles 
set forth in this report. The practical 
proposals have likewise become the 
method approved by the Association 
for dzaling with dismissal cases. The 
Assoelation has striven to give these 
prinaples as wide publicity as possible 
thro.gh the discussions that have 
centered around the specific cases 
Investigated. 

3 This does not refer to refusals to reappoint 
at the expiration of definite terms of office, 
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Toe Facuury IN UNIVERSITY 
GOVERNMENT 


The problem of putting these prin- 
ciples into effect is closely associated 
with the position taken by the Associa- 
tion upon the second question men- 
tioned above, namely, the place and 
function of the faculty in university 
government. Thereport of Committee 
T, submitted at the annual meeting 
in 1920, may be said to set up a stand- 
ard to be attained on this subject. 
On this problem there is by no means 


the same unanimity of opimion nor: 


has the Association put itself on record 
in favor of à particular position, as has 
been done on the question of academic 
freedom and tenure. Committee T 
was appointed in 1917 and its report‘ 
contains not only the recommendations 
of the Committee but also the present 
practice in the leading institutions of 
the country. For the purposes of this 
article the specific recommendations 
of the Committee are of importance. 

I. Boards of Trustees and Faculties. 
The Committee held that the faculty 
should be represented in some manner 
at regular or stated meetings of the 
board of trustees for the purpose of 
discussing general educational policies. 
The majority of the Committee favored 
a conference committee for this pur- 
pose rather than faculty members 
regularly elected to membership on 
the board of trustees. 

Il. The President and the Faculty. 
The President should be the educa- 
tional leader and its chief adminis- 
trative officer both with regard to the 
functions of the trustees and those of 
the faculty. Since the Committee 
held that the president should be more 
of an educational leader than an ad- 
ministrative expert, it was of the 
opinion that he should be chosen “for 
broad scholarship, insight into educa- 


4 Bulletin, March, 1920. 
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tional needs and problems and power 
of leadership, no less than for admin- 
istrative skill.” In the selection of 
the president, the Committee held 
that he should be nominated by a 
jomt committee composed of trustees 
and faculty. . 

III. Deans and the Faculty. The 
Committee recognized the wide di- 
versity of practice in the functions 
performed by deans. In the smaller 
institutions, he is chiefly a disciplinary 
officer; in institutions divided into 
schools for administrative purposes, 
he becomes the administrative head 
of the schocl or college. Recognizing 
the wide diversity of practice, the 
Committee laid down certain considera- 
tions on the functions of, and manner 
of choosing, deans as a basis for 
discussion rather than a proposal for 
acceptance. The significance of these 
propositions is the light they throw on 
the developing opinion among faculty 
members in regard to the form of 
organization of colleges and universi- 
ties. 

The propositions laid down by the 
Committee are as follows: The dean 
should be the chief administrative 
officer of the faculty of which he is a 
member. He should formulate and 
present to the faculty policies for its 
consideration. This duty does not 
imply any abridgment of the right 
of any member of the faculty to present 
any matter to the faculty. He should 
be responsible for the enforcement of 
admission requirements, for oversight 
of the work of students and be the 
ordinary medium of communication 
for all official business with the ad- 
ministrative and governing bodies. 
This latter proposition is not intended 
to abridge the right of the faculty in 
choosing representatives for special 
conferences with the trustees. 

On the question of selection of deans 
the Committee proposed that a dean 
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should be chosen by concusring action, 
in some form, of the fecu:ty over 
which he shal. preside, tke president 
and the trustees. At the acnwal meet- 
ing in December the Association 
approved the proposition that a faculty 
should particivate in some form in 
the selection of its admairistrative 
officers, including the present of the 
institution. : 

The relative merits of c2fmite and 
indefinite tenure of the d=ar is con- 
sidered in the report, buf the Com- 
“mittee concludes that ths question 
can be wisely decided ory after a 
joint determimation by th= president, 
trustees and faculties wha‘ the duties 


` and functions of a dean are. 


IV. The Faculty and Buazet Making. 
Here also wise procedure vill differ in 
institutions of different size and kind. 
The procedure in a state university 
must differ somewhet from that in a 
privately endowed. institstion. But 
as a fundamental principle tae Com- 
mittee without exception was of the 
opinion that in all cases the faculty 
should have a recognized —piee in the 
preparation of the annual rudget. In 
larger coLeges or universites this end 
can be best achieved throuzh a budget 
committee elected by tæ faculty. 
The Committee held that seme such 
plan “would tend zo allay the dis- 
content whick. so frequeatky arises 
from inequities in the dismikution of 
the salary budget.” 

V. The Faculty. The facalty should 
be the legislative body for- all matters 
concerning the education policy of 
the university. In imstitations con- 
sisting of more than one school there 
should be either a genera. feculty or 
an elected body representing all the 
faculties, for the determinztion of the 
educational policy of the university 
as a whole. Each faculty should 
determine its cwn voting membership, 
its rules of procedure, elect =li standing 


t 


TEE An<A~S OF THE AMERICAN ÅCADEMY 


committees and determine their funt- 
tions, and shduld participate, through 
appropriate committees, in the selec- 
tion of full professors and executive 
offiers of departments. 

Among the standing committees 
of the general faculty should be a 
judizial committee of a small number 
of members, one or more to he elected 
annually by the faculty. In the event 
of the proposed dismissal of a member 
of tae instructing staff, on indefinite 
tentre, the member in question should 
have the right to full investigation by 
the judicial committee of the grounds 
alleged for the proposed action. Fail- 
ure to sustain the charges before the 
committee should stop dismissal. The 
judizial committee should report its 
findings to the president and the board 
of trustees. 


An investigation was. made by 
Committee A and a report submitted 
to tne annual meeting in Pittsburgh 
on the extent to which the principles 
of the Association have been adopted 
by the various institutions of the 
couctry. The information was col- 
lected by means of a questionnaire 
sent to the president or secretary of the 
loca branch of the Association m 
thos institutions which had organized 
a lozal group. Replies were received 
from fifty-four of thefifty-nine branches 
to which the inquiry was sent. The 
resuts of the investigation are of 
interest and may be summarized as 
follews: 


REPORTS on ÅDOPTION or PRINCIPLES 


Ir fourteen of the fifty-four in- 
stitutions reporting, the general faculty 
exerzises, either as a matter of definite 
rules or as a common administrative 
practice, some authority over the 
selection and promotion of the in- 
structional staff or the development of 
the dudget, thus exercising an influence 
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over the broader educational policies 
that depend upon the distribution of 
available funds. In this list appear 
some of the largest and best known 
universities and colleges of the country. 

But of more direct significance for 
the present purpose is the presence of 
faculty influence in dismissal cases. 
In thirteen of the fifty-four institutions, 
definite machinery has been set up 
for dealing with dismissal cases. In 
some instances the plans have been 
developed since the organization of 
the Association and, in one institution, 
as the direct result of an investigation 
conducted by the Association. Here 
again, we find some of the well-known 
colleges and universities. But in ad- 
dition to the institutions that have set 
up a definite: procedure for dealing 
with dismissal cases, it was found that 
this subject had received attention in 
twenty-one of the other institutions 
reporting. In other words, only 
twenty of the fifty-four institutions 
reporting admitted that the question of 
academic freedom and tenure ‘had 
received no recent consideration by 
the faculty. 

The report reaches the following 
conclusions: 

(1) “There has developed a con- 
siderable faculty influence in the 
control of appointments and dismissals 
in the institutions studied.. Among 
these are both large and small institu- 
tions; both state and endowed institu- 
tions. It would seem from the replies 
that there has been less attention in 
state than in endowed institutions. 
Certainly the most completely organ- 
ized. plans for exercising faculty in- 
fluence in protecting professional 
standards of academic freedom and 
tenure appear in the endowed institu- 
tions. The problem is more difficult 
to deal with in a state university on 
account of the legal relations, and this 
may explain the difference found. 
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(2) “Thedeclarations of this Associa- 

tion are gradually becoming recognized 
as reasonable standards to be attained. 
An examination of the statutory 
provisions that have been adopted in 
recent years will clearly reveal in- 
ternal evidence of familiarity with the 
principles of this Association. 
It would seem, then, that gr adually 
and with no blare of trumpets, the 
Association has been a potent influence 
in formulating an opinion in respect to 
the proper professional standing of 
the instructional staff of our colleges . 
and universities; in determining what 
protection is necessary to promote 
research and the promulgation of 
truth; what procedure in terminating 
contractual relations is in keeping with 
the vital interest of the teacher or 
research student, and the dignity of 
the institution.” 

The evidence shows that the Associa- 
tion is performing an important func- 
tion in developing a wise public 
opinion on questions of academic 
freedom and tenure and in formulating 
principles, and practices in keeping 
with the dignity of the academic 
profession. While these two subjects 
mentioned in this article have occupied 
the major part of the energies of the 
Association to date, they do not ex- 
haust the interests’ of the membership. 
These were the immediate questions 
to receive attention but the influence of 
the Association has been and will no 
doubt be, extended to other questions 
of vital concern to the profession as 


‘these may arise and become urgent. 


5 At the recent annual meeting of the Associa- 
tion of American Colleges, it was voted to 
“suggest to the American Council of Education 
either the appointment of a joint commission 
on academic freedom and academic tenure from 
its constituent bodies, or the securing of an 
appointment of such a commission by each of 
such bodies, with a view of having concerted 
action and a statement of principles at the 
earliest possible time.” 
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The Ethics of Librarianship _ 
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A Preposal for 4 Revised Code 


By usares Krowues Borron 
Secretary and Librarian of the Liorary of the Boston Athenaeum, Boston, Massachusetts 


HE librarian’s professicn is some- 
times thought to be of recent 
origin whereas it is as old zs -earning 
itself. At the dawn of civiization we 
find the priesthood with temples and 
tablets; while the keeper =f records 
stood from the first as the organizer 
and custodian af inscribed =ncwledge. 
The annals of Mesopotamia, Egypt, 
Greece and Rome, of monzstrries in 
the deserts of northern Af-ica or on 
the Mount of Sinai, all pscture the 
scribe as the preserver of divinations, 
prayers, proclamations anc e>dics in- 
scribed onclay, papyrus and parehment. 
The librarian has ever been a scholar, 
and usually he has been elied with 
the ceremonials of religior Ethics, 
therefore, have been inherent in his 
profession even when not erpressed in 
a code. The American co-onies and 
then the states, although absurdly 
modern as compared wit: the Old 
World, have outstripped the ecntinent 
of Europe in developing ‘tax supported 
libraries for the benefit of th= rank and 
file of the people. Organisation and 
ideals of service have gone Land in 
hand. In September, 1853, a conven- 
tion of fifty-three delegates trom libra- 
ries assembled in New York, inspired 
to confer together by the swakening 
conscience in England three >r four 
years earlier. l 
The first conference whith led to 
permanent results was held at Phila- 
delphia in 1876, when the American 
Library Association was fozmed, and 
the Library Journal was est<blished as 
its advocate. ‘This organiztion was 
followed by state commissions, , and 
local associations, and of lat= by socie- 


ties of librarians allied with special 
trades and industries. New library 
periodicals followed, and a keen study 
of library methods and standards very 
naturally resulted. We are now at a 
point where the leaders of library. 
progress who came together at Philadel- 
phia are passing away, leaving the 
work to younger men and women. 
They were figures that loom larger as 
we draw away from their era. Their 
high ideals for the profession were 
recorded in addresses and in discus- 
sions from time to time during the last 
fifty years. 

Two decades ago the first signs of a 
ccde began to win notice. Miss Mary 
Wright Plummer, a librarian whose 
character made a lasting impress on 
the profession, gave an address on the 
“Pros and Cons of Librarianship” 
before the Illinois Library Associa- 
tion, April 14, 1903, which was printed 
in Publie Libraries for May of the 
same year. From this address Miss 
Plummer printed extracts in a leaflet 
of four pages, entitled “The Fourth 
Essential.” This pioneer effort speaks 
clearly of a code and therefore seems 
worthy of record here in full. It is 
printed from her own revised copy: 


Doctors, lawyers and ministers, college 
professors, officers of the army and navy, 
have a certain code which presupposes that 
they are gentlemen and wish to remain 
such. A breach of this etiquette strikes 
at the foundations of their order. Librari- 
ans and educators in general have their 
code still to make. The fact that these 
codes are for the most part unwritten, 
makes them no less binding; they are like 
debts of honor, which, although unre- 
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eorded, must be paid first of all debts. If 


we were making a code for librarianship, 
what would it have to be to help that call- 
ing to rank among the professions? Surely 
the following would be some of its require- 
ments: ; 

We must have dignity, and if we have to 
advertise, we must be careful how we do it. 

We must have humility. All boasting 
of ourselves or of our work is out of place. 

We must realize our individual limita- 
tions and be willing to learn before we try 
to teach. 


We must consider our work one of human- 


ity, and must be ready, like doctors, to 
attend to pressing cases, in season and out 
of season. Too rigid holding to one’s 
hours savors of the trades-union. 

We must have esprit de corps, and 
librarianship must be, even more than now, 
a sort of free-masonry. 

We must believe in our work, quietly, 
not ostentatiously. 

We must suppress our natural tendencies, 
where they conflict with the best interests 
of the profession, and, if necessary, be 
willing to give up the work for the good of 
the work. 

It comes to my ears that I am said to be 
too loud, too boisterous, too flippant and 
familiar to be in charge of a library, or 
even on its staff. The thing to do is not to 
get angry, but to keep a sharp lookout that 
this criticism shall no.longer have the 
least foundation. 

I hear that my methods are antiquated, 
that I prefer ruts and my own comfort to 
the service of the public. It is plainly my 
duty not to resent this without self-ex- 
amination, and if I find it true, either to 
infuse more energy and self-denial into my 
character or to yield my place to some one 
who can fill it worthily. 

We should say to ourselves, Am J, 
personally, a credit to librarianship, and if 
not, what is wrong with me? Am I help- 
ing to make librarianship a profession, or 
am I hindering? 


Within a year or two several other 
addresses, touching more or less ex- 
actly’ on ethics, appeared. Miss 
Genevieve M. Walton’s paper, in- 
spired perhaps by an earlier effort by 
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Miss Linda M. Duval, was typical of 
the best of these. In 1908 and 1909 a 
group of librarians was accustomed to 
dine at frequent intervals in Boston. 
From this group a tentative code of 
library ethics was drawn up by the 
present writer and after discussion 
point by point it reached the form in 
seventeen sections printed.in Public 
Libraries under the title, “The Libra- 
rian’s Canons of Ethics.” The same 
code, after being submitted to discus- 
sion for three years, was revised, 
enlarged and reprinted in 1912 with 
twenty-five sections. These canons of 
ethics were in turn discussed by the 
Council of the American Library 
Association at Chicago in December, 
1913, and 1914. The Council’s de- 
liberations, as well as the more recent 
criticisms and suggestions by morethan . 
twenty-five of the leading librarians 
of the United States, have influenced 
and molded this code of thirty sections 
which the author herewith presents. 
Dr. J. I. Wyer, director of the Albany 
Library School, a library expert of long 
and varied experience, has, with the 
aid of his staff, contributed materially 
to this thorcugh revision of the sub- 
ject. Especial phases the author has 
discussed with Herbert Putnam, libra- 
rian of Congress, and H. H. B. Meyer, 
Arthur E. Bostwick of St. Louis, Aza- 
riah S. Root of Oberlin, Bernard C. 
steiner of Baltimore, June R. Donnelly 
of Boston, Hiller C. Wellman of 
springfield, George F. Bowerman of 
Washington, Josephine A. Rathbone 
of Brooklyn, Clement W. Andrews of 
Chicago, Frank K. Walter of Minne- 
apolis, Mrs. Julia G. Babcock of 
California, Phineas L. Windsor of 
Urbana and with his own staff. 

We assume that these canons of 
ethics stand in the position of counselor 
to the younger men and women of the: 
profession, combining worldly wisdom 
with unworldly ideals. They strive 
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to, describe the type of libzar:-an whom 
Sam Walter Foss, poet, lizrarian, and 
man of the world, so eloqueat y showed 
forth both m his career and in his 
writings. It was Mr. Foe who said:! 


The first great cardinal virtues of a 
librarian should be tolezatior ard enthusi- 
asm. These are qualities -^at are not 
easily combined, for a man velo is tolerant 
is usually not enthusiastic, ard s man who 
is enthusiastic is seldom tolecanz. A man 
who combines these two qua: ties must be 


lymphatic and nervous gt thezanme time—a 


kind of hot cake of ice. But +e aut lemons 
into lemonade to maks it our and put 
sugar into the same lemonac2 fo make it 
sweet. So we put toleration ttto-a librarian 
to make him judicial, and we put enthusi- 
asm into him to make him hrmen. 

If the man is tolerant at the inner core he 
has the first prime requisite offib-arianship. 
He is ready to stand in his lib-arz, as at the 
threshold of a wayside inn, ard velcome all 
his guests with-an equal smil- . . . 

Be a public and not a privete man. Get 
out and feel the dynamic thr ] that comes 
from contact with live mex The club, 
the exchange, the street, the philanthropic 
and economic organizations t!_at.are feeling 
out for the betterment of ma-kimd are the 
places where tha librarian shauld be found 

frequently. He should be the kest known 

man or woman in the city. A dollar bill 
_ that never circulates is not worth as much 
as a copper cent that keeps mo~ing. Nearly 
every librarian ought to douk- the circula- 
‘tion of his books and tr2ble te zirculation 
of himself. . . 

He is the distodiin of the intellectual 
treasures of his town; ke is he adviser of 
its scholars, the teacher of ite teachers and 
the keeper of the keys of -2e vaults of 
knowledge. The intellectus. leadership 

= has passed away, to some extent, from the 
clergy. The other learned >refessions-— 
doctors, lawyers and teaccers—are so 
‘circumscribed by their specia tes that they 
cannot, unless they are very sreat, become 
the tolerant and catholic intellectual 
' latitudinarians that we loos for in the 
trúly unbiased, educated mar. This is the 


1 Public Libraries, Marck, 190% page 77, 


munity. 
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librarian’s modern opportunity. Let him 
be the intellegtual file-leader of his com- 
Let him grow big enough to fill 
the great place it is his duty to assume. 


Coming now to the canons, we treat 
first of the librarian’s relation to his 
trustees. Next in order comes his 


‘relation to his staff, and their duty to 


him. And then follows his relation to 
other librarians. Beyond this lies the 
all-important relation of a librarian to 
the public. 

Taking up first the librarian’s rela- 
tion to his trustees, we have: 


I. RESPONSIBILITY 


In the organization of a library by the 
trustees, much of their authority is usually 
delegated to the librarian. He should not 
chafe if the trustees as a body feel called 
upon from-time to time to exercise the 
authority vested in them as guardians of 
the public interest. 


In a large library a tactful and effi- 
cient librarian will accumulate power 
by that factor in human nature which 
delegates responsibility as rapidly as an 
executive officer proves his fitness to 
exercise authority. ‘This is a menace 
to the librarian’s character unless he 
returns again and again to the trustees 
as the source of his authority. He 
must show readiness to assume respon- 
sibility without becoming a law unto 
himself. 


If. AUTHORITY 


Under proper conditions the librarian to 
whom the entire board delegates authority 
should be able to exercise more power than 
any single trustee; and since the policy of 
looking to the librarian for results requires 
that a considerable measure of authority be 
delegated to him, habitual distrust of his 
judgment or disregard of his recommenda- 
tions may well lead him to seek opportunity 
for usefulness elsewhere. 


In a small library where the trustees 
comprise the few men and women of 
literary influence in the town the 
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librarian receives a meagre salary, 
works for short periods, and is often of 
necessity a clerk or desk attendant in 
fact although librarian in name. The 
delegation of administrative authority 
to a single trustee is here practical. In 


the case of a large library this would be . 


destructive of all librarianship. The 
trustees do a greater service by re- 
placing an incompetent librarian by a 
new one than by assuming themselves 
the burden of his work. 


OY. ÅLLIANCES 
A librarian should not ally himself with 
one trustee to the exclusion of other mem- 
bers of the board from his confidence. 


If a librarian is to confide in one 
trustee more than in another this 
should be the chairman of his board or 
of a committee, a difficult and em- 
barrassing course where the chairman 
appears to be indifferent and another 
trustee earnest and peculiarly congen- 
ial. But to avoid the pitfall of social, 
racial or religious cliques he is better 
off in moderate isolation than as the 
intimate of a faction. Although the 
librarian thinks that he knows the 
type of trustee best suited to the need 
of his town he is on dangerous ground 
if he attempts to influence the selection 
of a trustee. 


IV. Loyatty 

When a librarian cannot, in his dealings 
with the public, be entirely loyal to a policy 
which is clearly upheld by his trustees, he 
should indicate to the public, as far as 
possible, the reasons for this policy without 
expressing his own opinion; he should also 
explain his position to the board, and in an 
extreme case offer to resign. 


Stress should be placed on the words 
extreme case, for it is the business of a 
librarian to get on rather than to get 
out. Some librarians under impossible 
conditions believe that an executive 
should await removal instead of re- 
signing. On the whole a librarian, 
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like a clergyman, serves his profession 
best when he keeps away from un- 
pleasant publicity. The obvious rem- 
edy for this problem is for the trustees 


to keep their policy broad and free 
from detail, 


V. SINCERITY 
To delay bringing a plan before the 
trustees until it is certain to obtain ade- 
quate presentation and a fair hearing may 
be considered only common wisdom; but to 
abstain from urging a project until a known 
opponent happens to be absent is unpro- 

fessional as well as insincere. 


This is the old question: Does the 
end (here the public good) justify the 
means? Adroitness can be cultivated 
to a point where it impinges upon in- 
trigue and in that form has more than 
once proved a fatal accomplishment. 


VI. Resecrep MEASURES 
A wise librarian, when a measure has 
been deliberately rejected by his trustees, 
will not bring it forward again until new 
conditions prevail. 


To see a cherished measure fail from 
indifference on the part of trustees or 
perhaps through a chance word of 
ridicule is hard to bear. But time is 
long and a librarian has need of seren- 
ity. 


Turning now to the second of our 
subjects, the librarian’s attitude toward 
those with whom he labors from day to 
day, we have a relationship which has 
been broadened and enriched by a 
more human understanding. This new 
spirit which moves on the face of the 
waters is the essence of the age,,in 
which we live. | 


VII. Dury ro THE STAFF 
A librarian is bound, as opportunity 
offers, to allow an assistant to prove her 
ability to do work of a higher character 
than that usually assigned to her, and to 
advance those that are capable to more 
responsible positions in his own library or 


? 
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elsewhere. He must also spene. the money 
of his institution with due pradence, and 
get a full returp for it in service Although 
efficiency of the staff is temporazil reduced 
by frequent transfer of assistent= to new 
positions or to otner libraries, œ the end a 
library whose werkers are sece zo obtain 
rapid and solid advancement pofts by its 
reputation in this respect. 


It might be said in reply taat tax- 
payers do not conceive of a tow library 
merely as a tréining schoo for other 
municipalities. Nor is the Ebrarian 
fortunate if, after a term o yaars, he 
has lost the brightest of hi. staff and 
has retained for a lengthy cd age the 
dull out of all those whcm he has 
trained. Perhaps the only rekef is to 
make the variety of work sc attractive 
and the social opportunities -so marked 
that members of the staff a-e loath to 
leave. The librarian shouli keep his 
staff familiar with events zcaanected 
with the library in so faz as these 
contribute to their intellige-t interest 
in its welfare. 


VII. PERMANENCZ 

Having in mind that not salary but 
opportunity for service make I|_brazian- 
ship a profession, the worker sould not be 
too eager to mcve. Perman:ace makes 
for dignity and influence m a >rimunity. 
No opportunity to serve the public can 
honorably be considered merel 7 as a step- 
ping stone or place of passage. 


This canon partakes of ‘he nature 
of sacrifice, but a librarian ho is not 
at heart a missionary has «10sen the 
wrong outlet for his energies. Under 
ordinary circurcstances a y=ar is the 
least period of service tl=t should 
satisfy the conscience of am assistant. 

It scarcely seems necessary to add 
that a librarian who has no real thought 
of resigning employs a do_blfu] ex- 
pedient if he tells his trustæs thai he 
thinks of moving on unless ais salary 
is increased, 
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EX. INDIVIDUAL RESPONSIBILITY 


Each member of the staff should be 
regarced by the librarian as an individual, 
a coleague, capable of performing his 
particular work, and encouraged to feel 
his individual responsibility for this work. 
Where public recognition of work of out- 
standing merit will advance the interests 
of an assistant the librarian should be 
quick to grant it. 

The wise librarian will allow to the in- 
telligent assistant latitude in the enforce- 
ment >f rules, and in their interpretation. 
The degree of latitude will depend on the 
rank end character of the assistant. 


On the other hand, assistants too 
often claim advancement for perform- 
ing tie minimum work required. It 
is safe to say that an assistant who 
habitually does more than is asked 
cannct be kept in obscurity. 


X. RECOMMENDATIONS 


Breaches in morality and honesty are 
fundamental, and should be mentioned 
discreetly if a “recommendation” is given. 
Peculiarities in personality may be handi- 
caps im one library but assets in a library of 
a different type, A wise librarian may 


* mentien but should not stress these, and 


the likrarian to whom recommendations are 
sent will weigh so-called “‘defects”’ in the 
light of his own conditions and environ- 
ment. 

To recommend an unsatisfactory assist- 
ant, merely to get rid of that assistant, is 
unworthy of any administrator. 


Recommendations are an important 
function of a librarian’s routine, and 
upon them careers depend for success 
or failure. Charity and conscience 
must between them determine the 
degree of fidelity which the portrait is 
to assume. 


XI. Tar Srare’s Dury to THE LIBRARIAN 


A liorarian has a right to entire loyalty 
from his staff, although he may be called 
upon zt times to face frank comment from 
them. Such criticism should never go 
beyond the library doors, nor should the 
staff carry complaints over the librarian’s 
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head to the trustees, except in extreme 
cases. z 


Conversely, the librarian’s criticism 
of a member of the staff should be as 
private as the welfare of -the library 
will permit. For just treatment the 
staff look to the librarian, and thie 
trustee who comes between the libra- 
rian and a member of his staff lessens 
executive authority and in the end 
breaks up the morale of the entire 
staff. | 


' XIL Tus Srarr’s DUTY to THE Liprary 
An assistant should not allow personal 
antagonisms within the library to injure 
efficiency, nor should the staff tolerate a 
cabal of congenial spirits that tends to 
break up the membership into groups 
ready at hand for rivalries and jealousies. 


Long periods of idleness in the case 
of an assistant should be called to the 
attention of the superior officer. Lei- 
sure has its dangers, and should be 
used for self-improvement as the best 
return for compensation received. 


XII. Tae Work anp tHe WORKER 

The assistant should realize that the 
work is more important than the worker; 
that the assignment of an uncongenial 
task is not due to a personal grudge nor a 
slight to the assistant, but a necessity 


enforced by the work that must be done by 
someone, 


In the assignment of work and 
arrangement of schedule of hours, 
marked leniency toward members of 
long service, thereby shifting burdens 
to younger assistants, creates an un- 
satisfactory atmosphere. Long service 
should rarely be urged as a reason for 
favored treatment, nor should a low 
salary be advanced as an excuse for 
poor work. 


XIV. PERSONAL OBLIGATION 


Each assistant should realize his own 
personal obligation as a public servant to 
‘each library patron. He should strive 
always to be courteous and pleasant, re- 
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membering that the staff stands as the 
interpreter of the library to the public and 
that it may be materially helped or harmed 
by his individual conduct. 


An assistant sometimes fails to 


realize that some of the more desirable 


constituents who use the library are 
shy. To the mind of such a user of 
books the friendly assistant personifies 
the library. Habitual ridicule in pri- 
vate of mistakes or ignorance on the 
part of the public will affect, eventually, 
the conduct of the assistant. 


XV. HEALTH 

Health is an assumed qualification in a 
librarian’s equipment, and continued il 
health does not ordinarily entitle an em- 
ploye to favored treatment by a public 
institution. 

Conversely, the library should conserve 
the health of the staff by furnishing the 
best possible equipment as regards light, 
air, sanitation, and rest. 


Unfortunately the ill health of one 
assistant throws routine burdens on 
other members of the staff. It is a 
duty therefore to keep fit out of con- 
sideration for others. Miss Rathbone 
says: “Far more than ever before do 
men today realize that health is a 
matter of individual achievement, the 
result of intelligent effort.” In large 
libraries a medical adviser is connected 
with the staff and obviously has a 
quasi-jurisdiction over their habits of 
life outside of library hours. Illness 
in the family is not a valid claim for 
absence with pay. Each case must be 
met on its merits. 


XVI. Norecs or RESIGNATION 


Ethically considered, the assistant 
should, when seeking a change of position 
or when considering a definite offer from 
another library, consult the superior officer; 
but the personality of a superior officer will 
inevitably influence an assistant’s course of 
action. Having accepted a position, the 
assistant should give adequate notice 
before leaving. 
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This subject is perhaps tie most 
controversial cf all those which are 
treated in these canons of etaics. It 
has been suggested that one’s dis- 
satisfaction should be brotzkt to the 
attention of the librarian, ir. order that 
conditions may be remedied. But a 
mere notice thet an assistant ts “look- 
ing about” mayresult in uncomfortable 
personal relations lasting lor several 
months or even years. TL- librarian 
should be careful not tc prejudice 
himself against an assistant wE» desires 
advancement in another field ef service 
when the right opportunity offers. 


A librarian owes muck to other 
librarians and to the jprcifessional 
associations, which are crested for 
mutual benefit. We are no- free lances 
engaged in warfare with zuz fellow- 
workers. In these relatior= we have: 


XVII. Expert ADWCE 
A librarian may not accept. an appoint- 
ment to act as an expert adviser to the 
trustees of another library, sven when 
solicited, withous the request. oz at least 
without the full knowledge, of the librarian 
concerned. 


The analogy is to be fo:nd in the 
physician, who may not advtse a pa- 
tient unless tke attending physician 
requests it, or until the attending 
physician has been dismissed. At the 
same time there are the “sarvey” and 
the “efficiency test” that arz kz2coming 
popular means of improwmg condi- 
tions. The expert librarian will in 
time take his pace with th= “ consult- 
ing expert.” It is a natural function 
of the leader in his professio. Never- 
theless there must be reascnabdle con- 
sideration for the humbler >rother of 
the same profession. 


XVIIL. Privare Abc 
A librarian skould feel free to claim 
counsel from others in the s.anz calling, 
and should be willing to give such counsel 
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when requested, without publicity or ex- 
pense, ° 


One of the outstanding merits of a 
certain librarian who was still “in 
harness” at the age of ninety-two was 
his willingness to consult men young 
enough to be his grandsons. Ques- 
tionnaires, however, too often go 
beyond bounds iw their call upon the 
librarian’s time. 


XIX. RIVALRY 


Librarians should be slow to publish 
statistics in order to show superiority of a 
library over neighboring libraries, such 
statistics often requiring qualification or 
explanation. A similar comparison im 
words is of questionable taste, and any 
printed criticism should always bear clearly 
the librarian’s name. 


One can turn to annual reports of 
librarians which give comparative sta- 
tistics with the undoubted desire to 


enlighten taxpayers. At the same-. 


time in so doing the librarian may- 
- embarrass other librarians who happen 
to be placed in a less favorable position. - 


XX. ENGAGING AN ASSISTANT 

A librarian may not take the initiative in 
negotiation for the services of an assistant 
in another library until he has made his 
intention known to the assistant’s superior 
oificer; or he may make his intention known 
to both assistant and official superior 
simultaneously. 


Objection has been raised to consul- 
tation with a librarian over his minor 
assistant, but most librarians agree 
that before negotiations begin with an 
important member of another staff 
courtesy at least calls for a personal 
letter to his or her chief. 


XXI. PREDECESSORS 
A librarian who makes a habit of com- 
menting unfavorably on the work of his 
predecessors in office invites criticism of 
his good taste. 


The coming of a new librarian is a 
strain upon the staff, and if the mem- 
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bers are to give him their loyalty he 
- should not speak slightingly of one to 
whom they have given their loyalty in 
the past. 


A librarian’s obligation to the public 
exists in many forms. He needs to 
keep constantly before his mind that 
it is the use of knowledge rather than 
the storage and classification of knowl- 
edge that is the vital factor in his work. 


XXI. A Laprartan’s Province 
It is the librarian’s duty to be a force in 
-the community, and contact with people 
even more than with books engenders 
force. We must not confuse the duties of 
librarian and assistant; the one is always 
associated with people, although in a small 
‘library he (or she) may do all the work; the 
assistant may or may not be called upon to 
meet the public, but generally has specific 
duties to which specific hours must be given. 


The great Panizzi of the British 
Museum so far failed to heed the 
principle involved in this canon that 
he came very near to losing his posi- 
tion. He wished to do the work of a 
bibliographer, delegating his powers to 
a subordinate while he retained the 
honors of a head librarian. The sub- 
ordinate by contact with: people soon 
became his master. 

Censorship of reading is a perilous 
No Man’s Land on the boundary of a 
librarian’s province. How far an ex- 
ecutive should go in exposing for use 
books which are in his opinion de- 
structive of morals and society, and 
those issued frankly as propaganda, is 
a serious question. The annunciation 
of a policy lies with a board of trustees, 
rather than with the librarian. Mr. 
H. C. Wellman in an address entitled 
“An Article of Faith” discusses very 
clearly the librarian’s responsibility 
in the field of censorship. 


XXII. REPUTATION 


A reputation acquired by work for the 
- public in the profession or in kindred paths of 
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service adds to the dignity and power of the 
librarian. But the value of the work must 
advertise the worker, and self-advertising is 
outside the pale. 


A profession is like a sonnet. It 
confines the effort to a prescribed 
channel, but stimulates a higher stand- 


. ard of excellence within the self im- 


posed bounds. 


XXIV. Brarine mw Pusiic 


A librarian as a person of influence, and 
seeking the respect of all his fellow-citizens, 
cannot carelessly choose his company, nor 
indulge in habits and tastes that offend the 
social or moral sense. These self-limita- 
tions are in the nature of hostages which he . 
gives for the general good. He must not 


. limit his advisers to one circle, for he needs 


a wide horizon, ready sympathies, and the 
good will of all classes. 


One may have heard a librarian say: 
“It is nobody’s business what I do 
outside the library.” That type of 
library worker has merely mistaken 
his calling and should change his voca- 
tion. 


XXV. Use or His Name 


A librarian should stand on neutral 
ground and should be chary of lending his 
name to a public controversy to add weight 
to the coniention of a local faction, or to 
commercial enterprises, even those that 
have an educational or philanthropic mo- 
tive. Having a financial interest in any 
material device, invention, or book pro- 
posed for purchase in his library, the libra- 
rian should inform his trustees of this 
interest. It would be better not to have a 
financial interest in companies whose busi- 
ness is largely with libraries. 


His advice will very naturally be 
sought by his constituents increasingly 
as his influence grows, but giving for 
publication a testimonial to a book is 
likely to lead to serious abuses. Stand- 
ing on neutral ground, he should be all 
things to all men. “He loves all 
ideas—even when he despises them 
and disbelieves in them—for he knows 
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that the ferments and chemic:reections 
cf ideas keep the old world from grow- 
ing mouldy and mildewed anc efete.’’? 


XXVI. HONORARIUM 
An honorarium for work done n library 
Eours should not be accepted, ard a libra- 
rian should be slow to undermke com- 
missions for work outside library hours 
which might easily be executed In library 
hours without expense to thè citer. 


If a librarian feals impelled =p add to 
kis income by outside work i- is wiser 
to earn by an ayvocation than by his 
vocation. 
of the librarian’s strength and does not 
add directly or indirectly to hE reputa- 
t:on or to that of the institution should 
be made known to the trustees. 


Beyond this there is a limites field 
for our canons of ethics to co-=2r We 
cannot hope to mention all the ways in 
which a librarian may be stimalated to 
high ideals. In his personal relation to 
books we may say: 


XXVII. Boox SELECTICN 
Purchases of books should r-dezt the 
needs of the community rather zhan the 
personal taste or interest of the Hb-arian. 
His selection of books’should be catholic. 
and his power to guide be exercsed with 
discretion. l 


A library is not a collection of sooks 
made after a fixed patterr. Each 
community has its bookish nee unlike 
those of any other communify ander 
tke sun. It is this infinite variety 
tkat gives the profession whick ccllects 
and makes books useful its at-raction. 


2Sam Walter Foss. 


Work which clairs much - 
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XXVII. SPECIALIZING 
The librarian should not permit special- . 
ized book collecting or book reading to 
narrow his field of interest, nor to bias his 
judgment, nor to make him a rival collector 
to his library. The number of points of 
contact with knowledge and with his public 
determines to some extent the librarian’s 
usefulness. ` 


The fringes of all knowledge bound 
the administrator’s province, but he, 
like his assistant, may by mastery of a 
single subject increase the renown and 
the usefulness of his library. 


XXIX. RELATION to AGENTS 
A librarian is bound to expend the funds 
intrusted to him with the best interest of 
the library in view. But he should remem- _ 
ber that in employing an expert, ability ` 
and efficient service are worthy of proper 
compensation, and to sacrifice them for 
slightly better terms or to make frequent 
changes may not result to the library’s 
permanent advantage. 
He should not jeopardize his indepen- 
dence by accepting special favors from 
business firms. 


If a librarian is in doubt about the 
propriety of accepting a gift he should 
at least insist that the gift be public 
knowledge. Favors often come dis- 
guised in a form to flatter the unsus- 
pecting librarian. 

And in conclusion: : 


XXX. PROFESSIONAL SPIRIT 
The literature and the organizations of 
the profession claim consideration from the 
earnest and progressive librarian. 


A high professional spirit calls for 
sound training, clear ethical standards, 
and sustained enthusiasm for the 
fellowship of librarians. Non mims- 
trar} sed minisirare. 
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The Ethics of the Ministry 
By $. Z. Batten, D.D. 


Secretary, Department of Social Education, American Baptist Publication Society, 
Philadelphia, Pennsylvania * 


T might be possible to make a brief 

article on this subject by saying 
that the ministry as a body has no cod 

of professional ethics. This statement 


code defining conditions of membership 
and giving formal standards concern- 
ing professional conduct. Yet this 
statement, while true in form, would be 
far from the truth and would convey a 
wholly wrong impression. For the 
ministry as a body of men. dedicated to 
a certain life and service, has very rigid 
standards by which men are pledged 
and their conduct is tested. 

The various professions have their 
codes and standards. Why is it that 
the ministry, which is supposed to rep- 
resent the highest ideals, has no such 
formulated and recognized code? The 
answer to this question will carry us a 
part of the way toward the answer to 
our larger question. 

The ministry is regarded as a calling 
rather than a profession. Whatever 
may be the motives which induce men 
to enter the various other professions, 
such as medicine, law, teaching, en- 
gineering, or the various vocations, as 
business, banking, manufacturing or 
trade, there is but one motive that is 
supposed to be dominant ia the minis- 


try. Men in the ministry are expected 


to know the will of God, to interpret 
His truth to men, to be spokesmen for 
God and His cause in the world. “No 
man taketh this office on himself, but 
he that is called of God.” Practi- 
cally all religious bodies hold this con- 
ception; they therefore expect all who 






would enter the ministry to have a 
valid call from God; they believe that 
this call is higher than any considera- 
tions of personal profit or pleasure. 
In these times at least, in practically 


A every communion, a man who admitted 
accepted by all who are called ministers.” 
There is for the ministry no formulated ` 


or gave men, reason to believe that he 
was actuated by selfish motives, would 
be sadly discredited. Theoretically, at 
least, he is a man set apart by a special 
call for a special work. We need not 
discuss the question how far the minis- 
try as a body is true to this conception; 


_nor need we here inquire how far the 


conduct of ministers in general justifies 
their high office. We are accounting 
for the fact that there is no formulated 
code of ethics for the ministry. 


Reasons For Lack or FORMAL CODE 


It is felt that such a professional code 
of ethics would cast discredit upon the 
very idea of the ministry. It is ex- 
pected also, by the very nature of their 
calling, that its practitioners will be 
men preéminent in all the virtues that 
are esteemed among men. 

Then, as every one knows, the re- 
ligious bodies are divided into many 
and divers denominations. Religious 
convictions or opinions, whichever 
word may be accepted, are probably 
the strongest in human nature and take 
precedence of all others. It follows, 
then, that religious divisions and dif- 
ferences are very strong and keep 
the churches apart. In some cases a 
religious body regards itself as the only 


- true church, and hence regards all other 


bodies simply as sectarians, if not 
heretics. It is therefore impossible to 
bring together representatives of the 
stronger religious bodies for the full 
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and free discussion of an7 questions 
either of faith, polity or cencuct. So 
in the medical profession there are sev- 
eral schools of medicine ard, as every 
one knows, there is much cvitizism and 
rivalry. But all schools recognize cer- 
tain obligations toward p:Łtients and 
certain methods of procedzre. Thus 
while each rehgious body naz, never- 
theless, its own standards and codes, 
all of these are high and rigat. 

In every body with any stzh thing as 
a recognized ministry, there is some or- 
dination service. At this tne there is 
careful scrutiny of the cancidete’s life, 
his call to the ministry, his ficness for 
the work, his ability to adc the call- 
ing to which he is set apari. In all of 
these bodies thare is some supervisory 
official, Bishop, Presbytery or Council, 
that may be asked to pass vpon the 
man’s life or conduct when a zhe min- 
istry. When ary charges ar= circulated 
against him he may be irvestigated 
and called to account, and, £ found 
guilty of conduct unbecoming a gentle- 
man and a clergyman, Le may be 
warned, deposed and unfrezked. An 
unworthy or immoral man may con- 
tinue for a time; but every coe familiar 
with the insid2 history c churches 
knows that in practically #v2ry case 
such conduct brings the re=ocation of 
his ordination and his expulsion from 
the ministry. 

As every one knows, and =s must be 
admitted with regret, som= ministers 
do wrong and a few are cenvicted as 
criminals. But all this is alss testimony 
to the high standards of the ninistry. 
Perhaps, in proportion tc rumbers, 
more ministers are unfrccked than 
there are lawyers disbarred. But, be it 
understood, ministers are unfrocked 
for private conduct, whick coes not 
enter into account against an ettorney. 
No man can long continue 2 zhe min- 
istry of any religious boty who is 
known to be immoral in sx matters. 
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The standards of the ministry include 
the personal and private life; whereas, 
professional codes deal primarily with 
professional conduct. The professions 
expel a member whose professional 
conduct brings reproach upon the pro- 
fessions. The churches discipline men 
whose private lives are known to be 
immoral or unworthy. 

One other reason may be mentioned 
why the ministry has not formulated 
a code of professional ethics. The 
churches that bear the Christian name 
have been given some definite principles 
which cover practically all of the points 
of a code; and these principles are 
accepted as authoritative and final. 
In the New Testament, and especially 
in the letters of the Apostle Paul to 
Timothy and to Titus, we have some 
very definite instructions concerning 
the ministry. These charges deal with 
the minister’s life and conduct as a man, 
a husband and father. They define his 
qualifications in personal character, in 
aptness to teach, in general deportment. 
They deal explicitly with his studies, 
his work as preacher and pastor; they 
indicate also the motives that are to 
determine his life and service. These 
writings, it may be said, are accepted 
as authoritative by churches and pas- 
tors. In view of this, it seems almost 
needless to attempt any formal and 
elaborate statement of professional 
ethics. 

In the theological seminaries stu- 
dents for the ministry receive very 
careful instruction in ministerial ethics. 
Unfortunately in some bodies a consid- 


. erable proportion of ministers do not 


receive any adequate theological and 
collegiate training. Yet, as I have 
stated, all churches and ministers 
accept the writings of the apostles as 
authoritative. And so it is that all 
ministers have definite instructions, 
regarded as inspired, which contain all 
of the essentials of a professional code. 


Tne Eruics of tan Ministry 


Thus far we have considered the 
reasons why the ministry has no pro- 
fessional code of ethics. In so doing we 
have noted, also, that all religious bodies 
are exacting in their demands so far as 
the personal lives of ministers are con- 
cerned. There are, however, other 
facts that must be taken into account 
in dealing with the ministry as a pro- 
fession. 

Professional codes are designed by 
the members of the profession them- 
selves and have several definite objects. 
These objects, as I understand, are 
intended to maintain the standing and 
dignity of the profession, to prevent the 
entrance of the unfit and ill qualified, 
to provide for the expulsion of any 
whose conduct brings the profession 
into reproach and to regulate the con- 
duct of its members in their relations 
to their patrons and toward the public. 
So far as the ministry is concerned, it 
has no formal code covering these 
points. Yet it has an unwritten code 
covering these and other points; and 
some aspects of this may be noted. 


SAFEGUARDING THE ENTRANCE 


By the nature of the case, such profes- 
sions as law, medicine, teaching and 
engineering, demand some specialized 
training. We grant that the ministry by 
its very nature, as the interpreter of an 
authoritative Book and the instructor of 
the people, requires a large amount of 
special training. Yet there are many 
types of service in the ministry, and 
while adequate collegiate training may 
be essential for some men, it is not 
so essential for others. The church 
must keep a door open for men who 
have a special call or exceptional ability. 
. In some bodies the educational stand- 
ards are high and exacting. In other 
bodies some of the most successful and 
honored men have had little if any 
collegiate training. 
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MAINTAINING THE STANDING AND DiG- 
NITY OF THE Proression. NoB- 
LESSE OBLIGE 


There are certain obligations implied 
in rank, and these are among the finer 
things of life. Men who have any con- 
ception of the meaning of the ministry 
are quite likely to conduct themselves 
with decorum and dignity. The min- 
istry by the nature of the case repre- 
sents the highest ethical and social 
ideals. ‘This is especially the case with 
referenceto children and the weak, and, 
even more markedly, in its attitude 
toward women. Few men are subject 
to as many special and subtle tempta- 
tions as ministers. Occasionally one 
fails and falls. And yet ministers as a 
body are most careful here to avoid 
every appearance of evil and to main- 
tain the same attitude toward all. 


Tue Service MOTIVE 


In many, if not all of the professional 
codes, the idea of service is placed in 
the very forefront. Members are 
taught to think of themselves as public 
servants; and the motive of mere profit 
or advantage is discouraged. The 
medical and teaching professions have 
high standards here. Any discovery 
that one makes must not be capitalized 
for one’s own profit but must be given 
to the public. The teacher or physician 
who patents some discovery or inven- 
tion is guilty of unprofessional conduct 
and is usually treated either as a quack 
or a mere patent medicine vender. 

No class of men do as much unpaid 
service as ministers. Day and night 
they are ready to respond to the call 
of sorrow or need. The minister who 
is suspected of looking after his own 
financial advantage and forgetting to 
serve the people, soon is found out and 
is fatally discredited. Any person of 
large experience can point to at least 
one minister who because of his selfish 


- fession, 
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or non-serving spirit has been dis- 
credited and has dropped cut of the 
ministry. Judged by the ach ev2ments 
of business men, physicians arrilewyers, 
there are no large financial successes 
ın the ministry. In one of -^e larger 
eligious bodies with some elevea thou- 
sand ministers, there are not £ ve minis- 
ters who receive salaries of zen thou- 
sand dollars a year. The mizis-er has 
forever surrendered the hope of being 
rich. Ofcourse, likeevery man. he wants 
‘an adequate support for his fz mily and 
some of the comforts of life. Eut the 
hope of money reward does rot deter- 
mine his ealling, his acceptznce of a 
field, the conduct of his worz. More 
than that, it is expected thet he will 
give his undivided attention te his life’s 
calling. The minister who is zarrying 
side lines for profit and se@king to 
get rich, is immediately and fatally 
discredited. 


PROTECTING THE PROFESICN 


The old principle, long age enunci- 
azed by the Apostle Paul, hes < wide 
application. If one member ssffer, all 
the other members suffer with iim; and 
if one member is honored, all t-e mem- 
bers rejoice with him. It is rghit and 
proper that in every profess2n men 
should regard the “honor of zhe pro- 
” should protect one another 
' and. defend any who are unjcstly at- 
tacked. Every profession rcust be 
judged by its usual practices. ard its 
better members. No professioz snould 
. be condemned for the excepticnal con- 
duct of the least representative mem- 
bers. Yet every one has kwown in- 
stances where “professional etzie has 
shielded the unethical conduct c? men.” 
Professional ethics has kept th= lips of 
pkysicians closed when they should 
have warned the ignorant. M_nisters, 
like all other self-respecting m-n, hold 
sacred, confidential information and 
personal confessions. Very se.dom 
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indeed does one prove faithless here. 
Yet ministers who are fully faithful 
find that ethical standards require them 
very often to counsel people and some- 
times warn the innocent. They would 
consider it unethical to be silent while 
great wrong was being done. 


PROFESSIONAL HONESTY 


In all of the professions men aré 
expected to deal frankly and honestly | 
with clients. The high-minded business 
man will correctly label his goods and 
will not sell for good wool, material 
that he knows is poor shoddy. He will 
not take advantage of his customers to 
overcharge for any article. The physi- 
clan is expected to deal fairly with his 
patient. He will not convey a false 
impression nor will he keep a man sick 
to merease his bill. The conscientious 
attorney will not attempt to deceive 
the court or the jury. Of course every 
man is presumed to be innocent till he 
is proved guilty; and every man is 
entitled to a fair trial. But professional 
ethics forbids pettifogging and decep- 
tion. 

Here we touch a tender nerve in the 
minister’s life. The modern minister, 
some one has said, is like a man walking 
among eggs. He has to do with all 
kinds of people, bad, weak, good, better, 
best. He is the interpreter of truths 
which sweep the range of life and make 
the highest demands of men. He is 
expected to show men their sins and 
failings, to warn the unruly, to charge 
men who are going wrong to repent 
and change their ways. His very call- 
ing requires him to make men know 
the whole will of God and to guide 
men's feet into the paths of justice 
and truth. l l 

There is'a subtle temptation here 
which few appreciate. It is easy for 
the minister to “accept a situation” 
and be silent lest he stir up trouble. It 


is easy for him to prophesy “smooth 
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things” in order to keep everybody 
pleased. It is easy for him to denounce 
unpopular sins, as wife beating, and to 
pass over the popular sins of people. 
It is easy to thunder on the minor sins 
and get a reputation for brave out- 
spokenness, and to soft pedal on the 
major sins, such as economic oppression 
and commercial injustice. 

Ministers are men and are subject to 
the limitations of men. Few are men 
of great ability; fewer still are men of 
keen insight. But most are men of sin- 
cerity and honestly endeavor to deal 
fairly with the truth. Now and then 
we find a minister who sells the truth to 
serve the hour. But I have known 
thousands of ministers, many of them 
fully and intimately, and: it is my con- 
viction that there is very little palter- 
ing with the truth, very little coward# 
ice, still less, “huckstering the Gospel” 
to serve one’s gain. If a man is un- 
known and unpopular there may be a 
temptation to win people’s favor. If he 
has become popular with a large follow- 
ing, there is a temptation upon him to 
flatter the crowd. But in the main 
standards are high and ministers speak 
the truth as they see it, come what will. 

There is probably no place where 
sincerity and inner probity are so much 
needed. Jesus might have made a 
bargain with the devil, and not a man 
in His day would ever have known it. 
The minister today might dim the 
inner light and serve his own interests 
without any one’s suspecting it. Under 
these circumstances a formal code of 
professional ethics would have little 
meaning or value. The true minister’s 
loyalty must be to an inner standard, to 
an unseen master, to the applause of 
his own conscience. 


PROFESSIONAL COURTESY 


“Every calling, trade or profession 
has, of course, a strong tendency 
toward a professional or class con- 
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sciousness. It naturally secretes and 
crystallizes a professional or commercial 
code of ethics, a system of taboo and 
etiquette, which is likely to become a 
substitute for the fundamental and 
vital principles of morality and right- 
eousness.” These words of Bishop 
Williams point out a danger which be- 
sets all men and especially the minister. 
In every calling, trade or profession 
there is a tendency for men of each 
school, business, or group, to flock to- 
gether and view every question from 
the point of view of their particular 
class. Ministers are probably as free 
from blame here as any class of men; 
yet not all are above reproach. 

In our modern world we have many 
religious bodies all competing together 
for the allegiance of the people. Nat- 
urally enough men of each communion 
believe that they have the essential 
truth of the Gospel; they may not 
believe that others are all wrong, but 
they do believe that “we” are most 
nearly right. Competition in church 
matters is keen; the church that would 
prosper must “þe up and doing.” 

The time was when church compe- 
tition was more intense and less kindly. 
The time was when ministers of one 
body had little in common with those of 
other bodies. But a remarkable change 
has come in this respect. In practically 
every city there is a Union Ministers’ 
Conference, where ministers meet to 
express their brotherly spirit and to 
consider their common work. The 
time has gone by when men of one 
communion disfellowship and denounce 
those of other communions. 

In the trades and professions there 
are professional codes regulating the 
conduct of men. It is unprofessional in 
a physician to advertise his cures or to 
claim to be a cure-all. It is unpro- 
fessional in a merchant to misbrand his 
goods or to discredit others in the same 
line of trade. In the same way it is 
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unprofessional in the minister td resort 
to sensational and unfair methods in 
advertising his preaching or qis church. 
In nearly every city there iz scme one 
minister who has a large co-gregation 
and a popular hearing. So Icag as he is 
fair and brotherly all others rejoice in 
his popularity and prosperiy. There 
is far less professional jealous than one 
might suppose. 

In practically all of the Protestant 
bodies, church hfe and government is 
becoming ever more demoerctic. Each 
congregation as a rule expresses its own 
preference and calls its owr minister. 
This gives opportunity for iririzue, for 
clerical narrowness, for poof2ssional 
jealousy to assert themselves “o illus- 
trate: A church ts about to cell a minis- 
ter and has some names before iz. Asa 
rule the various aspirants fo~ the place 
are perfectly fair; no one sezks to dis- 
credit others in order to enhance his 
own chances. It sometimes happens, 
however, that people of one school of 
doctrine raise questions aad spread 
reports concerning the cndidate’s 
soundness in the faith. I heve known 
a number of excellent men wko have 
been undermined in this way But it is 
only narrow bigots who resctt zo such 
practices; no reputable minizcer would 
countenance them. 

One other thing: When a -nimister is 
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changing pastorates there are certain 
ethical standards to be observed. 
Ministers are very restless and many 
are looking around for a “better” or a 
“larger” field. It is not regarded as 
ethicel for a minister to coquet with 
some 2ther call or to seek a call to some 
other church in order that he may be 
asked. to remain in his present field at a 
larger salary. It is hardly ethical for a 
clergyman to accept a call to some other 
field tall he has first conferred with offi- 
cers cf his present church. Of course 
every real man wants to do the largest 
work possible; and every minister de- 
sires an adequate income for his family. 
But the question of salary is seldom 
the first consideration. It is unethical 
to be looking out primarily for a larger 
salary. The minister who is believed to 
be do:ng this is soon discounted by his 
fellow ministers and is fatally dis- 
credit2d among the churches. 

Jesus of Nazareth, it has been finely 
said, was the world’s perfect gentle- 
man. They who are called to be His 
followers and ministers of His grace, 
are expected to be like their Master. 
Many fail; humility compels us all to 
confess that we fall below our ideal. 
But my experience and observation 
teach me that ministers as a class main- 
tain Ligh ideals and live up to a fine 
code cf professional ethics. 


Ethics in the Public Service 


Proposa.s for a Public Service Code 


Ey WuaLuiam C, BEYER 
Assistant Director, 3ureau of Municipal Eesearch of Philadelphia 


S our already extenswe public 
service continues to grzw and to 
absorb a larger and larger proportion 
of the workers of the country. we shall 
become increasmgly concesned, not 


only with the conditions under which 
public servants are employed, but also 
with the ethics and ideals that govern 
their zonduct. A public service, the 
members of which are not guided by 
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considerations of public welfare, is 
bound to fall short of fulfilling its mis- 
sion as an instrument of social useful- 
ness. 

In many professional groups it has 
long been the practice to formulate in 
a code the rules of conduct that imdi- 
vidual members are expected to ob- 
serve in their relations with each other, 
with their clients, and with the public. 
These rules do not always heve the 
formal sanction of the group, but may 
simply be understood and accepted as 
a matter of professional custom. The 
clergy, for example, have certain un- 
written rules that every clergyman is 
expected to obey. A number of profes- 
sional groups, however, notably the 
physicians, the lawyers, the architects 
and the engineers, have reduced these 
rules to formal codes. 

So far as the writer is informed, 
publie servants, as such, have never 
developed a written code of ethics. 
There are in the public service repre- 
sentatives from all the professions hav- 
ing codes of this character, and these 
workers are quite as much subject to 
their canons of professional ethics while 
in government employ as they would 
be in private life; but there is no writ- 
ten code applying generally to all pub- 
lic servants. 

Most persons would probably agree 
at once that a code of ethics for our 
public service would be highly desir- 
able. It is pertinent therefore to con- 
‘sider briefly the conditions essential to 
the development of such a code, its 
possible general character and content, 
and a few specific canons that might be 
included in the code. 


CONDITIONS ESSENTIAL TO DEVELOP- 
MENT OF CODE 


In considering the conditions essen- 
tial to the development of a code of 
ethics for public servants, one is struck 
immediately with the way in which the 
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public service differs fundamentally in 
make-up from those groups of workers 
that already have formal rules of con- 
duct. It is not composed as are the 
latter of persons belonging to a single 
vocation, but comprises within itself 
practically all vocations. Its members 
are not versed in a common technique 
as are those of the professional organ- 
izations to which codes of ethics are 
still largely confined. No common 
educational background is required for 
the public service as it is for the prac- 
tice of law or medicine, or for engaging 
in architectural or engineering work. 
Public servants do not even have the 
common tie of being all hand workers 
or all brain workers. They are, in 
short, a heterogeneous aggregation, 
whereas those groups that have ethical 
codes are homogeneous in character. 

This fundamental difference is 
pointed out, not because it is believed 
to interpose an insuperable barrier to 
the development of a code of ethies for 
the public service, but because it doubt- 
less will make the development of such 
a code more difficult than would be the 
case if the public service were more like 
professional organizations. 

There are, however, certain prereq- 
uisites to the development of a public 
service code of ethics. In the first 
place, entrance to, and promotion in, 
the service must be based upon definite 
qualifications for the work to be per- 
formed. So long as partisan or other 
irrelevant considerations.continue to 
be important factors in determining 
the personnel of the public service, it 
is hardly conceivable that a code of 
ethics will be brought into being. This 
does not mean that all progress toward 
the desired goal must wait until the 
merit system has been established in 
every nook and corner of governmental 
jurisdiction, but it does mean that no 
branch of the public service in which 
the merit system has not become firmly 
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rooted is likely to make anz contribu- 
tion to the cause of higher standards of 
conduct. It is perfectly pcssible that 
in our federal avil service and in the 
civil service of some of our larger cities 
where the spoils system has been most 
successfully curbed, we shall see at- 
tempts at formulating codes af ethics 
long before other branches cf the pub- 
lic service hav2 even beea brought 
under legal civil service provsions. In 
every movement we have Lad our 
pioneers, and so we probably shall have 
in this. ; 

In the second place, the wo>kers must 
be organized. A loose aggr=getion of 
individuals without any machirery for 
group action is in no position to give 
formal expression to its common sen- 
timents and ideals. All of the voca- 
tional groups that have reacked the 
code-framing stage, or have formally 
adopted codes of ethics, have done so 
only after they aad become organized 
in local and in larger units. To this 
process of evolution the pubic service 
ran be no except:on. Here azain, how- 
aver, it is not necessary to assume that 
the second stage of development will 
not begin until the first has been car- 
tied to completion. Even tLough our 
public service is as yet far f-om being 
ully organized and may never reach 
zhe one hundred per cent geal, still a 
zode of ethics for public servants may 
not be altogether a remote possibility. 
An organization such as the National 
Federation of Federal Employes may 
well take the lead in proposmg stand- 
ards of conduct that ultimetey will 
eome to be accepted by government 
~vorkers throughout the coun:ry. 

In addition to these two prerequi- 
sites, there are several condi-ions that 
are important, though not Andispen- 
sable, to the devzlopment of a code of 
ethics for public servants. One of 
these is a reasonable degree o° freedom 
from economic want. So lonz as pub- 
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lic servants are grossly underpaid, they 
are likely to bend most of their organ- 
ized efforts toward improving their 
standards of compensation and to give 
relatively little thought to their moral 
obligations to the community. In the 
past, our civil service unions have de- 
voted themselves largely to the promo- 
tion of legislation designed to better 
their working conditions and to in- 
crease their inadequate pay. They 
have, it is true, always stood staunchly 
by the merit system. But with the 
exception of their occasional consid- 
eration of the question as to whether 
government employes should avail 
themselves of the strike as a weapon in 
enforcing their demands, these organi- 
gations appear to have concerned 
themselves but little with matters of 
publie service ethics. The reason for 
this doubtless lies in the greater ur- 
gency of the bread and butter problem. 

Another condition of considerable 
importance is the codperation of our 
educational institutions in raising 
standards of performance and conduct 
in the public service. Our high schools 
and our colleges and universities are 
the great “ideal factories ” of the coun- 
try and have done much to elevate the 
moral tone of the business and profes- 
sional world. This has been accom- 
plished largely by means of special 
courses of training for the more impor- 
tant vocations. It is true that the 
public service is not a distinctive voca- 
tion such as law, medicine, engineering 
and agriculture; but is rather a field of 
employment, analogous to that of busi- 
ness and industry, in which all the voca- 
tions are represented. Nevertheless, 
the tasks and the viewpoint required 
in the public service are sufficiently 
different from those of private industry 
to warrant our institutions of learning 
in giving greater prominence than they 
now do to the peculiar needs in the 
former field. What is necessary is not 
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so much the addition of new depart- 
ments of instruction, a$ the introduc- 
tion of new courses of study emphasiz- 
ing those features which are of especial 
importance to workers in government 
employ. These courses could be util- 
ized, not only in preparing young men 
and women more specifically for the 
tasks of the public service, but also for 
inculcating in them those standards 
and ideals of conduct by which all pub- 
lic servants should be guided. 

It is probably fair to say that all the 
foregoing conditions essential to or 
helpful in developing a code of ethics 
for the public service, are within the 
realm of possibility. The merit system 
is slowly but surely establishing appro- 
priate standards of qualifications for 
entering the service and securing pro- 
motion init. The process of organiza- 
tion, too, 1s well under way, especially 
among the employes of the federal gov- 
ernment and of our larger cities. No 
doubt the pressure of economic want 
will be gradually alleviated, largely 
through the efforts of the organized 
civil servants themselves in directing 
public attention to their present inade- 
quate compensation. With the grow- 
ing Importance of government activity 
in the life of the nation, it is to be ex- 
pected also that our educational insti- 
tutions will codperate to an increasing 
extent in improving the equipment and 
in stimulating the moral sense of the 
men and women in government em- 
ploy. 


GENERAL CHARACTER AND CONTENTS 


We may now make a few brief obser- 
vations with regard to the general 
character and contents of a public serv- 
ice code. It isin order to preface these 
observations by raising the question as 
to whether the ethical standards of 
public servants will ever be expressed 
in a single formal document, or 
whether the various groups of govern- 
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ment employes are not more apt to 
adopt separate codes of their own. 
Probably the latter is more likely to be 
the case than the former. That there 
would be any appreciable difference in 
the practical result is not at all certain. 
Our present concern, however, is not 
so much to anticipate the actual trend 
of evolution as it is to clarify our think- 
ing with regard to the standards of con- 
duct that should be observed in com- 
mon by all members of the public 
service. For this task it is a conven- 
ience to proceed on the basis of a single 
code for all, even though events may 
follow a different line of development. 

Let us assume, then, a single code. 
In the first place, such a code would 
supplement, but would not include, 
those canons of ethics which are al- 
ready in the codes of the various pro- 
fessional organizations represented in 
the public service and which relate to 
matters peculiar to those professions. 
It could not attempt to embody all the 
rules which may be found necessary or 
desirable in each and every one of the 
numerous vocational groups that make 
up the public service. The public 
service code-would have to confine 
itself to those more general canons of 
ethics that apply equally to all the 
groups. By so doing it might appro- 
priate a considerable number of rules 
that are in existing professional codes, 
but to this there could be no objection 
so long as those rules were of general 
applicability. 

In the second place, a public service 
code would probably follow the ex- 
ample of other similar codes in laying 
down rules to govern the relationships 
between fellow workers. This seems 
both desirable and important. In pro- 
fessional organizations, canons of this 
character have been adopted, in part 
at least, to protect individual members 
from unfair competition. Perhaps 
there is less need in the public service 
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for this type of protection, b-t there is 
great need for Karmony ane codpera- 
tion. Friction and lack of teamwork 
among government workers not onlv 
make for unpleasant -conditisns within 
the service but also lower the efictency 
and tend to defeat the ptrposes of 
government. It is thereforz quite as 
essential to have definite stendards of 
conduct to govern the reEtionships 
between fellow workers in -he public 
service as it is in professiona organiza- 
tions, though for somewhat different 
reasons. 

Finally, such a code ougki to state 
clearly the obligations that cvery gov- 
ernment worker owes to tæ public. 
It is the great distinction of £_| govern- 
mental activity as contrasted with 
private industry that the mocive in the 
former is service to the ecammunity, 
whereas the motive in the Etter usu- 
ally is profit to she individual owners. 
Public servants. therefore, have the 
high privilege of contributirg directly 
to the welfare of their fellow men in- 
stead of merely as an incider: to mak- 
ing profits for the private z~wners of 
industry. Witk this prividzge goes 
also a greater responsibility -han rests 
upon less favored workers, tc p_ace the 
interests of the community above all 
other interests. In order that public 
servants may be constantly reminded 
of this fact and may govern Lhz2ir con- 
duct accordingly, it is impozant that 
their obligations ta the puthe be set 
forth in their code of ethics. 


A Frew PROPOSED CANONS Fir A PUB- 
LIC SERVICE CODE 


This brings us to the consideration 
of specific canors for a pub-.c service 
code. It would be as futile és it would 
be presumptuous to undertaze a com- 
plete enumeration of the man; items 
that such a code ought to contain, and 
it is not our purpose to do so. At most, 
we shall endeavcr to set dow: & few of 
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the more obvjous essentials of the 
ethics of public-service, in the hope 
that they may afford a starting point 
for a more comprehensive effort. With 
this thought in mind, the following 
canons are suggested for the guidance 
of the public servant: 

1. He should at all times be courteous, 
especially in his dealings with citizens 
who come to him with complaints or for 
information, assistance or advice. 

At first thought this suggested canon 
may seem superfluous, for it would ap- 
pear that courtesy might be taken for 
granted. Unfortunately, however, it 
is not always present in public offices. 

2, He should give the bes: that is in hum 
to the work he is called upon to perform. 

` In reference to this canon, the writer 
wishes to disclaim any share in the 
popular view, still too largely held, 
that all public employes are loafers. 
Some of the most conscientious work- 
ers that may be found anywhere are in 
governmental services, and the average 
civil servant is probably no less indus- 
trious than the average employe of 
any of our large private corporations. 
Nevertheless, there are some public 
place holders, especially in branches of 
the service not yet touched by the 
merit system, who are greatly in need 
of the admonition given above. 

3. He should deal fairly with all citi- 
zens, and should not accord to some more 
favorable treatment than to others. 

A public servant should never forget 
that he is the servant of all of the pub- 
lic, not of any fractional part of it. He 
should therefore treat all citizens alike, 
regardless of their political affiliation, 
religious faith, racial extraction, or 
material wealth. 

4. He should not limit his independ- 
ence of action by accepting gratuities or 
favors from private citizens who have 
business dealings with the government. 

Comment on this is hardly necessary. 
There are, unfortunately, many indi- 
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viduals who have no scruples about the 
methods they employ in winning con- 
cessions from governmental agencies, 
and all too often, through the frailties 
of human nature, public servants fall 
victims to the subtle snares of these 
self-seeking membersof the community. 

5. He should never be a party to any 
transaction which would require him, 
as a representatwe of a department of 
government, to pass upon the quality or 
price of goods or services which he, in some 
other capacity, 1s offering for sale to that 
department. 


The impropriety of acting as buyer — 


and vendor in the same transaction is 
obvious. 

6. If a public servant is asked by his 
superior to do something which would 
jeopardize the vital interests of the public, 
he should first endeavor to dissuade his 
superior from pressing the request, and 
uf this method proves unsuccessful he 
should tender his resignation, stating 
publicly his reason for doing so. 

Many a public servant has had this 
problem to face. The solution sug- 
gested above is drastic, but there ap- 
pears to be no other proper way out. 
To make the problem even more dif- 
ficult, it usually happens that the issue 
is beclouded by other considerations 
also affecting the public welfare. For 
example, a faithful public servant may 
have continuous pressure brought to 
bear upon him to relax somewhat the 
enforcement of a law which interferes 
with the interests of the political fac- 
tion with which his superior is affliated. 
If this public servant resigns, he may 
simply clear the way for the appoint- 
ment of another person who would 
make no effort at all to enforce the law 
in question and thus leave the public 
welfare less protected than ever. 
Might it not be better, in a case of this 
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kind,.to make some concessions to the 
wishes of the superior and to stay by 
the ship lest even greater injury be 
done? At times, yes; at other times, 
no. Each case must be decided on its 
own merits. However, unless the issue 
is beclouded in the manner just indi- 
cated, no public servant ought to 
shrink from the drastic course pro- 
posed in the foregoing canon. 

7. A public servant who is charged 
with the enforcement of a law with which 
he ts not in sympathy should either sub- 
ordinate his personal mews or resign 
from the service. 

That a law may be poorly adapted 
to the needs of the community, or may 
even be positively injurious to society, 
is quite concelvable. A public servant, 
however, ought not to make himself 
the judge of its efficacy. 

8. He should work in full coöperation 
with other public servants in furthering 
the ends of government and in promoting 
public welfare. 

A public servant cannot be a law 
unto himself in the manner m which 
he does his work. If he is not animated 
with the spirit of codperation he will 
frequently retard rather than advance 
the cause of social welfare. 

9. He should be true to his obligations 
as a custodian of public property and 
regard its misuse or waste as as serious 
an offense as the direct misuse or waste 
of money from the public treasury. 

Public servants should be just as 
conscientious in the use and care of the 
property belonging to the people as 
they would be were this property their 
own. They should bear in mind, more- 
over, that the waste of public resources 
results in a weakening of the services 
that governments are established to 
render to the men, women and children 
of the community. 
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F all the professions so<:al work is 
the only one in whichin its early 
beginnings the practitioner has been 
commissioned by one grorp to per- 
form services for another grap. Social 
service, in its earlier forms of charity, 
starts with the impulse to seve, which 
is a common possession. Gradually 
out of service to the individval merges 
service to the community with the 
necessity not cnly for one group to 
serve another but for all to unite in 
promoting the common wea 
Thus, paradoxically, the efective- 
ness of social work as a przfession in 
the public interest, depends upon 
making its motives, its arns, its 
knowledge and even its “‘tec=nique,”’ a 
common possession, seemirzly aban- 
doning the usually accerzed basis 
of a profession as the organization of 
a group set apart througk exclusive 
ability to perform certain tasks. In 
contrast with this exclusive status the 
invasion of all professiom by the 
modern social ideal tends te the same 
effort to share knowledge: with the 
community. The relation œ the medi- 
eal profession to public health edu- 
cation is an illustration. A =rcfession, 
on the ethical plane, tends 1c become 
the use of knowledge and sl for the 
common good, and since serxic2 in the 
common good is not the finction of 
any single group, both the <nowledge 
and the skill of a profession may be 
increasingly shared with ochers who 
are working in the common -rfterest. 
The organization of a profession 
thus becomes an effort not ta maintain 


a status for the members but to enable 
the group, through its relationships 
within itself, to function more effec- 
tively than if its members had no such 
opportunity for united effort. Organi- 
gation is needed, again, to make possi- 
ble the relationships between different 
professions in the interest not of pro- 
fessional status or selfish advantage, 
but rather for the more effective 
functioning of each group in relation to 
every other group. Each group in its 
field must be the pioneer to push 
forward the frontiers of knowledge in 
order that the knowledge may ulti- 
mately become the common possession. 
At any one time, therefore, each group 
in its own specialty is necessarily in 
advance of the community, both in 
knowledge and in skill, but the share of 
the community in the ultimate ob- 
jective of any profession must be 
constantly in mind. 

These generalizations are advanced 
merely as a basis for definmg what 
seems to us the stage of development 
of the profession of social work. 
Social workers have lacked, perhaps 
fortunately, the type of organization 
which is designed to maintain a 
privileged status for its members. 
The tasks of social workers have in 
their very essence depended upon the 
altruistic spirit of the community. 
The need for professional organization 
of social workers arises from the 
recognition that a group can function ` 
more effectively than a mere collection 
of individuals. But the dependence 
of the group upon enlightened citizen- 
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ship is increasingly recognized as the 
guiding principle of the professional 
organization of social workers. 


HISTORICAL DEVELOPMENT OF 
Socran WORK 


In contrast to the historical de- 
velopment of other professional groups, 
which began with the association 
together of practitioners and whichonly 
in recent years have undertaken the 
education of the community to co- 
operate in the work rendered by such 
professional groups, social work as a 
profession has grown out of a con- 
sideration of the problems involved by 
a broad body representative not merely 
of persons professionally engaged in 
such -work but also of public spirited 
citizens. This body is the National 
Conference of Social Work, which 
held its first meeting in 1874 in con- 
nection with the American Social 
Science Association. Starting as the 
National Conference of Charities and 
Correction it grew in scope and num- 
bers and, under its present name 
adopted in 1917, it is approaching its 
fiftieth year. 

The first National Conference in- 
eluded representatives of boards of 
public charities from nine states and 
the discussion covered state laws and 
administration with reference to in- 
sanity, criminality and pauperism. 
During the first decades discussion 
centered upon the care of “dependents, 
defectives and delinquents” but even 
in the second year some attention was 
given to such problems as immigration. 
In the second year, also, it was found 
that persons not officially connected 
with public charities and correctional 
boards were desirous of attending and 
were competent to contribute papers. 

The discussion of the care of de- 
pendents, defectives and delinquents 
was soon supplemented with an em- 
phasis upon prevention, and this word, 
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with such other declarations as “the 
charity of today is the justice of to- 
morrow,” became the keynote of the 
Conference. In the last two decades 
the widened range of topics has 
brought into prominence a new and 
constructive note. The discussion of 
leisure time activities, such as play- 
grounds and recreation leadership, 
has been approached not merely from 
the standpoint of preventing de- 
linquency and ill health but also from 
the standpoint of developing a fuller 
and richer life and creating a spirit 
of tolerance and codperative work. 
similarly, the discussion of industry 
has not been content with papers on 
the care of the victims of industrial 
accidents, for example, and not even 
with preventive measures, but has 
taken up such fundamentally con- 
structive lines as occupation in re- 
lation to standards of hving, empha- 
sizing the vital concern of the whole 
community therein. 

From a handful of people dealing 
with problems in comparatively narrow- 
fields of social effort, the Conference 
has thus grown so that every state is 
represented in an attendance number- 
ing several thousand, and the fields of 
effort include family welfare, child 
welfare, hospital social work, occupa- 
tional therapy, probation, protective, 
parole and prison work, psychiatric 
social work, school social work, visiting 
housekeeping, vocational guidance, 
adjustment of immigrants, coördina- 
tion of social agencies, community 
centers, boys’ and girls’ clubs, play- 
ground and recreation, social settle- 
ments, civic work, housing, social 
legislation, public health nursing, so- 
cial hygiene, mental hygiene, tubercu- 
losis prevention, child health, in- 
dustrial hygiene, community health 
activities, social research, social sta- 
tistics, industrial investigation and 
public and private employment work. 
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RECOGNITION OF THE NEI FOR 
PROFESSIONAL TRAIFING 


With this growth in the 2onsidera- 
tion of the problems of socal work it 
was not until very recently hst atten- 
tion was directed to the quzlifications 
of the social workers. For cecades the 
Conference was content wila ts often 
expressed dictum that “ph _amthropie 
effort needs not only a kind heart but 
some intelligence.” Little taorght was 
given to defining the real subs-ance of 
this intelligence. Even avze> much 
progress had been made ir analyzing 
scientific methods of handlir z the vari- 
. ous types of work, there waz a persist- 
ence of the conception of -ne worker 
as merely a benevolent person “doing 
good to the pocr.”’ 

In 1897, however, a paper was read 
by Miss Mary E. Richmon= cn “The 
Need of a Training School In Applied 
Philanthropy.” In 1898 tke New 
York Charity Organizaticn Society 
established a summer trarmirg class, 
directed by Dr. Edward T. Devine, 
which has now grown inte the New 
York School of Social :Vcrk, the 

leading training school in te -ountry, 

under the direction, at present, of Porter 
R. Lee. In 1905 Dr. Grahar: Taylor, of 
Chicago Commons Social Settlement, 
established the Chicago I:stitute of 
Social Science, developing it into the 
Chicago Schocl of Civics and Phi- 
lanthropy, which has recently been 
succeeded by the Graduate School of 
Social Service Administrator in the 
University of Chicago. A* about the 
same time schools were es&b_ished in 
Boston and Philadelphia. An essen- 
tial characteristic of all these schools 
is their close relationship tœ the work 
of social agencies and organizations as 
providing opportunities for the student 
to engage in supervised fie work. 

In 1919, when an Association of 
Training Schools for Professional Social 
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Work was formed, there were admitted 
to membership nine universities and 
colleges and five independent insti- 
tutions as offering professional courses 
requiring the full time of students for 
one year or more. The membership of 
this Association now numbers twenty- 
two. 

Recognition of the importance of 
professionally trained practitioners in 
social work was impressively given at 
the National Conference of Social Work 
in 1915 by Professor Felix Frankfurter, 
of Harvard University Law School, 
who said: 


I submit that what has been found 
necessary for adequate training for those 
social activities which we call the profession 
of law and medicine, is needed for the very 
definite, if undefined, profession we call 
social work. I can not believe that the 
preliminary training of a lawyer, most of 
his life spent in the adjustment of con- 
troversies between individuals, requires 
less of a background, less of an understand- 
ing of what has gone before in life, less of a 
rigorous critical discipline, than is needed 
by those of you who go out to pass judg- 
ment on the social conditions of whole 
communities, by those of you who ad- 
minister laws like the minimum-wage laws, 
and the other social legislation now admin- 
istered . . . by social workers. Secondly, 
I can not believe that a training fit to 
discipline people who shall guide and deal 
with the social forces of the day, can be 
done in less time than the time found 
necessary for the training of lawyers. 
Thirdiy, I can not believe that the expe- 
rience of medicine and law as to the quality 
of teachers to train men in those professions, 
applies less in regard to teachers of social 
work. 


ORGANIZATION OF PRACTITIONERS 


Organization of the practitioners has 
developed in three ways: In local 
groups, In groups of workers in 
specialized fields, and more recently in 
an all-inclusive association. Locally, 
social workers’ clubs have been formed 
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in many cities. These have for the 
most part been loosely “organized, in- 
cluding not only professional workers 
but interested laymen for the dis- 
cussion of social work problems. In 
recent years, however, an increasing 
number of these clubs have shown a 
more definite professional conscious- 
ness and have established standards of 
admittance limiting their membership 
to professional workers. In special- 
ized fields such organizations have 
grown up as the American Association 
of Hospital Social Workers. The 
National Federation of Settlements, 
while in some measure attended by 
members of boards of trustees and 
volunteer workers, is mainly composed 
of those who are professionally engaged 
in settlement work. The National 
Association of Visiting Teachers and 
Home and School Visitors, organized 
in-1919, has now one hundred and fifty 
members, representing twenty-eight 
cities, half of whom are professionally 
engaged in this field of work. The 
American Association for Organizing 
Family Social Work unites the family 
case workers throughout the country 
in coöperation with the boards of 
directors of family welfare and charity 
organization societies to define and 
promote standards of work in this 
field. To mention but one more 
example of the organization of social 
workers in a specialized field, the 
National Conference of Tuberculosis 
Secretaries brings together each year 
several hundred workers who are 
serving as secretaries or managing 
directors of tuberculosis prevention 
societies. 

It is significant that the American 
Association of Social Workers, which 
is developing as the all-inclusive body 
of social work practitioners, is the 
outgrowth of an effort to study the 
qualifications of individual workers for 
specific positions and to place them. 
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From the experience of the National 
Social Workers’ Exchange as a co- 
operative undertaking of social workers 
to provide an employment service, 
there came a growing appreciation of 
the need for more definite study of 
standards of qualifications and vo- 
cational analysis of the various types 
of work. Committees of the members 
of the Exchange actively engaged in 
such studies, and this effort rapidly 
developed a consciousness of the 
professional implications which were 
involved. In 1921 the annual meeting 
of the Exchange, attended by more 
than 1,000 members, voted to expand 
the organization into the American 
Association of Social Workers. 

With a membership of two thousand 
and rapidly growing, this Association 
has earnestly undertaken the con- 
sideration of its own professional 
standards for admittance to member- 
ship. After careful discussion through- 
out the year by local groups in more 
than forty cities and by the national 
Council of the Association representing 
all sections of the country and all fields 
of specialization, the next annual 
meeting of the members in June, 1922, 
will have these standards before it for 
adoption. 


DEVELOPMENT OF PROFESSIONAL 
REQUIREMENTS 


Professional requirements are being 
worked out not merely on the basis of 
standards for admittance to this all- 
inclusive body, but also through 
careful consideration by committees of 
leaders m the various specialized 
fields. For example, a committee of 
the most experienced secretaries of 
tuberculosis prevention societies is at 
work on an analysis of the technique in 
this field and the qualifications im 
training and personality which are 
necessary. It is expected that as 
similar committees in each of the 
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„ Specialized fields of social work con- 
duct similar analysis, in coöperation 
with the research activites of the 
Association, definite concepticns and 
standards of what constitu'es a well- 
equipped and efficient pracitioner in 
each of these fields will be evolved. 
The combined result of suca work 
through a cours2 of years skoud bring 
about a more definite statrs Zor pro- 
fessional social workers. 

Thevocational bureau of tre Associa- 
tion, continuing its service ix. providing 
vocational information and advice and 
placement of workers, affords -hrough 
the body of data gained from i-s study 
of individual cases a basis for analysis 
and research. This has alæady been 
recognized by Professor James H. 
Tufts of the University cf Chicago 
through his use of such date in his 
study of training for social vorx, made 
for the Russell Sage Foundetian. 


. In the development of standards of. 


professional training the Ass ciation as 
representing the body of pzactitioners 
is codperating with the Association of 
Training Schools. The latter, at its 
meeting in Pitcsburgh in December, 
1921, mvited the Association cf Social 
Workers to appoint a cormittee of 
practitioners for this codperation. 

The first result of the Association’s 
research is a pamphlet, The Profession 
of Social Work, which presents, con- 
cisely, vocational informaticn covering 
all the fields of sccial work. This is 
proving of greaz value in celleges and 
universities, in schools of s-acial work, 
in organizations choosing -he.r staffs 
and in response tc many r=qtests for 
information about fields end oppor- 
tunities. More than four thousand 
social workers are registered with the 
Association’s vocational bureeu, each 
of them providing information con- 
cerning training and experience. More 
than three thousand persors addition- 
ally have come to the þurzau for 
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information ahout training and oppor- 
tunity. As the Association’s research 
further develops, information will be 
made available to practitioners, execu- 
tives, boards of trustees and universities. 
A concrete instance of the need for 
such vocational mformation is to be 
seen In a recent request from the 
California State Civil Service Com- 
missior which stated that a number of 
positions, all in social work, were to 
be added to the State Civil Service. 
Information and advice were sought 
as to the salaries that ought to be 
paid and the qualifications which the 
workers should have. 

The growth of social work as a pro- 
fession has been greatly facilttated by 
periodizal publications in the field. 
Foremost among these is The Survey. 
The wniting of Charities and The 
Commons in 1904, and the absorption 
of six other smaller periodicals, 
developed one authoritative journal 
serving both as a medium for the 
interchange of social information and 
experience and as a means of acquaint- 
ing the general public with the facts 
concerning social conditions and the 
aims and methods of those at work for 
improvement. Many of the special- 
ized fields have established their own 
publications, as for example The Play- 
ground, serving the play and recreation 
movement; The Family, serving the 
family case workers; the Journal of the 
Ouidoor Life, serving the workers in 
tuberculosis prevention and also help- 
ing to educate the community along 
this line, and Hospital Social Berv- 
ice, serving those interested in that 
field. 

Mention should also be made of the 
influence which the development of 
the profession of social work in Amer- 
ica is having throughout the world. 
Visitors from European countries fre- 
quently show how much they are 
impressed by the organization of social’ 
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work in this country. And it is 
significant that the Czecho-Slovak 
Legation in America has no military 
attaché but is the first to have a social 
service attaché whose business it is to 
observe and investigate social effort in 
America and send back information to 
his home government. 


DEvELOPING Conscious TECHNIQUE 


At the National Conference of 
Charities and Correction (now called 
the National Conference of Social 
Work), held in Baltimore in 1915, 
Abraham Flexner discussed the ques- 
tion, “Is Social Work a-.Profession?” 
He developed six criteria for pro- 
fessions: 


(1) They involve essentially intellectual 
operations with large individual responsi- 
bility. 

(2) They derive their raw material 
from science and learning. 

(3) This material they work up to a 
practical and definite end. 

(4) They possess an educationally com- 
municable technique. 

(5) They tend to self-organization. 
” (6) They are becoming increasingly 
altruistic in motivation. 


These criteria he applied to various 
occupations. He ruled out plumbing 
as acting on the instrumental rather 
than on the intellectual level, and as 
having shown “as yet no convincing 
evidence that the spirit of plumbing is 
becoming socialized.” Banking he 
disqualified as being as yet far from 
“the application of economic science,” 
with its practices still too largely 
empirical, and with the motive of 
financial profit too strongly stressed. 
Medicine, law, engineering, literature, 
painting and music he regarded as 
“unmistakable professions.” 

Social work he excepted as.a voca- 
tion requiring intellectual activities 
but lacking independent responsibility, 
because he held that having localized 
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a problem “the social worker takes - 


‘hold of a case, that of a disintegrating 


family, a wrecked individual, or ‘an 
unsocialized industry,” but is driven 
usually to invoke another agency, the 
doctor for illness, the school for ig- 
norance, the legislator for poverty, so . 
that “the responsibility for specific 
action thus rests upon the power he 
has invoked.” Social work, in brief, 
is a mediating activity, without the 
definite and specific ends of medicine 
or law, but appearing rather “as an 
aspect of work in many fields.” In 
line with this thought he concluded 
that “well-informed, well-balanced, 
tactful, judicious, sympathetic, re- 
sourceful people are needed, rather 
than any definite kind or kinds of 
technical skill.” 

This speech of Dr. Flexner’s has 
been a useful challenge to social 
workers. Many of them are pre- 
pared to agree that social work gives 
evidence of having arisen out of altru- 
istic motives rather than technical 
qualifications. They are quite ready 
to grant that the effectiveness of social 
work derives much of its power from 
close contact with other professions 
and from the ability to persuade 
members of other professions to bring 
their skill to bear upon the groups 
who are living in the community at an 
economic or social disadvantage. 


CONTACT WITH THE OTHER 
PROFESSIONS 


_ Close contact with the other pro- 
fessions is one of the inspirations of 
social work, but the contact consists 
not merely in the social worker’s 
calling in the doctor or the engineer. 


. Experience seems also to show that the 


more socialized the other professions 
become, the more they turn to social 
workers for light. When doctors be- 
come interested in public health not 
only are they the allies of social 
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workers in recognizing that tze zauses 
af poverty are also the causes of ill 
health, but they seek, also, to xppropri- 
ate the knowledge and expenience of 
social workers in dealing wth these 
causes of poverty as problen= r the 
individual or forthecommunity. Like- 
wise, nurses who aim to woz m the 
field of public health rather than in 
private work seek instruction i schools 
which have been built up o't of the 
experience of social workers. 

More recently, the .manmagement 
engineer and the social worzer have 
found coöperation necéssary. The 
management engineer has d.scovered 
that the success of industrial manage- 
ment is largely conditioned. by skill 
in human relations, and chet the 
efficiency and codperative altitude of 
« labor force is directly affect=d oy the 
organization of life in the cormmunity, 
while, in turn, industrial conditions 
affect the community life. MN atarally, 
when the management eng.neer ar- 
rives at that stage of thmking he finds 
that the social worker, approaching 
from a different direction has also 
arrived at the place whese recog- 
nition of the relations of t-ese two 
groups, the engineer and tze social 
worker, become highly destakle for 
the success of each group. Industry 
is being invaded by social workers, 
who are bringing their experience to 
bear upon problems of perscnnel and 
research as they affect hurran rela- 
tions. The Taylor Society has proved 
_ its recognition of these fact= by ad- 
mitting to its membership the so- 
called “‘social scientist,” ard recog- 
nizing in the experience :f social 
. workers in industry the ~ecessary 
qualification for admission.*#0 a pro- 
fessional group concerned w 2h prob- 
lems of management. 

The invasion of the sczocls by 
social workers is also proceeding 
rapidly. The visiting teacer finds 
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the need to build upon the experience 
of the social case worker. A recent 
report of the Vocational Guidance 
Association on the technique of train- 
ing for zhat occupation reveals com- 
mon ground with the experience of 
social workers. Indeed, the report 
was prepared by a committee whose 
secretary is also one of the secretaries 
of the American Association of Social 
Werkers. 

Similarly, the ministry is seeking to 
share in a type of experience which 
may be called, for want of a better 
name, the technique of the social 
worker. 

Only as social workers are prepared 
consciously to formulate their ex- 
perience as a guide for the practice of 
others, to make it available for these 
other groups, can they lay claim to the 
possession of technique. Their claim 
to permanence as a group, at least 
under present conditions, rests upon 
their ability to push forward to more 
effective experience and a clearer 
formulation of it, than at any one 
moment is shared with other groups. 
Toward what frontiers of skill and 
knowledge are social workers now 
pressing? 


Waar Is Socran Case Work? 


Under this title Mary E. Richmond, 
Director of the Charity Organization 
Department of the Russell Sage Foun- 
dation, has just published a book which 
she describes as “an introductory de- 
scription.” Incidentally, it is sig- 
nificant that it follows The Good 
Neighbor, in which Miss Richmond 
stresses the common possession of 
neighborliness, and Social Diagnosis, 
in which she subjects the experience of 
case workers to the same sort of 
searching analysis that physicians in 
medical schools are subjecting the 
recorded cases of medical practitioners. 

“There was real teaching in the 
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world long before there was a science 
or art of teaching,” writes Miss Rich- 
mond in answering the question, What 
Is Social Case Work? “There was 
social case work long before social 
workers began, not so many years ago, 
to formulate a few of its principles and 
methods. . Almost as soon as human 
bemgs discovered that their relations 
to one another had ceased to be primi- 
tive and simple, they must have found 
among their fellows a few who had a 
special gift for smoothing out the 
tangles in such relations; they must 
have sought, however informally, the 
aid of these ‘straighteners,’ as Samuel 
Butler calls them. Some teachers 
have had this skill, occasionally minis- 
ters of religion have had it, and secular 
judges, and physicians; though at no 
time has it been the exclusive posses- 
sion of these four professions or of 
any one of them.” 

An objection to regarding skill in 
social case work as the technical 
possession of a few is voiced by Miss 


Richmond. 


Even in our'own day, the skill of the 
social case worker who is able to effect 
better adjustments between the individual 
and his environment seems . . . to many 
... neighborliness and nothing more. 
There is a half truth in this neighborliness 
theory, for the good case worker must be 
both born and made, but its element of 
error is the failure to recognize how much 
is being done in social work to develop a 
native gift through training and specialized 
experience, a, 


Miss Richmond’s definition of social 
case work implies in itself a task re- 
quiring as much training and as much 
content as that of the teacher: “Social 
case work consists of those processes 
which develop personality through 
adjustments consciously effected, indi- 
vidual by imdividual, between men 
and their social environment.” 

How far actual results were achieved 
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in social agencies by the skill which 
any intelligent person “without previ- 
ous training but with tact and good 
will” might possess was a question 


which Miss Richmond sought to 


answer by a careful analysis of typical 
eases. She listed each act and policy of 
each case worker responsible for the 
treatment described. She secured six 
long lists of items which fell under the 
general heads of “insights ” and “acts. ” 
She divided these again and secured 
the following four divisions: 


Insight into individuality and personal 
characteristics 

Insight into the resources, dangers, and 
influence of the social environment 

Direct action of mind upon mind 

Indirect action through the social en- 
vironment 


Her-conclusion was this: 


As I examined the items of each list of 
particulars carefully, it seemed to me that 
each item might possibly have been thought 
of and carried out by a non-specialist. But 
trained skill was shown in the combination 
of these itemized acts, which no untrained 
person, however intelligent, would have 


achieved. ~ 


It is impossible within the limits of 


‘ this article to analyze more fully the 


claim of methods of interviewing and 
all of the other acts of diagnosis and 
adjustment to be regarded as the 
technique of case work. It is only 
possible here to point out that a de- 
partment of the Russell Sage Foun- 
dation is devoted wholly to research, 
teaching and publication in the field of 
family welfare, in which social case 
work is the instrument. Moreover, in 
the American Association for Organiz- 
ing Family Social Work, which in- 
cludes in its membership family welfare. 
agencies throughout the country, em- 
phasis is consistently placed upon a 
type of service which recognizes that 
one learns by experience and by 
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knowledge how best to achieve a 
desired result, and that this =xperience 
can be recorded, analyzed and passed 
on to others. This kind of case work 
is applicable not only in tke work of 
family welfare agencies, but in all the 
forms of social work with individuals, 
such as the activities of the -probation 
officer, the visiting school teacher and 
the vocational guide, and even the 
personnel director in industry who is 
charged with responsibility for ad- 
justing individuals to one arother and 
to their environment. By this proc- 
ess of training the native azility, the 
family welfare organizations „have 
emerged from the mere providing of 
food and shelter for the hemeless to 
the giving of service analogous in the 
social field to that of the Joztor ior 
physical ills. 


Is THERE a TECHNIQUE FOR 
Group WORKERS? 


The social settlement movement 
differed from the older relie: organiza- 
tions or even from the presert more 
highly developed family wetare agen- 
cies in its emphasis upon. activities 
carried on for and by whale groups 
who constituted the neighkors of the 
settlement workers. Boys’ and girls’ 
clubs and debating societies -n a settle- 
ment were a recognition of the value of 
the group for which more recent de- 
velopments in social psychology are 
giving a scientific basis. It seems 
fair to say that settlement workers in 
general have achieved less ay way of 
formulation of experience in methods 
of group organization thar have the 
case workers. ‘The settlement desired 
to emphasize what might be called 
“mere” neighborliness anc to elimi- 
nate any tendency to regard the resi- 
dents who made up its household as 
more expert in reighborliness taan any 
of their neighbors. 

Out of the great need, hcwever, for 


$ 
THE ANMALS OF THE ÅMERICAN ACADEMY 


new recognition of the value of the group 
in a limited neighborhood may develop 
the clearer formulation of experience. 


Rerorm MOVEMENTS 


In contrast with work for individu- 
als, either separately considered or in 
groups, are what might be called the 
mass movements for reform. Through 
them efforts are made to modify en- 
vironment, rather than to modify or 
adjust individuals in relation to their 
environment. Social legislation is one 
manifestation of the mass movement 
for reform. 

Perhaps the best illustration of, a 
consciously developed method of 
accomplishing reforms is the social 
survey. It was a committee organized 
bythe former Charities andthe Commons 
—the magazine of social work now 
called the Survey—which initiated and 
directed the now well-known Pitts- 
burgh survey. The term “survey,” 
itself, was taken over from the engi- 
neering profession by this group of 
social surveyors. Since that time the 
importance of the survey as the 
diagnosis of the community, directed 
toward the improvement of social and 
living conditions for all its people, has 
been demonstrated not only by the 
number of surveys undertaken, but 
also by the recognition that here was a 
tool requiring a combination of skill in 
its handling. How to bring groups 
together, to act together for a com- 
mon object, how to discover and record 
facts with such insight as to develop 
a sound program of action, and how 
ta communicate all this knowledge and 
the motive power for putting it into 
effect to the entire community, may 
be seen to constitute the technical 
problem of making surveys. 


RESEARCH 


The last of the four big divisions of 
sccial work, conceived functionally, is 
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research, if work with individuals, 
work with groups, and mass move- 
ments for reform be regarded as the 
other three. How far research which 
deals with social material can be 
accepted as ranking with pure science 
is a question not yet fully answered. 
Some years ago Mrs. Sidney Webb, in 
an illuminating article published in 
London Sociological Papers, 1906, 
-discussed the claims of social research 
to be regarded as a science. She 
pointed out that science uses three 
methods of procedure—observation, 
the analysis of documents and ex- 
periment. Of these, social research 
may use observation and documentary 
material. But im experimentation the 
individual investigator in social science 
is seriously limited. He. cannot, for 
instance, easily organize a trade union 
merely in order to study it and test its 
results, as a chemist can combine two 
substances and watch what happens. 
Nevertheless, the social scientist may 
bring to bear the power of observation 
upon the activities of the individual, 
a group, or a community, so as to 
record what might be regarded as 
an unconscious, involuntary experi- 
ment. 

The inadequacy, from a scientific 
point of view, of many of the ex- 
periments which a community under- 
takes is the failure to study their 
results and the difficulty of isolating 
factors so as to measure their relative 
importance. 

If the method of experiment has its 
limitations for the social scientist he 
may find some compensation in the 
fact that he has a method of procedure 
exclusively his own, as compared with 
the laboratory scientist, namely, the 
interview. The -interview may be 
merely for the purpose of securing in- 
formation from someone who possesses 
it, as the historian might find in the 
oldest inhabitant a source of facts in 
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the history’ of a town. Generally, 
however, the individual has a larger 
interest than this for the social 
scientist, for he finds in him not only a 
source of information, but a subject 
for study whose attitude of mind, 
experiences and emotions are all part 
of the material of social discovery. 

As in social research it is possible to 
recognize these definite methods of 
procedure, so it is also possible to 
develop the best way of approaching 
the task, to study forms of record 
keeping, and to acquire consciously 
the methods of interviewing which will 
yield the most accurate results, as 
contrasted with the clumsy efforts 
which may make it impossible to 
disentangle the true from the false. 
Here, as in all science, the method 
must evolve out of recorded experience, 
and the output of social research in 
the past few years seems to warrant 
the hope that it will give the basis for 
a more consciously developed knowl- 
edge of how to make discoveries in the 
field of social relations. 


PROFESSIONAL Ernuics For SOCIAL 
WoRKERS 


While thus far no definite and recog- 
nized code of professional ethics has 
been agreed upon by social workers, 
their devotion to ideals of service 
rather than to pecuniary reward, which 
has been uppermost since the begin- 
ning, is characteristic of a high ethical 
plane in their attitude toward their 
work. And the questions of ethics with 
respect to many problems which arise 
in daily practice are a subject of 
earnest thought and discussion in 
many groups. Out of this group 
thought and discussion a formulation 
of a code may be expected. The 
following tentative statements are 
suggestive of certain principles which 
would enter into such a code of pro- 
fessional ethics for social workers: 
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Practical activity and methocs which 
can be tested by results form -zhe real 
content of social work. Ls moving 
force is the will of the people to sub- 
ordinate the selfish interests of any 
individual or group to the sccial in- 
terests of the better community. If 
these aims are to be accomrplished, the 
social worker must find his satisfaction 
primarily in achievements o the com- 
munity, the group or the individual 
whom he serves. ‘This aim wil. under- 
he his code of ethics in his -elation to 
the community, to his clients and to 
his fellow-workers. 


H 


His zeal for the welfare cf tne com- 
munity must be great enough to impel 
him to seek an exacting standard for 
testing his own efficiency He will 
be eager to learn of the new _liscoveries 
of others, and alert to ircrease his 
knowledge of the social scieaces whose 
application to the problens cf social 
work will increase its effecti=eress. 


I 


In his relations with o-her social 
workers, he will have a protessional 
interest in the accomplishment of the 
group, will feel, therefore, a concern 
in the training and achievements of 
his fellow-workers, and will oe eager to 
contribute his own experieice to the 
knowledge of the group. Je will be 
especially interested in the develop- 
ment of younger workers, and im 
such conditions of work as will in- 
crease the capacity of every member of 
the profession end secure fer each the 
opportunities which will besz utilize 
and develop his powers. 


IV 


As the effort to suboriinate the 
selfish interests of any greur to the 
welfare of the community wil neces- 
sarily involve the social worker in 
controversial issues, he must make 
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scientific devotion to truth an essen- 
tial in his work. The quality of his 
work and his independence of judg- 
ment and action must never be sub- 
ordinated to the consideration of 
financial support. 


V 


He must be free to act and to ex- 
press his views as a citizen. His 
guiding principle must be, however, 
that he has chosen to serve the com- 
munity through social work and that, 
therefore, his best service as a citizen 
will be to conform to the standards of 
social work, furthering the scientific 
study of problems and the develop- 
ment of programs of action based on 
experience and facts. He will also be 
mindful of the importance of educating 
the citizenship of the community to 
meet its own social responsibilities. 


To those who challenge the right of 
social work to be called a profession, 
the answer of many social workers 1s 
that to them the question is to a certain 
extent academic and less important 
than the effectiveness of their service. 
They have, however, recognized the 
importance of studying methods, at- 
tracting able persons to their ranks, 
working out methods of training and, 
in brief, so improving the quality of 
the social workers as to make social 
work itself more effective. The an- 
swer to the question, “Is social work 
a profession?” is to be found not in its 
present content as it is most commonly 
understood, but rather in its activities; 
not in the status of social workers as a 
group apart, but in the process of 
functioning as a group with conscious 
recognition of its relations with other 
professions. After all, the test of 
public service in every profession ulti- 
mately rests in its power to enlighten 
all the citizens of the community. 
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Foreword: Ethics in Journalism 
By E. J. MEHREN 


Editor, Engineering News-Record; formerly Chairman, New York Conference of Business 
Paper Editors 


The teachers of the people must be 
actuated by high principles; otherwise 
society will sufer. Newspapers, maga- 
zines and business papers form a con- 
tinuation school which affects throughout 
life the graduates of every other educa- 
tional institution, be tt common school or 
unwersity. As is the press, so will be 
society. 

Observance by journalists, then, of the 
highest ethical standards is an impera- 
tive social necessity. There have always 
been sound rules of journalistic conduct, 
unformulated, seldom written, that have 
guided the best of our newspapers and 
magazines. The wide confidence which 
these journals enjoy ts evidence of the ex- 
tent to which they have lived up to high 
principles. On the other hand, there 
have been sertous lapses. 

It is with the purpose of cleaning up 
the sore spots, of raising the good to the 
level of the best, that we find in different 
parts of the country efforts to formulatethe 
journalistic conscience into codes. Some 
of these efforts are set forth in the articles 
by Dean Allen, Mr. Norris and Mr. Hill. 

Primarily, a code is a means of in- 
ternal professional discipline for each 
group. We must be our own judges. 
We must shame the violators and help 
reform habitually offending papers. 

But a code has a secondary value. It 
enables a profession to justify itself to the 


public. House-cleaning cannot go on 
without some evidence of it coming to 
public knowledge. Then will ensue con- 
fidence; esteem will replace the distrust 
that may now exist. 

Codes alone—mere expressions of sound 
standards of practice—will do some 
good, but to be of full value they must be 
accompanied by machinery for their en- 
forcement and punishment for their vio- 
lation. The medical profession enforces 
ats codes through the county medical 
societies; the legal profession, through the 
state bar associations. There is need in 
the journalistic world of an organization 
or organizations through which the social 
responsibility of journalists can find ex- 
pression. Here and there are state as- 
sociations of newspaper men and local 
clubs. The business paper editors have 
their organizations. Is the time not ripe 
for an Institute of Journalists which will 
carry the banner of high purpose for the 
whole profession and stimulate the organ- 
ization of functioning subsidiary or afili- 
ated bodies in every part of the country? 

With the heavy responsibility resting 
on journalists, a responsibility of supply- 
ung mental food and guidance to millions, 
a responsibility of teaching the entire 
people, can journalists afford to do less 
than bind the whole craft together for the 
erection and maintenance of high stand- 
ards? 
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The Social Value of a Code of Ethics for Journalists 


By Eric W. ALLEN 
Dean, School of Journalism, University of Oregon 


ECENT criticisms of the Ameri- 
can newspaper, sweeping and 
condemnatory, of which Mr. Upton 
Sinclair’s Brass Check may be taken as 
the extremest example, igno~e so many 
factors in the social probem. of the 
press, in its past, in its presant, and in 
its future, that zhe final resclt is much 
heat without any appreciabls lizht. 

Yet the. questions Mt Sinclair 
attempted to raise, and faifed to raise 
in any effective way in the mind of the 
profession because of the int=mperance 
of his methods, are importart cnes and 
worthy of study. An edtrated and 
idealistic newspaper writer. employed 
by one of the leading Hew York 
dailies, suggested to the writer that 
Mr. Sinclair’s book was important 
enough to deserve—what? Not con- 
futation, but rewriting by some careful, 
independent, trained investigator, who 
could work without excitemeat, who 
would accurate-y define all his terms, 
and guard and support eve~y zeneral- 
ization with adequate docu-nentation. 
For it is the generalizations n the book 
that are important if true, and in so 
far as they are true. 

Fresh from a rereading cf Mr. Sin- 
clair’s eloquent Philippic 3 was the 
privilege of the writer to serve as host 
to'a hundred responsible newspaper ed- 
itors, most of them newspa>er owners, 
representing very nearly all tke larger 
papers of one of the west=rn states. 
They had trave'led, some of them, hun- 
dreds of miles to be presen at a two- 
day session at the School of Journal- 
ism of their state university for the 
discussion of newspaper pzoblems. 
Nor had these discussions ~o {o prin- 
cipally with advertising rate., wire serv- 


ice, caerges for job printing, or wages. 
The point of most intense and general 
interest in the conference was the adop- 
tion of a code of ethics for journalism 
whick has since been described by the 
Editor and Publisher of New York, a 
leading professional magazine, as strik- 
ing “the highest note that has been 
sounced in American journalism.” 
This code was passed unanimously, and 
a subsidiary motion was passed that it 
should be given fullest publicity in 
order that the public may “check us 
up if w2 fail to observe it.” 


SALVATION OF THE Press wiru Its 
Own PERSONNEL 


Th2 writer sat where he could see 
the faces of these men; their records, 
their successes and their failures he 
had okserved for years; he knew the 
spark of genius here and perhaps the 
mental limitation there. With many 
he hed been asked to consult in times 
of personal crisis and honest doubt. 
Then came to his mind the picture of a 
debased press, so fervently presented 
by tke college professors, the sociolo- 
gists, the free lances, of whom Mr. 
Sinclair is only one,'—the picture of 
slavish repression, malicious careless- 
ness, conceited ignorance, and content- 
ed ecrruption—and the thought came 
to him that the salvation of the Ameri- 


1 Ne slur is intended upon the report of the 
Intereatrch World Movement on conditions in 
Pittsburgh. This document is of a different 
type and calls for a reasoned answer from those 
who feel aggrieved; clamorous counter-propa- 
ganda-and charges of sedition are aside from 
the peint. The reaction of the press itself to 
the report is shown on pp. 311 and 312 of 
Public Opinion and the Steel Sirike. Harcourt, 
Brace & Co., 1921. 
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can press is with these editors more 
than it is with those critics; that the 
critical picture is overdrawn and lacks 
perspective and proportion. 

The most virulent critics of the 
press as it exists do not deny the pres- 
ence in the working personnel of the 
profession of a tremendous element of 
good will, character, technical knowl- 
edge, and aspiration for social improve- 
ment. The most satisfied of the 
newspaper’s defenders—and there are 
many who point with pride to the con- 
trast its present condition makes with 
its often erring past—cannot overlook 
the imperfections of the present and 
the need for vigilant care lest progress 
-slacken and retrogression or decay set 
in. He would be an incurable optimist 
or a careless observer who would say 
that the morale of the press has not 
received grave wounds in the period of 
the War and Armistice. Yet even 
since 1914 certain constructive changes 
have been initiated within the body of 
the profession itself that may ultimate- 
ly far outweigh in effect the degenera- 
tive influences of the orgy of hatred, 
narrowness and propaganda. Some of 
these will be specified later. 

The modern press, as we know it, is 
less than a hundred years old. Three 
generations, in this country at least, 
have witnessed nearly the whole of the 
evolution of the journalist, the man 
who regards the gathering, presenta- 
tion and interpretation of the news of 
the world as a science and an art, and 
its practice as a profession. Before, 
say, 1830 we have in journalism only 
the psychology of the pamphleteer and 
the politician applied through one of 
the collateral activities of the job 
printer. Even today a careless ap- 
prentice system furnishes nearly all the 
training for what must become, in any 
really well-ordered system of society, 
one of the most learned and scrupulous 
of the higher professions. 
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The problems of journalism can 
never be disconnected from the dilem- 
mas that confront society as a whole ` 
and every newspaper office decision 
arises in some way from and has a 
reactive effect upon economic and 
social forces that play upon the com- 
munity at large. In a perfect society 
good journalism would be easy. Yet 
he who proposes to reform society as a 
necessary precedent to developing a 
better journalism is lost to all sense of 
proportion; the very function of good 
journalism is to work toward a better 
society; the newspaper is to be justified 
as an instrument and not as an end. 
To wait for society to demand better 
newspapers is to wait too long; be- 
sides, there are more signs of hope 
within the profession itself than are 
yet to be observed in the effective de- 
mand of newspaper patrons, subscrib- 
ers and advertisers—society. 


NEWSPAPER PUBLISHERS oF TODAY 


The newspaper publishers of today 
are men of varied origins and training. 
Many began their careers as printers; 
others inherited or invested in news- 
paper properties. The advertising 
solicitor, the circulation man, the 
newsboy, the office boy, the printer’s 
devil, have developed into controllers 
of policy as frequently as the man who 
served his apprenticeship, such as it 
was, in the gathering and writing of 
news. An acute business judgment is 
a more uniform characteristic than any 
familiarity with the social effects of 
journalistic policies. Yet it is this 
personnel that is the strongest force 
behind the effort to raise journalism to 
a position as one of the learned and 
scrupulous professions. It is these men 
who are the backers of the new schools 
of journalism and it is they who en- 
courage the teachers of journalism to 
criticise freely, to set up such ideals as 
they are capable of conceiving and 
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presenting, to face the fazts of the 
situation and ta seek ezhica. sclutions. 
The sons of such men forum a large 
portion of the student bocies of the 
better schools of journalism wh. ch have 
been established in the asi dozen 
years. l 

These, too, are the mea who, in 
many of the western states, gather 
year after year in their state cniversi- 
ties in ever increasing nambers to 
discuss professional probsems with 
each other and with the fasulcies and 
students of the schools of sournalism. 
It was such a body of men tlrat adopted 
the Kansas Newspaper Coce n 1910, 
and such a body that decided z0 make 
clear to the public a ratker definite 
statement of their professional prac- 
tices in Oregon in 1922. 

It is becoming old-fashioned in such 
meetings to deny that there3s room for 
further progress in journalizm, or, that 
study of newspaper problems may be 
of some effect. The old tencency to 
resent and swe2pingly rep.diete any- 
thing said in cziticism of tne press is 
disappearing from the newspapers 
themselves. ‘The old-time editor not 
only did this but did it in. uch a way 
as deeply to wound the sprit or repu- 
tation of the person wht cared to 
criticise. 


SOCIAL NEED FOR A CLARIFIED 
CODE 


The old theory—for pubic con- 
sumption—was that all newspaper 
men, without taking thoughz, raturally 
from the first day of their careers 
mystically knew all the ethizal implica- 
tions of their acts. 

“The very fact that īł becomes 
necessary to publish a defirite code of 
the ideals to which most jouzna-ists have 
subscribed from the day the, entered the 
profession,” savs Henry Fords Dear- 
born Independent, “is proofthat some- 
where all is not as it should be.” The 
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premise and the conclusion of this 
reasoning both seem to be that perfec- 
tion has not yet been obtained; which 
is correct, but the italicized words 
picture a miracle that hasnot happened. 

The New York Times, in the more 
light-hearted of its editorial columns— 
“Topics of the Times”—takes much 
the same stand, narrowing the accusa- 
tion down to the Oregonians whose 
adoption of a code calling for papers to 
be conducted, says the Times, “as 
reputable papers have always been” 
is characterized—light-heartedly—as a 
confession of past wickedness. ` Light- 
hearted, too, was the Times in violat- 
ing three or four sections of the code by 
stating out of its own inner and in- 
correct knowledge that the Oregon 
document was not written “by a 
newspaper man or even a journalist.” 

The written code is an instrument of 
education. It is not a confession of 
wickedness nor is there anything 
light-hearted about it. Its function 
is to make clear not only to the univer- 
sity trained neophyte but to the un- 
trained man in the profession, to the 
critical public and to the publisher 
himself the premises and the type of 
reasoning upon which newspaper de- 
cisions must be based and upon which 
erroneous decisions are rightly to be 
criticised. 

The reasons behind newspaper de- 
cisions are not, upon the whole, well 
understood by the public. Many a 
conscientious act, public spirited in its 
intent, is interpreted as wanton cruelty 
or sordid sensationalism, or attributed 
to commercial motives. On the other 
hand, many a publisher utterly mis- 
takes what the public interest really 
demands, or even acts upon incentives 
which he regards as legitimate but 
which sound principles of journalistic 
ethics should forbid. 

if any body of thought ever de- 
manded clarification, systematization, 
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and logical analysis, it is that of the 
ethics of journalism. «The “codes” so 
far formulated, are only a basis—a 
sound basis, it is to be hoped—for much 
further study and discussion, leading 
finally to treatises, much more com- 
plete, upon the actual practices ac- 
cepted by the profession. 


ErsicaL DILEMMAS OF THE WORKING 
JOURNALIST 


A few problems, easy perhaps to 
closet philosophers, but still extremely 
puzzling to the working journalist, may 
be cited to demonstrate the need of 
ethical study and teaching. 

What is the highest duty of the press 
in time of war—a great war, believed 
to be a righteous war, a war dangerous 
to the very existence of the nation? 
“Tell the unvarnished truth as I see 
it,” replies one, and if he sees the truth 
in unpopular aspects he loses his paper 
and perhaps his liberty. 
to help win the war,” says another 
extremist. Most editors in the last 
few years have stood on middle ground, 
some toward one limit and some toward 
the other, leaving the public confused 
as to what to believe in the papers, and 
more than ever inclined to doubt the 
integrity of the press. 

The Oregon Code, like all the journal- 
istic codes published to this time, is 
emphatic throughout in its emphasis 
upon the importance of telling all the 
truth; yet the qualification enters in- 
conspicuously in various connections 
that “if the public or social interest 
demands”—decidedly not the per- 
sonal or commercial interest of the 
publisher or editor—suppression is 
allowable. 

What does this mean? 

What does it mean in case of a 
second-rate war, or a third-rate war 
with Haiti or Santo Domingo? What 
does it mean in such a struggle as that 
in the northwest in which the Non- 
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Partisan League is involved? Or when 
communism threatens what most edi- 
tors consider the social and public 
interest? Even the struggle between 
parties, far less bitter than of old, may 
still supply honest editors with doubts. 
The editor’s conception of the “public 
or social interest” is an element that 
it seems dangerous to leave in the code 
or to take out. Is it, after all, or will 
it in time become, his duty to tell the 
truth though the heavens, in his judg- 
ment, will fall? 

A code must not legislate. There is 
no organized body in journalism that 
has sufficient prestige to speak for the 
profession or greatly to influence its 
practices. Yet newspapers vary from 
the honest and courageous to the su- 
pine, and a code can set as a minimum 
the best practices of the profession, and 
as the optimum the state of perfect 
knowledge, perfect good will and per- 
fect courage. And in both its aspects, 
the disowning of inferior practices and 
the setting up of an ideal, the code can 
become a constructive influence in the 
profession. 

The editor’s belief as to what con- 
stitutes “public and social interest” 
can be affected only by the gradual 
moralization and rationalization of all 
society, by education of the young 
newspaper men and by logical criticism. 
For his informed judgment no written 
rule can be substituted. But more 
truth and much less concern with 1m- 
mediate results seems to be the path 
of progress. 

If a code could legislate, there is one 


problem of modern journalism, greatly 


intensified since the War, upon which a 
code maker would be tempted to try his 
hand. It is serious enough, perhaps, 
to attract the interest of the state, but 
there is little probability that any 
existing legislative body would adopt 
sound views upon the subject. It is 
that of propaganda. 
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Tae Day or TAE “Promerton” 
AGENT 


The despised “press agen:” of an 
earlier day has developed <=rst into 
the “publicity man” and ther. irto the 
“promotion” expert. Now be often 
bears a still more dignified tile. He 
is, perhaps, in a large corperazion a 
fourth vice-president; in polrics he is 
paid with tax money as “secr-tazy’’ to 
this or that official or “‘assistent secre- 
tary” in some department; Fe thrives 
independently as an “ageary’’; in 
large organizations he often rultiplies 
into a department; in some scores of 
universities he is camouflaged as © presi- 
dent’s secretary”” or as “pressor of 
journalism,” with duties to practice 
the lower functions of the profession 
rather than to teach the higser. His 
rame is Legion. He was fcxmerly a 
newspaper man, and a good me. He 
left the profession for a high=r salary 
than he was earning as reporzer or 
copy editor. The increasing power 
and prestige of the “promo-_om” in- 
dustry helps to anesthetise tL2 wound 
to his professional conscience =ad-pride. 
As a trained newspaper man ke reeded 
no written code to tell him tist it was 
wrong to sell his pen and to wite news 
for the public under the censo-sh_p of a 
private interest. 

He is a real problem; scoEing will 
rot eliminate him. He is reszectable. 
After a course in sophistry, necessi- 
tated by his self-esteem, k zomes 
to regard himsel? as ethical, and his 
own careful statement of his ~unctions 
exhibits him as a useful member of 
society. He worked for the govern- 
ment and helped win the War News- 
papers reject the great bulk of his copy, 
but apparently they accept ecough of 
it to justify his existence econam cally. 

No section of the Oregon ode has 
aroused so much discussior as the 
following sentence: 
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We will not permit, unless in exceptional 
cases, the publishing of news and editorial 
matter not prepared by ourselves or our 
staffs, beleving that original matter is the 
best answer to the peril of propaganda. 


Without the saving clause “excep-_ 
tional cases,” this rule would be as 
futile as King Canute sweeping back 
the tide. A great many cases are 
“exceptional” to this rule in average 
newspaper practice the country over. 
Not only is much of the most able and 
most highly paid journalistic talent of 
the country working today on these 
“exceptional cases” for private inter- 
ests but the new system, that has grown 
so great since the War demonstrated 
the efficacy of organized propaganda, 
has obtained nearly exclusive control 
of much of the most important news 
matter, and has nearly shut out the 
professional journalist from many of 
its sources. 

No more than any other tradesman 
does the promotion agent live by his 
vices. Heisstrong because of his virtues. 
The news he writes he writes well. 


. He is well trained; he has every reason 


for exercising great care in his work. 
He has sympathetic access to the prime 
movers in the events he records; he 
fortifies himself by reference to docu- 
ments; he has greater leisure than the 
reporter and often devotes it to a sound 
study of his specialty. His employers 
value his work because it is more ac- 
curate, fairer (especially to them) than 
the articles that used to appear as the 
result of their verbal interviews with 
reporters, and because his articles, after 
they are written, can be examined and 
perfected before publication. 


SOCIAL IMPLICATIONS OF THE 
PROMOTION SYSTEM 


Therefore the powerful men of the 
community prefer to speak through 
their promotion agents and, as a 
corollary, no longer submit with the 
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old freedom to the interviewing of the 
journalist. “There is my prepared 
statement; I have nothing more to add. 
If you have further questions to ask, 
leave them in writing and’ we will 
supply you with a supplementary 
article.” 

The social implications of this new 
system are serious in the extreme. 
The professional journalist is cut off 
from much of the most important and 


difficult work of his profession. He- 


loses the stimulus that comes from the 
necessity of careful research in dealing 
with the more complieated sort of news. 
He has lost this important function 
partly because he did not learn to do 
it well, because he often preferred 
“features” to facts, because he some- 
times wanted only a. “good story,” 
careless of the consequences to those 
most concerned, because he so fre- 
quently left the person who submitted 
to his questioning in a state of anxious 
and fully justified doubt as to the use 
that was to be made of his words. 

But only partly. Powerful indivi- 
uals never like to be cross examined, 
and now they: have largely exempted 
themselves from the questioning minds 
of the reporters who, with all their 
faults, represented the point of view 
and, as best they could, the interests of 
the public. 
these days is presented to the public in 
the words of the actors or their satel- 
lites, without evaluation through the 
“mind of the professional journalist. 

Whole sections devoted to the auto- 
mobile industry, columns of theatrical 
“notes” and even “‘criticism,’’ book 
“reviews,” much industrial, financial 
and real estate “news,” college and 
university items, stories of organized 
uplift movements, and a considerable 
body of political and administrative 
news from governmental centers are 
furnished to the press in the form of 
publicity “handouts.” Papers use 
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varying amounts, some very little; 
some freely. Al is more or less biased 
by private interest. 


Tue Business or A Written CODE 


The publication of a written code 
brings such questions as this to the 
forefront of discussion. They become 
more likely to receive thoughtful con- 
sideration. Perhaps the answer to this 
one—the problem of propaganda—will 
not be the elimination of the promo- 
tion agent; perhaps the best immediate 
step will be a practice of plainly label- 
ling all such matter with its origin and 
the character of its authorship; it 
would seem that fairness to the public 
could searcely do less. 

Economic laws are behind most of 
the tendencies of present day journal- 
ism. ‘The public is not willing to pay 
the newspaper for studious’ and un- 
biased and laborious researches into 
public and business questions while 
the private interests concerned are 
willing to .relieve the newspapers of 
this expense for the apparently trifling 
privilege of editing the copy from their 
own point of view. 

Police news and scandal, again, are 
cheap and-easy to get. The officers of 
the law and the courts, paid by the 
state, assume most of the expense of 
gathering the facts. A single reporter, 
stationed at a strategic point, can col- 
lect columns of readable news of this 
kind in a single day, while the economic 
reporter engaged on an industrial item 
might require greater ability and train- 
ing and yet have to work weeks upon a 
single article. The tendency, there- 
fore, can scarcely be ignored to let in- 
dustry and government assume the 
burden of the more expensive investi- 
gations, while the reporter employed 
by the newspaper concentrates upon 
the most productive matter—the cheap 
stuff. . 

If the public can be educated—and 
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it can—to like the latter {routine 
superficial sensationalism) end to ac- 
cept the former (news requiring re- 
search) in its new predigested form 
together with the little pinc} of poison 
the press agent inserts, we: have the 
beau ideal of gutter Journali-m. 

The business of a written «ode is to 
‘point out to all concerned ~azt there 
are deep social reascns why such 
tendencies must be resisted. Beyond 
the making clear of causes aad results, 
ethics, as a science, does not g9. From 
that point good will and chan intent 
must take hold: if these dc not exist 
society is in a perlous state. 


THE OrEGON Cop= 


The Oregon Code, reprinte1 pn page 
283, was written in acute awareness 
of the actual conditions esisting in 
the profession. It is comalete only 
in the sense that the author of the 
code was conscious and del serate m 
what he was leaving oct as well as in 
respect to what he was p tting in. 
Intra-professionel relations are not 
treated at all; zhe code stediss only 
the relation of th2 newspaper z society. 
What freedom of action an oner owes 
to an editor or an editor to 1 subordi- 
nate; to what extent the business 
office may advise the profeszicnal de- 
partments, and what attdtude the 
latter may assume toward th= business 
problems of the publication are 2ntered 
into not at all. The rego- Code is 
addressed to the responsible controll- 
ing power in the newspaper office; 
whoever may be in control, «a general 
or in a particular matter, these are the 
principles he should follow. 


PROPOSAL AND ApoPrDKr 


To an unusual degree, zlso, the 
Oregon Code is, in its owr state, a 
declaration by, as well as for tae con- 
trolling element in journalism. The 


adoption of the code was decxled upon — 
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by the Oregon State Editorial Associa- 
tion in its amnual session at Bend, 
Oregon, in July, 1921. This body is 
composed almost entirely of the owners 
of smaller newspapers, most of them 
weeklies or county seat dailies. The 
proposal was presented to this body by 
C. V. Dyment, a newspaper man of 
many years’ experience, who in 1913 
became a professor in the School of 
Journalism at the University of Oregon, 
and who has lately, in addition to his 
duties in the professional school, be- 
come Dean of the College of Literature, 
Science and the Arts. The Convention 
commissioned Mr. Dyment, who was 
the representative of the School of 
Journalism at the meeting, to take 
charge of drawing up a code which 
should lay the emphasis not upon such 
matters as the maintenance of rates, 
etc., but upon the ethical relation of 
the newspaper to the public. He was 
instructed to report at the winter 
meeting of the Oregon Newspaper 
Conference at the School of Journalism 
at Eugene, a larger body which includes 
besides the membership of the State 
Editorial Association strong represen- 
tation from the state metropolitan 
papers. 

Mr. Dyment first laid his code before 
the faculty of the School of Journalism, 
and then before the annual Conference 
which, as it happened, was the most 
representative body of newspaper men, 
both employers and employes, that had 
ever assembled in Oregon. All the 
Portland dailies were represented, 
nearly all the dailies in the state, an 
unusually large proportion of the 
weeklies, and a good scattering of the 
trade and class journals. In most in- 
stances the papers were represented by 
their controlling authorities in person. 


CHARACTER OF THE CODE 


The strength and the weakness of the 
Oregon Code can be expressed in the 
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same sentence: It consists in a declara- 
tion of principles upon which virtually 
all experienced and conscientious news- 
paper men say they agree. It is chary 
of either prescribing or condemning 
concrete practices. Under this code 
practices will differ, for editors will 
apply these principles differently. 

This can be illustrated from Section 
IJ, of the Code, “Justice, Mercy, 
Kindliness” (page 284). 
11, 12, 14 and 15 will in actual office 
practice come into conflict almost daily 
with Rule 13. Rule 13 means that the 
friend must be treated with the same 
cruelty with which the friendless 
. stranger is treated; that the eminent 
citizen and wealthy advertiser has no 
more right to privacy for his misdeeds 
than the resourceless stranger within 
the gates; that the tortured applicant 
who comes in person to beg the editor’s 
mercy may not have it unless the paper 
policy is equally merciful to all. Or, to 
put it conversely, the stranger is en- 
titled to the same kindliness and mercy 
as the friend, the poor as the influential. 

Such a code as this, setting forth 
principles rather than practices, can 
scarcely be “enforced” in American 
journalism as at present organized. 
However, it is expected by the State 
Editorial Association to have some 
“teeth” and possibly to effect some 
changes in the profession. In the first 
place, the public is taken. into the con- 
fidence of the papers. The School of 
Journalism, by request, has printed 
conspicuous wall cards in two colors, 
two feet by three, in which form the 
code will be displayed in the various 
newspaper offices where the public and 
` any complaining members of the public 
may see it. The State Editorial 
Association, also, has had stereotype 
plates made which are being sent to 
each paper in the state to make practi- 
cable the publication of the code in full 
by allthe papers, Many of the papers 
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in the larger cities printed the code 
without waiting for this assistance. 


APPLICATION OF Its PRINCIPLES 


The first section of the code, “Sin- 
cerity; Truth” (page 284), disowns all 
sophistries, and, in effect, pledges the 
paper that prints the code or displays 
it in the office to an observance of its 
principles. It “interprets accuracy 
not merely as the absence of actual 
misstatement, but as the presence of 
whatever is necessary to prevent the 
reader from making a false deduction.” 
It also accepts the duty of openly 
acknowledging error. The reluctance 
of newspapers to, retract erroneous 
statements and opinions in any whole- 
hearted way has an interesting history 
reaching back to some not ignoble 
English precedents of a hundred years 
ago, but under American laws and con- 
ditions today, remedy through the 
court is not adequate, and refusal to 
make a willing and wholehearted re- 
traction is often only stubborn mean- 
ness. ‘This the Oregon editors disown. 


CARE; COMPETENCY; THOROUGHNESS 


Section II, “Care; Competency; 
Thoroughness” (page 284), has more 
in it than appears at first sight. It is, 
in a way, a mandate from the press to 
the Oregon School of Journalism to 
regard journalism “‘as a learned pro- 
fession.” This is not the way his 
vocation is regarded by many a re- 
porter today, as anyone familiar with 
the American press well knows. Little 
midnight oil is burned in the study of 
the arts and sciences, or the funda- 
mentals of sociology, economics, poli- 
tics or religion by many reporters. 
Unlike the young ambitious lawyer or 
doctor, the reporter does not usually 
believe that success in his profession 
depends upon any intellectual effort 
aside from performing the tasks of the 
day; with the result that in many 
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instances he does not attzin a high 
degree’ of competency—or ~2ward, for 
that matter. What uni-ersity in- 
struction and guidance in fhis respect 
can accomplish, the next tventy years 
will tell. 


Moperaticn; CoNsERTATISM; 
PROPORTION 


Section IV, “Moderation Conserva- 
tism; Proportion” (page £35), is ex- 
pressed in general terms, kut it is not 
so moderate or conservative as it looks. 
Its meaning is clear. Ft declares 
against a certein type of newspaper 
well known especially in sh2 larger 
cities of the country. It is hard to see 
how atypical “tabloid illust-ated,” or a 
street sale thriller, issuing a sew edition 
every fifteen minutes with tke latest 
item shouting down the more important 
news of half an hour before could live 
under this rule. One Oregon news- 
paper, with admirable hcnesty and 
straightforwardness, entered a “reser- 
vation” against those parts zf zhe code 
which might be understood 10 militate 
against efforts et direct leacership and 
the emotional concentration of public 
attention upon even minor 23vils until 
they are corrected. The csse for the 
more fanatical sorts of jourralism is, in 
fact, arguable the paper = sound at 
heart and incorruptible and is ectuated 
by a sound principle; but the Oregon 
editors have definitely dec-mred for a 
more philosophical and proportioned 
presentation of news and opinion. As 
a matter of fact, Oregon :s a state 
characterized by an almost ertire ab- 
sence of sensational journal.sm; and it 
is not greatly the loser by tais fact. 


PARTISANSHIP AND PROEAGANDA 


Section V is devoted to ™Fartisan- 
ship; Propaganda” (page 2&3). Small 
countries like England ard France, 
with dozens or scores of papers printed 
in a centrally located metsopdlis and 
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equally accessible throughout the 
country on theday of publication or the 
next morning, can afford a partisan 
press or special papers adapted to 
various social groups or classes. Such 
an arrangement has certain advantages 
of itsown. But im America geography 
decrees that two or three papers must 
serve the entire population of a given 
area, rich and poor, ignorant and edu- 


' cated, Democrat and Republican, 


coarse and refined, conservative and 
radical. The American journal there- 
fore is too much like a public service 
corporation to make partisanship, m 
the. news at least, permissible. It is 
the American newspaper that has 
developed the “non-editorial” method 
of telling news facts, and which is 
struggling toward an unpartisan way 
of selecting news and governing empha- 
sis—a much more difficult matter. It 
is for this attempt that the Oregon 
papers have declared themselves. As 
for propaganda, it is a snake that must 
somehow or other be scotched, or it 
will choke out much of the best op- 
portunity in the profession. l 


PUBLIC SERVICE AND SOCIAL POLICY 


Section VI, “Public Service and So- 
cial Policy” (page 285), does not deny 
that the determination of “what the 
public wants” is and ever will be one of 
the great and puzzling problems of the 
journalist, but it does deny that the 


-gratification of the public’s whims is 


the foundation or only principle of 
journalism or that the newspaper edi- 
tor Is a mere merchant of information 
and entertainment. The public must 
have the facts; it must not be fooled or 
enticed to what the editor regards as 
right action; it must receive no prettier 
picture of the world than the facts 
justify; it is entitled to receive from the 
newspaper the factual basis on which 
it may, if it will, form opinions different 
from those of the editor, but the rules 
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of decency and good taste are not 


abrogated. Itis just as well, however, 
that this rule is not capable of explicit 
statement; papers ought to continue 
to differ as to what “social policy” 
prohibits and as to what complete 
frankness demands. 


ADVERTISING AND CIRCULATION 


. Section VII, “Advertising and Cir- 

culation”? (page 286), does not adopt 
the policy widely advertised by some 
Eastern publications of guaranteeing 
every statement: made and every 
article offered in the advertising pages. 
Such a rule implies vast facilities for 
investigation. It does promise, how- 
ever, that all matter will be barred 
which the publisher believes harmful 
or intended to deceive. 

A recent questionnaire sent out by 
the School of Journalism revealed that 
a considerable number of Oregon 
publishers are already excluding from 
their advertising pages considerable 
classes of copy. Some accept no oil or 
mining promotion schemes except where 
production isalready established; some, 


nothing speculative; some bar all- 
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medicines to be taken internally; some 
exclude cigarettes and one or two, all 
forms of tobacco. Many stated that 
they took no advertising which they 
believed fraudulent or harmful—the 
rule since enacted into the code. ‘These 
facts illustrate some of the difficulties 
that await the future author of a code 
which shall be explicit as to practices 
and which will not, like the Oregon 
Code, rest content with principles. 
There are mining and oil prospects 
which by reason of their location and 
management are good speculative in- 
vestments; there are some internal 
remedies which—while they may work 
evil by postponing the needed visit to 
the doctor—are useful and harmless; 
and many think tobacco is one of the 
blessings bestowed upon man by a 
kindly Providence. 

But conscience is alive in the news- 
paper profession; the writer knows 
many; many newspapers which sacrifice 
and have sacrificed profits to principle; 
and the establishment of a code is a 
step in the already active mobilization 
of the constructive ethical forces in 
journalism. 


The Practice of the Kansas Code of Ethics for 
Newspapers 


By Atrrep G. Hirt 


Lawrence, Kansas, sometime reporter on certain Kansas daily papers and on the Public Ledger 
of Philadelphia 


HE “Code of Ethics for News- 

papers” was adopted by the Kan- 
sas Editorial Association March 8, 
1910, thus making it one of the earliest, 
if not the earliest code of its kind 
adopted by a state association. The 
Code was largely the individual work 
. of the late W. E. Miller, a country 
editor living at St. Marys, Kansas. 
It represented years of thought and 


much work on the part of Mr. Miller, 
whose interest continued until his 
death two years ago, and who followed 
closely the gradual advance made in 
newspaper standards. 

An important contribution of the 
Kansas Code outside of the state has 
been the stimulating of other state 
associations and organizations to adopt 
codes which are beneficial, to say the 
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least. In this article, the Kansas 
Code, which is still pres:mably the 
standard for Kansas publi-ations, will 
be considered by sections =n relation- 
ship to its effect on Kansas newspapers 
after twelve years. 

As an early code there ar= necessarily 
imperfections, and it is significant that 
in a number of cases present accepted 
stendards have advanced beyond the 
stendards outlined by M- Miller in 
1910. Miss Ruth Armstrong. a gradu- 
ate in the University of Xansas De- 
partment of Journalism, ~h> is pre- 
paring her thesis on “he Ethical 
Responsibility of the Wewspsper,” 
states, however, that the Earsas Code 
is more comprehensive than many of 
the codes adopted by =ather state 
editorial associations since 1910. ‘The 
writer is indebted to Miss Armstrong 
for much information on which com- 
ment regarding the Kan.as Cede is 
based. 

As interesting as the Kznsas Code, 
is the discussion and argurzert printed 
by Mr. Miller at the time cd the Code’s 
adoption. Mr. Miler =w im the 
efforts then being made in Congress to 
restrict postal rights of newspapers, 
an indication that newspapers were 
guilty of offenses against ~rublic inter- 
est. He outlined these of senses under 
three headings: (1) influerrirg reports 
to serve the interest of lerger ad- 
vertisers; (2) influencing reports to 
serve political ambition-; and (8) 
offenses against the sensibitties of more 
enlightened people while irfluencing 
the reports to sate the <norbid ap- 
petite of those less enlightened. 

Mr. Miller called atterzicn to the 
presidential message of George Wash- 
ington advocating the -ransmission 
of newspapers and periodizals through 
the mails free of postage. Washington 
held that such publicecims were 
public utilities “because they were 
calculated to preserve he liberty, 
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stimulate the industry, and meliorate 
the morals of an enlightened and free 
people.” 

“The sensational journalism and 
larg> advertismg imterests of today 
were unknown then,’ Mr. Miller 
said. “The former does not melioraze 
the rnorals of the people, and the 
latter does not tend to the preservation 
of their liberties.” Mr. Miller urged 
that the postal restrictions were the 
natural result of newspaper policies 
that tended away from public inter- 
est. He advocated self-control of 
newspapers by the publishers them- 
selves along the right lines to prevent 
governmental restrictions. The Code 
was offered as a standard of guidance. 

“I do not anticipate that such a 
code would be practised to the letter,” 
Mr. Miller explained. “In our case 
we aave no power of enforcement and 
wart none. 

“We might have a state board of 
press discipline whose members are 
selezted by this association, and who 
are empowered by statute to hear 


- complaints and try offenders, but such 


a board is, like legal or postal inter- 
ference, subject to very serious ob- 
jections. We would better obtain the 
desired results by recommending that 
our state department of journalism 
imitate the example of that famous 
institution, Fordham University, which 
was the first law school in the land to 
offer a course in professional ethics, 
and urge that our University schcol 
take advantage of its fine facilities and 
offer a course in newspaper ethics.” 
Since that time, newspaper ethics 
has become a regular subject in the 
Department of Journalism of the 
University of Kansas in the course, 
“Newspaper Problems and Policies.” 
Fhe Kansas Code is in two general 
div_sions: first, for the publisher; 
secend, for the editor. Under the 
heading, “For the Publisher,” there 
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are four general headings to cover 
advertising, circulation, estimating 
(every small Kansas newspaper office 
has its job shop), and news (news under 
this heading being considered from the 
publisher’s standpoint). The code for 
the editor is briefer and deals largely 
with the presentation of the views of 
the editor. The Code will be given in 
full with discussion of its effect and 
actual practice following each general 
division: 
For THE: PUBLISHER 


IN ADVERTISING 


Definition. Advertising is news, or 
views, of a business or professional 
enterprise which leads directly to its 
profits or increased business. 

News of the industrial or commercial 
development of an institution which in 
no way has a specific bearing upon the 
merits of its products is not advertising. 

Beside news which leads to a profit, 
advertising also includes communica- 
tions and reports, cards of thanks, etc., 
over the space of which the editor has 
no control. Charges for the latter 
become more in the nature of a penalty 
to restrict their publication. . 

Responsibility. The authorship of 
an advertisement should be so plainly 
stated in the context or at the end that 
it could not avoid catching the atten- 
tion of the reader before he has left the 
matter. l 

Unsigned advertisements in the news 
columns should either be preceded or 
followed by the word “advertisement ” 
or its abbreviation. 

We hold that the publisher in no 
degree be held responsible for the 
statement of fact or opinion found in 
an advertisement. 

Freedom of Space. We hold the 
right of the publisher to become a 
broker in land, loan, rental and mer- 
cantile transactions through his want 
and advertising columns and condemn 
any movement of those following such 
lines to restrict this right of the pub- 
lisher to the free sale of his space for the 
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purpose of bringing buyer and seller 
together. 

This shall not be construed to 
warrant the publisher as such in 
handling the details, terms, ete., of the 
trade, but merely in safeguarding his 
freedom in selling his space to bring the 
buyer and seller together, leaving the 
bargaining to the principals. © 

Our advertising is to bring together 
the buyer and the seller, and we are 
not concerned whether it is paid for 
and ordered by the producer, the 
consumer or a middleman. ’ 

Acceding to any other desires on the 
part of traders is knocking the founda- 
tions out from under the advertising 
business—the freedom of space. We 
hold that the freedom of space (where 
the payment is not a question) should 
only be restricted by the moral 
decency of the advertising matter. 

We hold that the freedom of space 
denies us the right to sign any contract 
with a firm which contains any restric- 
tion against the wording of the copy 
which we may receive from any other 
firm, evento the mentioning of the goods 
of the first firm by name. 

Compensation. We condemn the 
signing of contracts carrying with them 
the publication of any amount of free 
reading matter. 

We condemn the acceptance of any 
exchange articles, trade checks, or 
courtesies in payment for advertising, 
holding that all advertising should be 
paid for in cash. 

We condemn the giving of secret 
rebates upon the established advertis- 
ing rate as published. 

Rates. All advertising rates should 
be on a unit per thousand basis and all 
advertisers are entitled to a full knowl- 
edge of the circulation, not only of the 
quantity but also of the distribution. 
Statements of circulation should show 
the number of bona fide subscribers, 
the number of exchanges, the number 
of complimentaries, and the number 
sold to newsdealers, and if possible the 
locality of distribution, in a general 


_ way. ` 


Position. Position contracts should 
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be charged a fixed percenfg2 above 
the established rate of the pacer, and no 
contracts should be signed wherein a 
failure to give the position required re- 
sults in a greater reduction izom the es- 
tablishedratethanthe positica premium 
. is greater than the established rate. 

Comparison. We consid=r it be- 
neath the dignity of a polisher to 
place in his columns statem=nts which 
make invidious comparisor between 
the amount of advertising earried or 
the circulation af his paper end that of 
his competitor. 

Press Agents and Unpaid + drertising. 
The specific trade name of az article of 
commerce, or the name of a:merchant, 
manufacturer or professienz] man 
Wirra Rererence to his wares: products, 
or labors should not be menioned ina 
pure news story. 

We condemn as against mcral decency 
the publication of any adv=riisement 
which will Osviccsuy lead tc any form 
of retrogression, such as privete medical 
personals, indecent massaze parlor 
advertisements, private meétrimonial 
advertisements, physician’s or hos- 
pital’s advertisement for the care of 
private diseases, which carry in them 
any descriptive or suggestive matter of 
the same. 


Under the “responsibilit> for ad- 
vertisements,” tne Code dis=uzses two 
important phases: First, there is the 
matter of unsigned advertisements. 
The Code declares unqualifedly that 
any matter for which paymer= s made, 
shall be clearly marked as such. 

It is notable that there is no limita- 
tion as to distinction in typozraphy for 
advertisements from news. ‘Ir. Miller 
in his printed article says: “Z have no 
objection to practically any method’s 
being used by tke advertiser tc induce 
the reader to read his adve-tizsement, 
provided the reader learns b2fore he is 
through that-it is an adver~sement.” 
Many Kansas editors: beL2ve that 
there is distinct room for argument on 
this point. Alsc, it must ke admitted 


‘this carelessness 


- vertisements. 
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that newspapers in some instances arè 
careless in meeting the present legal 
requirements that advertisements be 
plainky marked. or distinguished from 
unpaid matter. On the other hand, 
is becoming less 
noticeable and there can be no doubt 
of the attitude of disapproval of the 
pract:ce of former years of carrying 
“paic readers” as news matter. 

Th second phase of responsibilities 
considered by the Code exonerates the 
publisher from any degree of re- 
spons:bility for statements in the ad- 
Since 1910 such pub- 
licaticns as Good Housekeeping, the 
New York Tribune and others have 
assumed responsibility for statements 
in their advertisements, and it has 
been stated by representatives of these 
publications that the practice of as- 
sumirg such responsibility has been 
gcod business from a practical stand- 
point. The natural conclusion is that 
a district step may be taken in advance 
of the Kansas Code in regard to re- 
spons bility. In Kansas, no news- 
papers, as far as the writer knows, so 
obligete themselves. 

The plank concerning “freedom of 
space’ has more to do with the 
problems coming before a small-town 
editor. It is noted that the only 
limitažion which the Code assumes as 
to freedom of space is that of moral 
decenzy in the advertising matter. 

“Ir the case of many questionable 
speculative propositions there may be 
objection to this interpretation of the 
freedcm of space,” Mr. Miller states. 
“Upon these I hold that the freedom 
of spece demands that we take the 
moner, print the advertisement, but 
see that the copy is so worded that the 
resporsibility rests entirely with the 
promcter. We do not run speculative 
assuri-y associations to protect people 
from their misjudgments,” he con- 
cludes. 
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This statement is open to vigorous 
attack. It is notable ‘that very few 
Kansas newspapers publish advertise- 
ments ‘for wild-cat oil companies, 
mining concerns, and the like. Re- 
cently a Kansas City newspaper of the 
lurid type has devoted a section to 
speculative advertisements of doubtful 
nature, but the disapproval of a 


number of Kansas editors of such’ 


advertisements has been stated pub- 
licly. Kansas was the pioneer in 
“blue sky” legislation. The State 
Board passes on the right of promoters 
to sell stock in the state and the rec- 
ommendations of this board afford 
guidance for newspapers in acceptance 
and rejection of advertisements of 
speculative nature. 

A “touchy” case in regard to com- 
pensation for advertising is taken up 
in condemnation of the giving of secret 
rebates. In the past decade the 
small-town newspaper has made great 
advancement in more businesslike 
conduct of its business. No longer 1s 
the editor who is willing to accept 
potatoes for subscriptions considered 
in good standing by his associates. 
Another effect of the more busmesslike 
methods has been the standardization 
of rates. ‘The giving of secret rebates 
(which newspapers condemn so vigor- 
ously on the part of railroads) has been 
lessened. The writer has personal 
knowledge that this practice is con- 
tinued to a limited extent by some 
reputable newspapers, especially where 
competition is severe and publishers are 
anxious to make a showing in advertise- 
ments. 

The condemning of advertisements 
of doubtful decency is natural, and it 
is in this phase of advertising that 
probably the greatest advance has 
been made since the publishing of the 
Kansas Code. The . so-called aris- 


tocracy of Kansas newspaper men, 


which makes up the most of the 
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Kansas State Editorial Association, 
has contempt for the newspapers that 
publish doubtful advertisements and 
it must be admitted that an important 
reason for advancement in this line 
has been legal restriction. 


For tHe PUBLISHER 
IN CIRCULATION 


Definition. Circulation is the entire 
list of first-hand readers of a publica- 
tion and comprises the paid readers, 
complimentary readers, exchange 
readers, and advertising readers. 

Compensation. Subscriptions should 
be solicited and received only on a 
basis of cash consideration, the paper 
and its payment being the only ele- 
ments to the transaction. ; 

Newsdealers. The purchase of a 


‘quantity of papers should be made 


outright, allowing for no return of 
unsold copies. 

Gambling. We condemn the prac- 
tise of securing subscriptions through 
the sale or gift of chances. 

Complimentaries. | Complimentary 
copies should not be sent to doctors, 
lawyers, ministers, postal clerks, police 
or court officials for news or mailing 
privileges. 


Since the publication of the Kansas 
Code, the federal government has been 
putting into effect restrictions against 
unlimited complimentaries and delayed 
payments of subscriptions. ‘The same 
advance in business methods that has 
taken place in newspapers of recent 
years, has cut down the complimentary 
copy evil, also, and limited investiga- 
tion by the writer has failed to reveal 
any newspapers that had officials on 
its free list in return for special privi- 
leges. An exception to this statement 
must be made in regard to postal 
clerks. 

There is a special importance at- 
tached to the statement in the Code 
that subscriptions should be solicited 
and received only for cash and that the 
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payments for the paper be the only 
element of the transaction. There are 
a few Kansas newspapers which still 
give premiums for payment of sub- 
scription. This practice has decreased 
materially, however, and the old- 
fashioned newspaper subser-ption con- 
test is also a rarity in Kanszs. 


For Tae PUBLISH =R 
IN ESTIMATING 


Definition. Estimating is the science 
of computing costs. Its conc_usion is 
the price. | 

Basis. We do not faver the es- 
tabHshinent of a minimum rate card 
for advertising which would >e uniform 
amcng publishers, but we do favor a 
more thorough understand_ng of the 
subřect of costs and comm=-nd to our 
members the labors of the American 
Prirters Cost Commission cf the First 
International Cost Congrezs recently 
helc in Chicago. Let us learn our 
costs and then each establisixa rate card 
based upon our investmert and the 
cost of production, having nc ecnsidera- 
tion for the comparative ab lity of the 
advertisers to pay, or the semi-news 
nature of the advertisement. 

Quantity Discount. We =zousider i 
unwise to allow discounts greater than 
10 per cent from the rate >f first in- 
sertion for succeeding insertions. 


The material advance in tae business 
methods of computing posikle costs 
has been the result of self—nterest on 
the part of publishers; the Code, here, 
is merely a statement im favor of 
methods which will allow a air profit. 


For THE PUBLISHER 
NEWS 


Definition. Mews is the impartial 
report of the activities of mind, men 
and matter which do not offend the 
moral sensibilities of the more en- 
lightened people. 

Lies. Wecondemn against truth: 

(1) The publication of faze illustra- 
tions,of men and events of news 
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interest, however marked their similar- 
ity, without än accompanying state- 
ment taat they are not real pictures of 
the e~ent or person but only suggestive 
imitacions. 

(2) The publication of fake inter- 
views made up of assumed views of an 
indiv-dual, without his consent. 

(3) The publication of interviews in 
quotetions unless the exact approved 
language of the interviewed is used. 
Wher. an interview is not an exact 
quotetion it should be obvious in the 
reading that only the thought and 
impression of the interviewer is being 
reporzed. 

(4) The issuance of fake news dis- 
patckes, whether the same have for 
their purpose the influencing of stock 
quotetions, elections, or the sale of 
securrties or merchandise. Some of 
the greatest advertising in the world 
has >een stolen through the news 
colum:rs in the form of dispatches from 
unseripulous press agents. Millions 
have bzen made on the rise and fall of 
stock quotations caused by newspaper 
lies, sent out by designing reporters. 

Ingustice. We condemn against 
justice: 

(1) The practice of reporters making 
deteczives and spies of themselves in 
their endeavors to investigate the 
guilt or innocence of those under sus- 
piciom. 

Reporters should not enter the 
domean of law in the apprehension of 
criminals. They should not become a 
deteczive or sweating agency for the 
purpese of furnishing excitement to 
the readers. 

Nc suspect should have his hope of 
a jus. liberty foiled through the great 
prejudice which the public has formed 
against him because of the press ver- 
dict slvly couched in the news report, 
even 2efore his arrest. 

We should not even by insinuation 
Interpret of facts our conclusions, 
unless by signature we become per- 
sonal-y responsible for them. Ex- 
position, explanation, and interpreta- 
tion ehould be left to the field of the 
expers or specialist with a full con- 
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sciousness of his personal responsibility. 

(2) The publication vf the rumors 
and common gossips or the assump- 
tions of a reporter relative to a suspect 


pending his arrest or the final culmina- 


tion of his trial. A staff of reporters is 
not a detective agency, and the right 
of a suspect to a fair and impartial 
trial is often confounded by a reporter’s 
practise of printing every ill-founded 
rumor of which he gets wind. 

Indecencies. Classification: for the 
sake of clearness and order, crimes 
with which we will be concerned may 
be divided into those which offend 
against ‘the Pustec Trusr (such as 
bribery, defalcation, or embezzlement 
by a public official) ; those which offend 
against Private INSTITUTIONS or Em- 
PLOYERS (which are also often defalca- 
tions and betrayals of confidence); and 
crimes which offend against Privat 
Morauiry most often centering around 
the family relation. 

(1) In dealing with the suspicions 
against Pusriic Orriciats or trustees we 
urge that Onty Facrs put in their TRUE 
Retation and records be used in the 
news reports. 

(2) In dealing with the suspicions 
against agents of private institutions 
facts alone put in their true relation 
should again be used. 

(3) In dealing with the offenses 
against private morality we should 
refuse to print any record of the matter, 
however true, until the warrant has 
been filed ‘or the arrest made, and even 
then our report should contain only an 
epitome of the charges by the plaintiff 
and the answers by the defendant, 
preferably secured from their respective 
attorneys. 

No society gossips or scandals, 
however true, should ever be published 
concerning such cases. 

However prominent the principles, 
offenses against private morality 
should never receive first page position 
and their details should be eliminated 
as much as possible. 

Certain crimes against private 
morality which are revolting to our 
finer sensibilities should be ignored 
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entirely; however in the event of their 
having become public -with harmful 
exaggeration we may make an elemen- 
tary statement, couched in the least 
suggestive language. 

In no case should the reckless daring 
of the suspect be lionized. 

(4) Except when the suspect has es- 
caped his picture should never be 
printed. 


Naturally the news element has the 
greatest public interest. 

In regard to the condemning of 
untruthiul statements, there has been 
an advance since the adoption of the 
Code. There is now practically no use 
of fake illustrations and fake inter- 
views. However, interviews are still 
published in Kansas, just as in other 
states, which violate the requirement 
in the Code that only exact quotations 
be used in quotation marks. 

In the matter of injustice in the 
handling of news, the Code has a 
comprehensive statement. I believe 
that the small-town newspapers have 
less of a tendency toward injustice m 
forming public opinion regarding a 
criminal than a large city newspaper. 
I believe it fair to state that the effect 
of.the Code has been to call attention 
of editors to their responsibility in the 
matter of justice in a way that has 
brought favorable results. The con- 
demning of the practice of reporters’ 
making themselves detectives in con- 
nection with criminal cases, is sweeping. 
There are reporters who will justify 
themselves in limited activities im 
aiding the police in crime detection. 
The Code discusses the matter from 
the publisher’s viewpoint, which calls 
attention’ to an interesting comment 
made by Governor Allen of Kansas, 
who is proprietor of the Wichita 
Beacon. In a recent letter to Miss 
Armstrong, he states: 


It always remains a problem to secure 
from one hundred individuals united in 
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reaction that makes the paper az expression 
of.all you would have it be. 


The human element in a newspaper 
frequently prevents the living-up to 
the Code, even though the rublisher 
so wishes. 

There are members of the family of 
reputable newspapers whic do not 
meet all cf the requirements of the 
Code regarding so-called Indecency. 
In the publication of uncesia:n crime 
material it is doubtful whether much 
progress has been made since the 
Kansas Code was writter. In the 
opinion of the writer the rether upset 
conditions following the iVar have 
probably lowered standards of news- 
papers. Two specific suggestions of 
the Kansas Code are intere-ting: One 
is that the picture of a suspect should 
not be publisked’ except lo aid in 


. . apprehension; the other, the: doubtful 


crime material be kept off “page one 
position” when published. 


For rue Epiror 
VIEWS 


| Definition. Views are tlə impres- 
sions, beliefs, or opinions ~vhich are 
published in a paper, whethc> from the 
editorial staffs of the same, outside 
contributors, or secured ‘interviews. 

A Distinction. We hold <ast when- 
ever a publication confines the bulk 
of its views to any particcdar line of 
thought, class of views, or sidle of a 
mooted question, it becomes to that 
extent a class publication, and inas- 
much ceases to be a newspazer. 

An Explanation. You wll note by 
our definition cf news tha- it is the 
impartial portrayal of tze decent 
activities of mind, men ard matter. 
This definition applied to -lass pub- 
lications would be changed by replac- 
ing the word Imesrrian witi the word 
PARTIAL. 

In this section we will deal with 
Impartiattry in the presenta-ion of the 
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decent activities of the mind of the com- 
munity—with* the views or editorial 
policy of a paper. 

Responsibility. Whereas a view or 
conclusion is the product of some mind, 
or minds, and whereas the value and 
significance of a view is dependent 
upon the known merit of its author 
or authors, the reader is entitled, and 
has the right to know the personal 
identity of the author, whether by the 
signature in a communication, the 
statement of the reporter in an inter- 
view, or the caption in a special article 
and the paper as such should in no wise 
become an advocate. 

Influence (editorial), We should 
avoid permitting large institutions or 
persons to own stock in, or make loans 
to our publishing houses if we have 
reasonable grounds to believe that 
their interests would be seriously 
affected by any other than a true 
presentation of all news and a free 
willingness to present every possible 
point of view under signature or in- 
terview. 

Influence (reportorial). No re- 
porter should be retained who accepts 
any courtesies, unusual favors, op- 
portunities for self-gain, or side 
employment from any factors whose 
interests would be affected by the 
manner in which his reports are made. 

Deception. We should not allow 
the Presumen knowledge on the part 
of the interviewed that we are news- 
paper men to permit us to quote 
them without their explicit permission, 
but where such knowledge is certain 
we insist upon our right to print the 
views unless directly forbidden. 

Faith with Interviewed. An. in- 
terview or statement should not be 
displayed previous to its publication 
without the permission of the author. 

Bounds of Publicity. A man’s name 
and portrait are. his private property 
and the point where they cease to be 
private and become public should be 
defined for our association. 


The Kansas Code takes up a vital 
problem for every editor. As a general 
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tule the Kansas editor has made 
favorable progress along the lines 
outlined by the Code. The whole 
matter of editorial views simmers 
down to the personal responsibility of 
the editor in charge to be the spokes- 
man of public interest. The require- 
ment of the Code that editors keep free 
from financial influence is logical. 
Especially is this true of a few of the 
Kansas newspaper publishers and edi- 
tors, as Mr. Miller was undoubtedly 
aware. Scores of Kansas newspapers 
have been financed by banks, some- 
times to the embarrassment of the 
editors, and some cities have been 
fortunate enough to see two newspapers 
as spokesmen for two opposing bank 
factions. It is the natural desire of 
every editor to become free from such 
influence and this freedom is gradually 
being achieved. Likewise, the better 
class of bankers are realizing more and 
more that their financial interest in the 
newspaper does not carry with it the 
right of editorial influence unless the 
banker himself is the editor. 

The statement of the Code that a 
man’s name and portrait are his pri- 
vate property must meet limitations 
from the newspaper man’s standpoint. 
The Kansas State Editorial Associa- 
‘tion has not taken upon itself to define 
the point at which the rights of the 
private individual to prevent publica- 
tion of facts concerning him, extends. 
Every individual has the right of the 
protection of the law of libel against 
injustice by a newspaper, but it is a 
commentary either on the high stand- 
ard of Kansas newspapers or the 
inadequacy of the law that libel suits 
are very rarely successful. 

Individual planks of the Code from 
the standpoint of the editor are un- 
doubtedly violated; for example, re- 
porters, to the personal knowledge of 
the writer, are not immune from 
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special courtesies given by interested 
persons with selfish interests. Part of 
this is the fault of the publisher who 
winks at such practices or pays a low 
wage. 

It is difficult to judge the influence 
of the Kansas Code of Ethics except in 
a very general way. It has had its 
mfluence in the profession; it has 
turned the thoughts of its practitioners 
in the direction of the ethics to be 
adopted in the conducting of their 
business. On the other hand, the 
Code, as a code, is not studied with any 
frequency . by individual editors and 
publishers. Miss Armstrong, in con- 
ducting her investigation, received 
letters from scores of editors over the 
country in answer to her queries. Six 
of the most prominent leaders in the 
Kansas editorial profession discussed 
the ‘ethical phase of their business 
without mentioning specifically the 
code which their editorial association 
had adopted. However, the answers 
stating the individual opinions of the 
editors, lived up to, in every respect, 
the requirements specified by the Code. 

The statement by William Allen 
White, publisher of the Emporia 
‘Gazette, to Miss Armstrong is particu- 
larly illuminating: 


Generally speaking, I do not print any 
advertising in the Gazette which I could not 
personally guarantee. That means that 
I won’t use any patent medicine, travelling 
doctors, unregistered oil stock, or any 
unregistered stock, travelling fire sales, 
slaughter sales, and any sort of travelling 
merchandisers, and I refuse to print any 
advertisement to lure girls to the city for 
employment. We also refuse matrimonial 
agencies, and all that sort of thing. In the 
news end we have just one rule; the sub- 
scriber runs the paper and the advertisers 
have no right the subscriber is bound to 
respect, and in that way the subscriptions 
are kept up and the advertiser, in the long 
run, profits. , 
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The Ethics of Industrial Publishing 


By Heney H. Norris 
Managirs Sditor, Electric Railway Journal 


ITHIN twenty-five seers past 

the publishmg of -net type 
of class periodizals known as indus- 
trial papers has grown to be = business 
of large proportions. While exact 
statistics are not available, the volume 
of annual business is at lease. $50,000,- 
000 and more than 1,400 p-abEcations 
are issued. These are mainly of two 
variaties : trade or merchandising papers 
and technical papers, but tkere are 
others of a more general character 
while still lying within the industrial 
field. 


PECULIAR Natures or I[-<pusrriau 


PUBLISHING 


Tae publishing of businsss papers 
differs in many particuars from 
newspaper publishing. Wale their 
essential functions of gathering, dis- 
seminating and interpreting informa- 
tion are the same, the relaticn between 
the publishers on the one zaad, and 
thei> subscribers and advertisers on 
the other, is nct the same The m- 
dustrial publication reaches a class of 
readers who have special trade or 
technical interests, and it serves them 
along the lines of these interssts. The 
newspapers are addressed to readers of 
many kinds and with a wič range of 
interests. Every worthwhile indus- 
trial publication, therefore, accupies a 
posizion as teacher and lezder to a 
group of specialists, which ‘s small in 
number compared with the subscrip- 
tion lists of the newspapers amd general 
magazines of similar standirz. 

Because the cientele of tke business 
paper is small, the range being roughly 
two thousand to twenty m-es that 
number, the publisher anc Lis staff 
can maintain intimate corlact with 


their circle of readers. In fact, such a 
relation must be maintained if” the 
efforts of their publication are to 
succeed. He and his associates are 
active and occupy leading positions m 
the industrial organizations in the 
field of their paper, and they spend 
much of their time in visiting the 
important centers of activity in their 
specific industry. As a result they are 
personally acquainted with large num- 
bers of their subscribers, including prac- 
tically all of those who are leaders of 
thought and action among them. 

The relation of the business paper 
publisher to his advertisers is also an 
intimate one. The publisher is in a 
position to sense the marketing and 
even the production problems of the 
advertisers, due to the necessarily wide 
scope of his vision of the particular 
industry which they are trying to 
serve with their products. He thus 
can advise as to the form and matter of 
advertising copy, as well as the general 
features of advertising campaigns and 
detail plans. 

The intimate relation which exists 
between the business paper publisher 
and his clientele has rendered de- 
sirable, and in fact necessary, a special 
cade of ethics to cover his case. Not 
only is this true for the reasons already 
explained, but also, and particularly, 
because there is a close relation between 
the editorial and advertising columns 
of his paper. The editorial and ad- 
vertising departments are fundamen- 
tally addressed to the same people, for 
the same purpose. This is to enable 
the subscribers to do their work better 
and more economically. Thus, when 
a highway paper explains editorially 
how to build a satisfactory roadway, 
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- its advertising columns carry the 
message of the manufacturers and 
dealers who are prepared to supply the 
apparatus -necessary for the building 
of a highway, of the engineers who are 
expert in highway building, of book 


publishers who issue treatises on high-- 


way construction, of contractors and 
communities who require men to do 
` the higher grades of work in this field, 
and many others who need to be 
brought into touch with possible 
customers. 


ESSENTIAL INDEPENDENCE OF EDITO- 
RIAL AND ADVERTISING COLUMNS 


This parallelism between the edi- 
torial and advertising functions of the 
business paper involves coöperation 
between the corresponding departments 
of the paper, but not collusion for the 
purpose of giving an advertising tinge 
to the editorial columns. A danger 
with respect to the latter does exist 
and It is a serious one. The existence 
of this danger has, in fact, been the 
primary cause of the development of 
a special cade of ethics for business 
publishers. And a further reason for a 
code of ethics is that advertisers and 
subscribers may know that the pub- 
lishers adhere to high standards which, 
among other things, prevent improper 
use being made of the editorial columns. 

Of course, the actual editorial 
standards of reputable business papers 
have long prohibited the insertion of 
disguised advertising material such as 
“puffs,” “write-ups” and the like. 
The terms connote to the editorial 
mind a group of highly undesirable 
types of article. However, all editors 
have not applied the principle to an 
equal degree and a few papers have 
not appreciated the extent to which 
their best success depends upon com- 
plete independence of the editorial 
and advertising columns. The papers 
which have adhered to higher standards 
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have been in the majority for many 
years, but they have not attempted to 
formulate a code of principles until 
within a few years past because they 
have had no way of functioning as an 
industry. The fact is that industrial 
publishing has recognized itself as an 
industry for less than two decades. 


. Before this, although individual papers 


were provided to meet -the needs of 
different branches of industry, they, 
like the branches of industry with 
which they were identified, thought of 
themselves as isolated units. Gradu- 
ally, however, industry began to find 


_ itself as a national affair and, under 


the same centripetal forces which have ` 
been drawing the several branches of 
industry together, the related business 
papers have been drawn together in 
national organizations. These organ- 
izations have been formed to assist 
in the soluticn of common problems, 
to enable the publishers to stand 
together where their rights and privi- 
leges were involved, and to permit the 
codification of guiding principles which 
will tend to elevate the standards of 
service of industrial publications. 


Two Ports or View in BUSINESS 
PUBLISHING 


One of the salient problems con- 
nected with self-improvement in this 
business has been to determine the 
point of view from which industrial 
papers should be published. One 
might as well frankly face the fact 
that there were, and are still, two 
radically different points of view. 
From -one, industrial publishing is 
considered primarily as a business, 
the service feature being secondary or 
incidental. The other point of view 
is that in which the principal stress is 
laid on service to the industry in all 
its various phases, the advertising 
being included as part of the service. 
In this case, the profits of the business 
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are considered somewhat. of a by- 
product, the conviction © the pub- 
lisher being, however, that god service, 
intelligently placed from the business 
standpoint, will be sure toe receive 
financial reward. Essent&=lly, these 
two points of view in bu=iness pub- 
lishing are the same as trose which 
are met in the individua. citizen in 
everyday life. After all, what the 
publisher and the individual have to 
sell is fundamentally servic. 

There is reason, of cowse, behind 
both of these points of view. end there 
is not so much difference be-ween them 
as might appear at first sight. The 
difference while small is. however, 
vital. It is one of emphasis. Thus 
the attitude of one publishes says, “the 
profits first,” even if his words are 
different. That of the ether says, 
“the reader first,” whether he sub- 
scribes to a creed which fommulates his 
attitude or not. The later is the 
modern, progressive indwtrial pub- 
lisher. He is the one wh= has been 
forward in the movement z> raise the 
standards of the business. 

From what has been said. the reasons 
underlying the formulation of “Stand- 
ards of Practice for Business Papers” ! 
may be inferred. As publishers got 
together in their local ard national 
associations to discuss ther problems, 
they felt the need for some yardstick 
by which to measure them own per- 
formance along ethical Imes. Their 
idea was not to produce apalice code 
which would permit the =rmging of 


‘transgressors before the bar of in- 


dustrial publishing justice, kmt rather to 
draw an outline of wha- industrial 
publishing is at its best. Zhe “code” 
has been accepted in the sp=it in which 
it was drawn and, in the opinion of lead- 
ing publishers in this field, is ecomplish- 
ing its purpose. A glance through any 
good industrial paper todzy will dis- 
1 See Appendix, page 296. 


close little material in the editorial 
columns that’ bears the mark of dis- 
guised advertising, and little in the 
advertising pages that is extravagant 
in claim or derogatory of competitors. 


Tae Associatep Business PAPERS, 
INCORPORATED 


So much by way of a background 
for the “Standards of Practice.” Let 
us now examine briefly the organiza- 
tion which is promulgating them, the 
Associated Business Papers, Incor- 
porated. This is the outgrowth of a 
movement of the industrial publishers 
to get together nationally, which in 
1906 took the form of the Federation of 
Trade Press Associations in the United 
States. As the name of that organiza- 
tion indicates, there were already a 
number of local publishers’ associa- 
tions extant. . These had been formed 
from time to time to bring together the 
men engaged in this branch of the 
publishing business for the purpose of 
exchanging views and experience, at 
the same time enabling them to take a 
united stand where such action would 
be helpful to the industries which they 
represented and to their own indi- 
vidual industry as well. 

At its annual convention in 1913 
the Federation adopted a “ Declaration 
of Trade Press Principles,”? ten in 
number, which set forth frankly just 
what business publishing was trying 
to do and what the publishers believed 
to be the essentials of good service. 
Good service, the “Principles” stated 
to be the basis on which every trade 
paper should build its business. Such 
was a beginning which led naturally to 
the “Standards of Practice” which 
were adopted by the Federation in 
May, 1914, and were taken over by its 
successor, the Associated Business 
Papers, Incorporated. This, the 
present association, was formed in 

2 Reprinted on page 295. 
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1916, because the Federation proved 
_to be too unwieldy and loosely articu- 
lated an organization for the purpose 
of securing results in reasonable time. 

The new association, however,. built 
upon the foundation laid by its 
predecessor, and adopted as one of its 
requirements of membership a policy 
of strict adherence to the “Standards 
of Practice.” The’ association is not 
yet all-inclusive by any means, but 
this does not necessarily imply that 
papers not included in its membership 
are not willmg to subscribe to the 
“Standards of Practice.” Most of 
them, indeed, could easily satisfy the 
association on this score. It is signifi- 
cant, however, that a prominent 
requirement for membership in the 
“A. B. P.” is acceptance of the code. 
This fact. gives to the code the weight 
of authority and also establishes the 
reputation of the Associated Business 
Papers, Incorporated, as an organiza- 
tion which maintains high standards. 

In this connection it is interesting to 
note that the British Association of 
Trade and Technical Journals also 
has adopted “Standards of Practice” 3 
which are fundamentally the same in 
spirit as those of the American associa- 
tion, although differing in phraseology. 
This action. of the British publishers 
and the wording of their “Standards” 
indicate that the problems of in- 
dustrial publishing are much the same 
on both sides of the Atlantic. 


Tue “SraANDARDS OF Practice” 


The “Standards of Practice for 
Business Papers” of the American 
association are. ten in number and 
characterized by their brevity and 
practicality. They do not go into the 
philosophy of their subject but are 
confined to telling what to do under all 
circumstances involving ethical con- 
siderations. 

3 Reprinted in full on page 297. 
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‘The “Standards” begin with the 
statement that the business paper is 
to be published primarily in the in- 
terests of the subscriber. This simple 
principle will serve as a basis of settle- 
ment of many of the trying problems | 
which arise in the business. While 
the subscriber pays probably not more 
than 10 per cent of the cost of issuing 
the paper, the whole paper is addressed 
to him. The advertiser is willing to 
furnish the other nine-tenths of the cost 
for the privilege of reaching him. 
This money ‘is well spent, for the 
industrial paper reaches a definite 
class of readers who are interested in 
the product of the advertiser. The 
circulation of the paper is selective, in 
that the paper is subscribed for, and 
read by people who are looking for 
specialized information. Thus, while 
in the editorial columns there is nothing 
which savors of advertising, the edi- 
torials and articles are directing the 
thought of the subscribers along lines 
which will make them interested readers 
of advertising also, if they need 
apparatus or service. In this way a 
paper, while serving the reader first, 
also serves the advertiser. And, ob- 
viously, it owes service of the proper 
kind to the advertiser who is. paying 
most of the bills. 

The second of the “Standards” 
calls for truth and honesty in all 
departments. This may seem trite, 
but the responsibility of a business 
paper for the character of the state- 
ments made in its columns and in its 
name by its representatives, is so great 
that public commitment to this prin- 
ciple is desirable as an acknowledg- 
ment of this responsibility. 

A logical sequel to this need for 
truth is that for a distinct line of 
demarcation between facts and opin- 
ion in the paper. ‘This need is recog- 
nized in the third “Standard,” which 
is, of course, the rule in journalism 
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generally. The selection af a writer, 
outside the staff or wrain it, to 
prepare articles on definite subjects 
involving the expression of cpinion is 
naturally guided by tae fezling of the 
editor that such expressior is needed. 
But opinion must be expressed in the 
author’s name, or in the department 
of the paper clearly designeted for that 
purpose. This practice sateguards the 
paper as well as the subserber. 


“Purrs” anp “ Wriac-urs” 


At one time the publication of 
“puffs” and “write-ups” in business 
papers was common, these lerms being 


tused to designate articles which were | 


inserted at the instigatior af the m- 
terests supposed to be l=nefited by 
the insertion. Advertising space was 
sometimes sold with the urderstanding 
that the advertiser and. his wares 
would be mentioned in tne editorial 
columns of the paper. The evils of 
the practice were early recgnized and 
papers of the better class refused to 
print such material, pomt‘ag out that 
as the interests of the subseriber were 
the ruling consideration, no articles 
could be accepted which c.d not con- 
tain news of interest to him. The 
growing custom of refusitg to print 
“write-ups” was ermbod-ed in. the 
fourth rule of the “Stendards of 
Practice.” This rule doe. rot imply 
that descriptions of m=nufactured 
devices and names cf mzaufacturers 
are barred from the editor.al columns. 
So to do would lessen the value of the 
paper to the reader, for = is as im- 
portant to let him know that new and 
practical devices and srvices are 
available, as it is to ĉurni-a him with 
the general principles wach should 
guide him. To be sure the person who 
is prepared to furnish tk: device or 
service is also a beneficery of such 
editorial mention, but he = entitled to 
be so, provided that his benefit is a 
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‘ by-product and not the purpose of the 


publication. * Under these circum- 
stances an article of the kind men- 
tioned should not be stigmatized as a 
“write-up.” It stands on its literary 
and technical or trade merits in com- 
parison with the other articles in the 
paper. 

The fifth of the “Standards” relates 
to the contents of the advertising 
columns, which must, in their way, 
conform to certain definite require- 
ments, although, of course, the pub- 
lisher cannot exert the control ` in 
detail here that he can in the editorial 
section of the paper. However, when 
an advertiser signs a contract for 
advertising service he does so with the 
understanding that the advertisements 
are to be consistent with the interests 
of the reader and the rights of other 
advertisers. While the publisher can- 
not guarantee the reader against loss 
through following the suggestions con- 
tained in an advertisement, he does 
assume a degree of responsibility. 
The reputation of the paper is to some 
extent behind every advertisement 
printed. With relation to other ad- 
vertisements in the same or related 
lines, each piece of copy must stand on 
its own feet and not try to magnify the 
merits of what it describes at the ex- 
pense of competitors. 

The list of “Standards” begins 
with those relating to the interests 
of the subscriber and the need for 
truth and honesty in general. In the 
sixth “Standard” these begin to be 
more specific, in that subscriptions 
and advertising are specified to be 
solicited solely on the merit of the 
publication. Such a rule implies a 
tendency the other way, namely to 
use influences other than the compel- 
ling force of data to “get the name on 
the dotted line” of the contract. ‘The 
best papers, nowadays, rely upon close 
study of the business possibilities in 
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‘their fields to furnish facts upon which 
advertising can be intelligently placed. 
They further supply accurate circula- 
tion statistics, classified in accordance 
with the needs of individual adver- 
tisers, so that the latter can visualize 
their prospective audiences. The 
necessity for doing this is epitomized 
in the seventh rule of the “Standards.” 

The remaining three “Standards” 
have to do with the large questions of 
competition and coöperation. They 
are evidence of the consciousness on 
the part of the publisher that he does 
not live to himself, and his subscribers 
and advertisers alone; that he is a part 
.of industry and of society. ‘They set 
for him a high standard in stating that 
he is “to determine what is the high- 
est and largest function of the field 
which he serves, and then to strive in 
every legitimate way to promote that 
function.” 


Tue Business Enitors’ Cope 


All of the foregoing relates to the 
code of ethics of-the publisher, who of 
course determines all of the policies 
of the paper, both editorial and com- 
mercial. The editors of business 
papers, in addition, are finding it 
desirable to prepare codes of their own. 
This movement is quite recent, dating 
back only to last summer when the Ed- 
itorial Conference of the New York Bus- 
iness Publishers’ Association adopted 
such a code, with the title “Standards 
of Editorial Practice.” 4 This is an 
elaboration of the editorial parts of 
the publishers’ code, and makes more 
‘specific certain of its features which 

are only suggested therein. 

' his editors’ code contains only 
seven “Standards” of which the first 
four are substantially like those of the 
‘publishers’ code. The two following 
relate to the taking of a position of 
editorial leadership in the industry 
4 Reprinted in full on page 296. 
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served, with a view to bringing it to 
higher levels of achievement, and to 
the support inthe paper of such worthy 
measures of public interest as their 
importance justifies. ‘These principles 
are in line with the strong convictions of 
leading editors that their papers must 
be positive forces in industry and not 
merely recorders of what has taken 
place. They are an expression of the 
realization that the occupancy of a 
vantage point from which the in- 
dustrial developments can be viewed in 
perspective, places on the shoulders 
of the editors a weight of responsibility 
for telling their readers what they see. 
The fact that they reach large numbers 
of readers who place implicit confidence 
in what they say gives these editors an 
influence which they should use in the 
correction of wrong tendencies and 
the development of correct ones. 

In these “Standards” of the editorial 
code there is the implication that a 
paper which is to succeed in this field 
must be one which takes the initia- 
tive, and it is a fact that some of the 
good things that have been done in 
recent years in industry can be credited 
in large part to the efforts of the in- 
dustrial press editors. 

The last “Standard” in the New 
York editors’ code has to do with the 
editorial interrelations of business 
papers. It simply illustrates the prin- 
ciple of the square deal as applied to 
this department, by insisting that 
borrowed articles shall be credited to 
the original source and that unfair 
competition shall be avoided. 

The brevity and simplicity of this 
New York code are in marked con- 
trast to the excellent but elaborate 
code adopted a few weeks ago by the 
Oregon State Editorial Association," 
which is said to have hit what is 
probably the highest note that has 
been sounded in American journalism. 

6 Reprinted in full, page 283. 
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This code is evidence that :sewspaper- 
men are striving along the same general 
directions of ethical progrsss as the 
industrial paper editors. The Oregon 
Code covers the following character- 
istics of good journalism: sincerity, 
truth, care, competency, thcronghness, 
justice, mercy, kindliness, moderation, 
conservatism, proportion, publie serv- 
ice and social policy. Tae words 
listed epitomize the æde, ~wkich has 
within it the whole philosashyv of the 
profession, but which needs to be 
accompanied by a simplifed version 
that can be read quickly enc readily 
committed to memory. 


ENFORCEMENT OF Cop z8 FOR 
INDUSTRIAL PUBLISEZNG 


Before closing, a word regarding the 
enforcement of tha codes cf ethics m 
industrial publishing seems needed to 
round out the subject. ‘These codes 
are not police codes, as was pointed 
out earlier. However, as acceptance 
of them is a condition of membership 
in associations of industrial publishers, 
some way of rendering then effective 
in accomplishing their purpose is 
necessary. 

The Associated Business Pavers, 
Incorporated, has a Comrittee on 
Trade Practices, which rezerves and 
acts upon complaints of code violations. 
The causes of these complaints, how- 
ever, can usually be remove: by means 
of informal conferences under the 
auspices of the associatior ‘s officers. 
The association also has a Ucmmittee 
on Standardization, which i. endeavor- 
ing to outline practices in accordance 
with the code where questions arise 
affecting groups of papers Further, 
the publications of the memsers are ex- 
amined from time to time by a Com- 
mittee of Editors, to detec. violations 
of the code. The carrying xut of all of 
this work is, of course, simaplified by 
the watchfulness of compe-ing papers 
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with regard te each other’s practices. 

But, undoubtedly, the strongest 
influenze in causing the business papers 
to adhere to the code, aside from their 
inherent desire to do so, is that their 
membership in the association publicly 
commits them to such adherence. 
When a paper is accepted for member- 
ship, it prints a full-page statement to 
this effect and includes the “Standards - 
of Practice,” so that there may be no 
doubt as to what the paper has under- 
taken todo. Moreover, to be admitted 
at all, a paper must already have 
established a reputation for fair dealing. 

The New York Business Publishers’ 
Association also has a committee to 
consider complaints of violation of their 
editorial code. This committee at 
present is not taking the initiative in 
the matter but stands ready to exert 
its influence to remedy any conditions 
which seem to justify such complaints. 


CONCLUSION 


The fact that the business paper 
publishers and editors, as well as the 
newspaper publishers and editors, are 
codifying the ethics of their business 
and profession indicates that this 
business and this profession have 
reached a state of development where 
there is a wealth of experience to be 
conserved and given tangibility. Only 
thus are creeds formulated, and a code 
of ethics is essentially a creed. 

Coming back to the “Standards 
of Practice” of the Associated Business 
Papers, Incorporated, it may be well to 
point out that these serve several 
practical ends. They enable the pub- 
lisher of the weak paper to determine 
wherein the weakness lies and to 
eliminate it, if this is possible. They 
stimulate the publisher of the strong 
paper to analyze his practices in order to 
detect the faults which prevent it from 
being even stronger. They safeguard 
all publishers against demards for 
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special privileges in their papers and en- 
. able them to explain to the subscriber 
_and the advertiser who do not under- 

stand the fundamentals of industrial 
' publishing just why their requests can- 
not be granted. In addition, they have 
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an educational mission to the young 
people coming up in the business, who 
need to know why some practices are 
followed and others are frowned upon in 
the publishing houses with which they 
are connected. 


Etkies of Accountancy 
By Epwar>d P. Moxny, JR., Pa.D., C.P.A. 


Professor o? Accounting, University of Pennsylvania 


-JNHE subject of ethics fir the ac- 
countant is one whick has en- 
gaged the attenzion of zhe members of 
that profession for quite a -umber of 
years. In fact, the subjec was one 
of those presented before thz Congress 
of Accountants, meeting a: Sz. Louis 
in September, 1904. Pricr to that 
time, however, definite ruzs of pro- 
fessional conduct had been “ormulated 
by the accounting societies ef England 
for their members. In this zonnection 
it is interesting to ncte that in the 
latter part of 1995 a bill was introduced 
into Parliament by the Gov=rnment of 
Tasmania for the regulaton of the 
profession of accountancy :n that 
colony. This bill made meation spe- 
cifically of certain actions cn che part 
of accountants which wers to be re- 
garded as unprofessional, and the 
practice of which should render them 
liable to fine, suspension ot expulsion. 
At the Convention of the American 
Association of Publis Aczountants, 
held at St. Paul, Minnesota, -n Octo- 
ber, 1907, Mr. J. E. Sterrett, C.P.A., 
presented a paper on “Fro‘zessional 
Ethics” which is the standzrd treatise 
on that subject today. 'Thłs paper 
was characterized at that -ime by 
Mr. Robert H. Montgomery, C.P.A., 
as one “which bids fair tc b2come a 
classic,” and this prophecy nas indeed 
been amply fulfilled. Mz. Sterrett 
called attention to tke fast that the 
older professions of law ard medicine 
had even at that time (M907) made 
considerable progress in tae develop- 
ment of systems of professional ethics, 
and called attention lso to the work 
being accomplished along “iat line by 
the American Institute o” Electrical 


Engineers. In measuring the distinc- 
tion between the accountant as a mem- 
ber of one of the newer professions, as 
contrasted with the lawyer or physi- 
cian, Mr. Sterrett stated: 


A lawyer’s real opinion of another 
lawyer, or that of one physician concerning 
another, is usually a much more accurate 
judgment of the man’s character and 
ability than is indicated by the reputation 
which he bears in the community at large. 
It may be that the opinion of the public 
and that of those who know the man from 
the inside, as it were, will coincide. This 
is likely to be the case with men of good 
ability and fine character, but the sham 
and the trickster are likely to be weighed 
and labeled by their professional brethren 
long before their real character is discovered 
by outsiders. 

Under ordinary circumstances regard 
far the good name of his profession seals 
the lips of the professional man about 
matters concerning others in his own 
profession. The physician considers it 
quite unethical to pass harsh judgment 
upon his brother physician, except under 
the most urgent conditions. As account- 
ants endeavoring to build up professional 
ideals, we should feel that the good name 
of our profession requires us to avoid all 
needless reference to the weaknesses or 
imperfections of other accountants. 


While since that time there have 
been more or less serious infringements 
of the rules of ethics as laid down for 
the guidance of accountants, yet these 
have been dealt with fairly and im- 
partially by committees on professional 
conduct of the American Association 
of Public Accountants and of its 
successor, the American Institute 
of Accountants. The work of these 
committees has always tended to- 
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wards the improvement and deyelop- 
ment of the profession, to the end that 
there shall be a recognition on the 
part of its practitioners as well as on 
the part of the general public, that all 
who are its members not only are those 
of high professional attainment, but 


those in whom the moral ideal exists in _ 


more than name only. 

Mr. John Alexander Cooper, C.P.A., 
also presented, at this same convention, 
an excellent paper on the same subject, 
in which he divided his remarks under 
the following headings: 

First—the elemental reasons that 
justify the claim that accountancy is a 
profession and all that the word implies. 

Second—the aims and ultimate goal 
for those engaged in the practice of 
accountancy. 

Third—a statement of a few classi- 
fied and tersely expressed rules, that 
may form a proper basis for the 
guidance of accountants in practice. 

In defining a profession, Mr. Cooper 
called attention to the dictionary 
definition of the term: “The calling or 
occupation which one professes to 
understand or follow; a vocation in 


which a professed knowledge of some’ 


department of science or learning is 
used by its practical application to the 
affairs of others, either in advising, 
guiding or teaching them, or in serving 
their interests or welfare in the practice 
of an art founded on it”’: or, to give the 
same thought more concisely, “ Pro- 
_ fessed attainments in special knowl- 
edge, as distinguished from mere skill.” 
He sees the services performed by the 
accountant as falling within the scope 
of the above definitions, and concludes 
that those who engage in this practice 
should “ promulgate and maintain at all 
times, and that inflexibly, those rules of 
conduct which are known to all profes- 
sional men of lofty instincts as the key- 
stone that upholds the arch of public 
confidence,” He further continues: 
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There is no profession, not excepting 
that of the ministry or of the law, in which 
it is more imperative that the practitioner 
be governed by the highest code of morality, 
than that of public accounting. Great 
as may be the influence which our profession 
can and does exercise upon business affairs, 
it is only by ‘strict observance of ethical 
rules and right conduct that we can hope 
to pay the debt weall owe to such profession 
by uplifting and maintaining the highest 
standard, thereby bequeathing to our 
successors a calling placed upon a higher 
plane than when we first embraced it. It 
rests largely with this generation of the 
guild, who can, many of them, recall the 
inception of public auditing and accounting 
as it is now recognized, to lay the founda- 
tion of a noble profession that may justly 
be called the right hand of the law, or on 
the other hand, so bear themselves that 
this proud opportunity will be lost and 
our term of stewardship wasted. 


The rules of conduct as he sum- 
marizes them are expressed as follows 
under the several headings indicated: 

Service 

1. To certify to statements, ex- 
hibits, schedules or other form of 
accountancy work, the auditing or 
preparation of which was not carried 
on entirely under the supervision of 
himself, a member of his firm, or one of 
the staff, is wrong. 

2. The use of a practitioner’s name 
in professional work by others than 
partners or employes is wrong in that 
it implies deception. 

3. To perform accountancy work 
payment for which is by arrangement 
upon the contingency of the result of 
litigation or other form of adjustment 
is unprofessional. 

4. The payment of a commission, 
brokerage or other form of inducement 
to the laity from professional fees is 
wrong. 

5. The acceptance of any part of the 
fees of a lawyer or any commercial 
brokerage, bonus or commission as an 
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incident arising out of a praccitioner’s 
service is wrong. 

6. Active interest in a commercial 
enterprise while practicing as a public 
accountant is tc be avoided as in- 
compatible with strict ethical srinciple. 

7. The practitioner should, wherever 
possible, avoid acting as a trustee of 
special funds or pools as an ircicent of 
his calling. 

8. A practitioner should a*oid serv- 
ing as a director in corporations in 
which he is professionally enspicyed. 


Clients 


1. Upon engagement a practitioner 
is in duty bound to tell his clen- of all 
foreknowledge he may have had touch- 
ing the matter under consideration. 

2, Personal responsibility i a funda- 
mental rule of the profession. A 
practitioner cannot screen himself from 
the specific acts or laches of his 
employes; the responsibilitie are his 
and chose of his firm. 

3. Information acquired in the 
course of service is privilege] and in- 
violable. Abuse thereof to ihe detri- 
ment of a former client renders € mem- 
per subject to the severest discipline. 

4. Efforts that tend to invite or 
2ncourage legal contest, or foster 
further employment by neglest, manip- 
ulation or unfinished service,should be 
severely dealt with; it is. in fact, 
barratry. 

5. To recommend or adv-se clients 
to a measure or course of procedure 
that may even indirectly give the 
practitioner a personal advartage must 
be considered as flagrant p-ofessional 
infidelity and misconduct. It is 
“meintenance, ”’ 
suck at common. law. 


Inter-Professional 


1. Depreciation of opponents in 
contested matters is unprofessional 
and ethically wrong, 


and is purishable as 
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2. Acceptance of an appointment 
from which a colleague has withdrawn 
from conscientious motives, without 
previously making direct inquiry of 
such colleague as to the conditions, is 
professional discourtesy. 

3. Canvassing the clients of a col- 
league for business is unprofessional. 

4. To recognize or affiliate with a 
society that in its charter title assumes 
the words “Certified Public Ac- 
countant,” without warrant of law as 
to tts membership, is wrong, and gives 
countenance to an implied fraud. 


Publicity 


1. No professional accountant should 
advertise or display his talents as a 
merchant does his wares. 

2. Professional cards should show in 
plain inconspicuous type the name, 
occupation, and office address. No 
strained effect is consistent or dignified. 

8. The same form of card may be 
used in publications of a recognized 
standard, such as technical magazines, 
law periodicals, etc. 

4, It is not good professional form 
to solicit business through trade jour- 
nals, flashy publications, programs, or 
the daily press, especially under a 
pseudonym or publisher’s index mark. 

5. The use of the public press in 
discussions or essays on matters of 
technical or general interest is legiti- 
mate. 

6. The use of initials or other in- 
signia as an affix to a practitioner’s 
name in his business advertisements . 
other than such as is recognized by 
statutory enactment in the United 
States or is authoritatively recognized 
in other countries is unprofessional. 


Corporations 


1. No member should conceal his 
personality under a corporate name, 
either actual or fictitious. 

2. The skill and knowledge of the 
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profession is individual, and cannot be 
transferred to a corporation, the 
accruing goodwill is otherwise lost. 

3. Success in any professional career 
is a matter of personality. 

4, A corporation per se cannot 
make an audit which in the full intent 
of the service is a judicial function. 

5. A corporation is without honor, 
which is the keystone of the profession. 

6. Directors cannot direct in a 
profession of which they are not mem- 
bers. It is a prostitution of the 
financial standing of the directors and 
stockholders, leading to unfair compe- 
tition and prejudiced decisions. 

7. The ultimate profit to the lay 
stockholder or director, whether ex- 
pressed tangibly or otherwise, is an 
illegitimate gain or advantage which 
the profession cannot countenance. 

8. In the case of legal liability as the 
result of negligence or criminal per- 
version of logical facts the ultimate re- 
sponsibility rests with the practitioner, 
notwithstanding the financial’ support 
and control of outsiders. 

9. Assurance of secrecy in affairs of 
clients of such corporations cannot be 
taken seriously. 

10. The profession needs no control 
or regulation from the laity; it is not an 
industry. 

The work of the Convention of 1907, 
in which the subject of professional 
ethics was crystallized, is set forth in 
Articles VII and VIII of the by-laws 
of the Association which were amended 
to read as follows: 


ARTICLE VII 
SUSPENSION AND EXPULSION 


Section 1. A state or district society, 
or any member-at-large failing to pay 
the annual dues, or any subscription, 
assessment, or other sum owing by 
them to the association, within five 
months after such debt has become due 
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shall automatically cease to be a mem- 
ber of this association. 

Sec. 2. A state or district society 
renders itself liable to be expelled from 
the association or to be suspended for a 
term not exceeding two years by reso- 
lution of the board of trustees sitting 
as a trial board, if, after election to 
membership, it (a) lowers its standards 
of admission to membership; (b) fails 
to maintain its organization; or (c) 
refuses or neglects to give effect to any 
decision of this association, of the 
board of trustees or of the committee 
on arbitration. 

Sec. 3. A member renders himself 
liable to be expelled from the associa- 
tion or to be suspended for a term not 
exceeding two years by resolution of 
the board of trustees sitting as a trial 
board, if (a) he infringes any part of the 
rules of conduct of the association; 
(b) is convicted of felony or mis- 
demeanor; (c) is finally declared by a 
court of competent jurisdiction to have 
committed any fraud, (d) is held by the 
board of trustees on the written com- 
plaint of any person aggrieved, whether 
a member or not, to have been guilty 
of any act or default discreditable to 
the profession, or (e) is declared by any 
competent court or commission to be 
insane or otherwise incompetent. 


ARTICLE VHI 
TRraL BOARD 


Section 1. For the purpose of adjudi- 
cating complaints or charges against 
members of the association as provided 
in Article VIL the board of trustees 
shall convene as a trial board. 

Sec. 2. Due notice shall be mailed to 
the parties to the cause by the secretary 
at least thirty days prior to the pro- 
posed session. 

Sec. 3. A three-fourths vote of those 
trustees present shall be necessary to a 
decision. 
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Sec. 4. The Board of Trus 26s (sitting 
as a trial board) may in the exercise of 
its discretion recall, rescind or modify 
any resolution for expulsizn or sus- 
pension at a meeting simiar-y called 
and convened bv a like me}ority vote 
as required in Section 3 of ` nis article, 
provided that not less tzan three- 
fourths of the members constituting 
such board shall heve bear of the 
board that issued the decree then being 
reconsidered 

Sec. 5. Written notice of =ny resolu- 
tion for expulsion or suspension shall 
forthwith be sent to th= member 
affected thereby and to the secretary 
or secretaries of the state or district 
society or societies with -rhich such 
member is affiliated or in hich state 
he has his domicile or place -f business. 

These articles continuec until the 
year 1916 substantial_y witkoct change 
with the addition only of Saction 6, 
which reads: 

sec. 6. No member shall take part 
in any effort to secure the enactment, 
alteration or amendment cf eny state 
or federal law affecting the profession 
without giving immeciatenetiee thereof 
to the secretary of this assocazion, who 
in turn shall at once advis= the secre- 
tary of the state or dist-icz society 
concerned. l 


THe Present CODE or ETAICS FOR 
ACCOUNTANTS 


In 1916 the Americaz Associa- 
tion of Public Accountarts was re- 
organized under the presen title of the 
American Institute of Axcountants. 
The Institute while not mozporating 
a code of ethics or rules of conduct in 
its constitution and by-laws, neverthe- 
less formally adopted a se” of rules of 
professional conduct, which in its 
present farm is as follows: 

(1) A firm or partners:ip, all the 
individual members of which are 
members of the Institute ‘or in part 
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members and in part associates, pfo- 
vided all the members of the firm are 
either members or associates), may 
describe itself as “Members of the 
American Institute of Accountants,” 
but a firm or partnership, all the in- 
dividual members of which are not 
members of the Institute (or in part 
members and in part associates), or an 
individual practising under a style 
denoting a partnership when in fact 
there be no partner or partners, or a 
corporation or an individual or in- 
dividuals practising under a_ style 
denoting a corporate organization, 
shall not use the designation “Mem- 
bers (or Associates) of the American 
Institute of Accountants.” 

(2) The preparation and certifica- 
tion of exhibits, statements, schedules 
or other forms of accountancy work, 
containing an essential misstatement 
of fact or omission therefrom of such a 
fact as would amount to an essential 
misstatement or a failure to put 
prospective investors on notice in 
respect of an essential or material fact 
not specifically shown in the balance- 
sheet itself, shall be, ipso facto, cause for 
expulsion or for such other discipline 
as the Council may impose upon 
proper presentation of proof that such 
misstatement was either wilful or the 
result of such gross negligence as to be 
inexcusable. 

(3) No member shall allow any 
person to practise in his name as a 
public accountant who is not a member 
of the Institute or in partnership with 
him or in his employ on a salary. 

(4) No member shall directly or 
indirectly allow or agree to allow a 

ommission, brokerage or other partici- 
pation by the laity in the fees or profits 
of his professional work; nor shall he 
accept directly or indirectly from the 
laity any commission, brokerage or 
other participation for professional or 
commercial business turned over to 
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others as an incident of his services to 
clients. : 

(5) No member shall engage in 
any business or occupation conjointly 
with that of a public accountant, which 
in the opinion of the Executive 
Committee or of the Council is in- 
compatible or inconsistent therewith. 

(6) No member shall certify to any 
accounts, exhibits, statements, sched- 
ules or other forms of accountancy 
work which have not been verified 
entirely under the supervision of 
- himself, a member of his firm, one of 
his staff, a member of this institute or a 
member of a similar association of good 
standing in foreign countries which 
has been approved by the Council. 

(7) No member shall take part in 
any effort to secure the enactment or 
amendment of any state or federal law 
or of any regulation of any govern- 
mental or civic body, affecting the 
practicé of the profession, without 
giving Immediate notice thereof to the 
secretary of the institute, who in turn 
shall at once advise the Executive 
Committee or the Council. 

(8) No member shall directly or 
indirectly solicit the clients or en- 
croach upon the business of another 
member, but it is the right of any 
-member to give proper service and 
advice to those asking such service or 
advice. 

` (9) For a period not exceeding two 
years after notice by the Committee on 
Ethical Publicity no member or as- 
sociate shall be permitted to distribute 
circulars or other instruments of pub- 
licity without the consent and approval 
of said committee. 

(10) No member shall directly or 
indirectly offer employment to an 
employe of a fellow member without 
first informing said fellow member of 
his intent. This rule shall not be 
construed so as to inhibit negotiations 
with any one who of his own initiative 
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or in response to public advertisement 
shall apply to a member for employ- 
ment. 

(11) No member shall render pro- 
fessional service, the anticipated fee 
for which shall be contingent upon his 
findings and results thereof. 

À comparison of these rules with 
those appearing as part of the by-laws 
of the American Association of Publie 
Accountants discloses a number of 
points of similarity. This is especially 
marked in the comparison of the third, 
fourth, fifth, sixth and seventh rules of 
‘professional conduct with rules one, 
two, three; four and six of those of 
professional ethics of the Associ- 
ation. 

In the accountancy profession, as in 
the case of the older professions of law 
and medicine, there are those who do 
not adhere strictly to the rules of 
conduct laid down for their guidance. 
Mr. Robert H. Montgomery in the 
latest revision of his book, Auditing 
Theory and Practice after calling at- 
tention to the rules of the American 
Institute as above set forth; states 
that “the student of accounting and 
the young practitioner should familiar- 
ize themselves with these recommenda- 
tions and keep informed regarding the 
development of rules of ethics of the 
profession.” At the Convention of 
the American Institute of Accountants, 
held in Washington in September, 
1921, considerable discussion was had 
on the subject of professional publicity 
through means which were character- 
ized as unprofessional. Mr. Mont- 
gomery on this point, while he does not 
condone the violations of those rules 
which are intended to discourage 
advertising or other forms of solicita- 
tion, yet speaks of them as violations 
of good taste only, and in no wise to be 
compared with the infractions of the 
more important rules dealing with the 
relationship of the accountant to his 
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client and to’ the public. E> =uggests part of accountants which in the 
as a preventative of such fractions, certificates granted by many of the 
the necessity of emphasizitg and of states to the qualified candidate, is 
developing to the highest jegree the placed above the fact that such an one 
feeling of moral responsibilivy on the has passed a satisfactory examination, 


The Profession of Commerce in the Making 


By F. M. FEIKER 


Vice-President of the McGraw Hill Company, Inc. and sometime Assistant to the 
Secretary of Commerce 


HERE are distinct indications 

today of forces at work in business 
life which can recreate the purposes of 
commerce and set high standards for 
the conduct of business not only for 
America but for the world. In hun- 
dreds of meetings, across scores of 
luncheon tables, men are ciscussing 
the necessity for a new industrial 
leadership and the opportunity for that 
industrial leadership in America. The 
fine thing about these discussions by 
thoughtful men is that each sees in his 
own profession that opportunity for 
leadership. The lawyer, the engineer, 
the economist, the statesman, the 
industrialist, the banker, the manu- 
facturer, the merchant and the sales- 
man, men in all fields of professional 
and commercial activity are thinking 
in new terms of their work, and each 
in a different way is giving expression 
to a universal desire. Each is really 
trying to answer the question, old as 
civilization, which was phrased by 
Dean Kimball of Cornell when he said 
that we are attempting to solve the 
problem, “What is mine and what is 
thine?” 

America above all other nations offers 
the most fruitful opportunity for a new 
leadership. Our social structure is not 
laid-up in a stratification of classes. It 
is still possible for a newspaper pub- 
lisher to become President of the United 
States and for a steel mill hard to head 
the works. We are, as Americans, 
idealists. Business to us is an end in 
itself and not merely a means to an end. 
The novelist in interpreting the social 
responsibilities of industry, usually to 
its disparagement, is prone to overlook 


this fact. There is something truly 
American in the possibility that a man, 
only twenty years old, may come to our 
shores from Egypt and in ten years be- 
come owner of a factory and two retail 
stores. 

The ferment for a new leadership of 
industry may all be considered from 
the viewpoint of the professionalizing 
of commerce. We are, as a nation, 
strong individualists. As Secretary 
of Commerce Hoover has put it, we 
have a very high individual efficiency 
in industry, but a very low collective 
efficiency. Creative business men are 
seeking for new measures of value. 
Service as a basis for profit-making is 
coming to be recognized as the true 
motive for creative industry. Bus- 
iness men are establishing codes of 
practicein all lines of industrialactivity. 
Men in business are as human as artists 
or lawyers or chemists, and the ethical 
standards of men of business are no 
higher and no lower than the ethical 
standards of our people as a whole. 
What is apparent in industry, however, 
is a conscious effort, a definite attempt 
to make its standards known, to put 
commerce on a high plane, and to base 
creative industry on high ethical prin- 
ciples. 

It is my purpose in the brief span 
of this article simply to outline what 
seem to be very definite indicators of 
the coming of a new leadership in 
industry. The first factor is youth. 
Broadly speaking, our industrial and 
commercial activities date from the 
Civil War. Many businesses were 
founded during that war and with the 
passing of years these early leaders and 
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their immediate successors are going 
out of business. This mears that a 
large group of men are takizg up the 
reins of industry with a fresh ~iewpoint 
on their responsibilities as leedezs. As 
a result what may be called a second- 
generation viewpoint has zome to 
ndustry as a natural step in American 
‘ndustrial development. The men 
forming this new group, who m ght be 
listed by the hundreds, are tre xind of 
men who made it possible Zor H. G. 
Wells to sell in America 250,930 copies 
of his book, the Quiline of History, an 
unprecedented sale for a book ə Listory, 
to be accounted for largely kecause 
Wells has fired the imagination of 
America and has shown the relation of 
America to the world in a new per- 
spective. Inthe same way there exists 
in the American busmess conscicusness 
a great reservoir of idealism an< creative 
thought which may be mobilized in the 
cirection of professional thinking about 
industry. 


Tue PROFESSIONAL CHARACTER OF 
THE TRADE ASSOCIATION 


At a dinner during the Limitation 
cf Arms Conference in Washargton, a 
witty Englishman referred to Amer- 
ica as the only nation where a dry 
banquet could be held with any enthu- 
s.asm. In his humorous comment on 
our national predilection fœ being 
“Joiners,” he put his finger or a mech- 
anism in American industry, the associ- 
ation, which is one of the grect forces 
to be put to work in professtcnelizing 
business, and which in marr of its 
activities has indicated a recognition of 
this opportunity. The trade associa- 
tion movement is a conscios effort 
to secure collective action on the part 
of all classes of men in industry. There 
is no exact count of the number of 
trade associations, because there are 
scores of local associations in themselves 
unaffiliated as national orgartzations. 
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But there are probably fifteen hundred 
technical societies, manufacturers’ 
associations, jobbers’ associations and 
retailers’ associations of national char- 
acter. These various associations and 
societies are organized sometimes on 
the basis of professional groups, some- 
times on the basis of commodities, 
sometimes on the basis of trade rela- 
tions. We have asa result a vast num- 
ber of collective units in industry, 
functioning on their own problems, 
and, in some instances, functioning on 
one another’s problems. Many of these 
associations are grouped and operate in 
a national way through such organiza- 
tions as the United States Chamber of 
Commerce, the Federated American 
Engineering Societies, the National As- 
sociation of Manufacturers, and so on. 
No attempt can be made to discuss 
the minutiae of the work of these associ- 
ations. ‘There are thirty-five or forty 
functional activities which many of 
them carry on, but for the purposes of 
this article the interesting fact stands 
out that sooner or later such associa- 
tions become professionally conscious, 
end as soon as they become profession- 
ally conscious, they set up for the guid- 
ance of each member standards of prac- 
tice or codes of ethics which, broadly 
speaking, constitute a great structure, 
with the service motive as the standard 
for the conduct of the particular asso- 


-ciation or organization. 


In emphasizing this phase of the de- 
velopment of the association there is no 
desire to sentimentalize about it. One 
might sentimentally consider that the 
fabric of industry is a cloth of gold, that 
all business is conducted on a high 
ethical plane. This is obviously not 
true. But the point to emphasize is the 
conscious effort that is being made 
constantly to set up standards of prac- 
tice which in themselves have an ethical 
quality — golden threads in our national 
industrial fabric. 


THE ProvEssion or COMMERCE IN THE MAKING 


Ethical structures in business are 
thus being reared through the collec- 
tive action of trade associations and of 
semi-professional business organiza- 
tions of one type or another. It is a 
trite saying among business compet- 
itors that when they meet each other 
for the first time through the medium 
of a trade association, the one discovers 
that the other no longer has “horns.” 
Once having established a mutual re- 
spect for andsympathy with eachother, 
it is a simple matter to take the next 
step and devolve a basis for compet- 
itive procedure which eliminates the 
waste to the consumer of the cut-throat 
competition that tears down creative 
. enterprise and takes business scalps 
in a truly savage fashion. 

Many semi-business organizations 
have put forces at work also in the 
direction of establishing practical codes 
of ethics for commercial procedure. 
The order of Rotarians is an outstand- 
ing example of such a body. 

A second great force at work in the 
professionalizing of industry is that of 
specialized education in the technical 
and business schools of the country. 
Each year men go into business from 
college. In the specialized schools, 
particularly, more and more attention 
is being given to bringing before the 
student the relation of his specialized 
knowledge to the social and industrial 
_ problems that lie in the world outside 
his college walls. 


THe New TECHNIQUE OF 
MANAGEMENT 


The professionalizing of the tech- 
nique of management is an interesting 
illustration of a distinct educational 
movement in the field of manufac- 
turing. Management has gradually 
emerged through a period of years until 
it has been made a function in industry. 
It has become recognized pedagogically 
as the creative function of relating the 
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capital invested in an enterprise, the 
men who work in the enterprise, the 
machinery, and the materials all to- 
gether in order to turn out a manufac- 
tured product. Since the Civil War, 
factory production in America has 
emerged from the handicraft stage and 
has come to be mass production, involv- 
ing the handling of great groups of men, 
of huge quantities of materials, of com- 
plicated processes of machinery, and 
of money representing capital invest- 
ment. Out of this industrial move- 
ment have come the systematization of 
routine, the scientific study of processes 
and methods, and, more recently, the 
conception that the human relations 
of men in industry are susceptible of 
the same kind of analysis and thought- 
ful consideration in the mass. . 
Ten years ago I happened to be 
associated in a small way with the 
organization of one of the courses in 
industrial management of the Harvard 
Graduate School of Business Admin- 
istration. I believe there were ten 
graduates the second year this school 
was established. In 1921 there were 
one hundred and eighty. This increase 
from ten to one hundred and eighty is 
another barometer of the development 
of the profession of management as a 
function in industry. 

Again, in the field of distribution 
there is gradually emerging a type of 
thinking in which the technique is pro- 
fessional and not greatly different in 
character from that in production—the 
technique of the commercial economist. 
There is a welter of ideas in regard to 
“demand creation” and “demand 
supply,” which are the academic ex- 
pressions for selling and buying. The 
analysis of the movement of trade, 
the collection of the statistical facts 
with regard to trade, the attempt to 
visualize through statistics the rise and 
fall of business, all are indications of 
another attempt to introduce the pro- 
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fessional viewpoint into indzstry. The 
“merchandising man” of the great 
department store, the advertsing agent 
whc is a counselor for his cLant in the 
analysis of the distribution cf his prod- 
ucts, both are energized in -har work 
by anew conception of the se. viee value 
of their particular businesses-and of the 
businesses which they serve. “There is 
a possibility of developing an entre- 
preneur of service. 


INDUSTRIAL JOURNALISM A= a PRo- 
FESSIONALIZING Force 


Industrial journalism at i= best is a 
third great force in the development of 
the professional viewpoint ir industry. 
The industrial press is a g-2akt force 
for the practical education =f masses 
of men. There is a businsss paper 
Zor almost every trade md pro- 
fession. Editors of busines papers 
who are leaders in thought find the 
opportunity to express that Eadership 
in terms other than mere reporting of 
the news of industry. The -esponsi- 
bility of the business press gces deeper 
than the gathermg of news. It does 
no good to arouse either the iadividual 
cr th2 nation to action unless. there is 
also suggested a plan for turnirg this 
action into practice. This is an edu- 
cational axiom, and the ed:cstional 
force of the business press zffers an 
opportunity for leadershipintl ə profes- 
sionalizing of industry which .s second 
to no other in raising the stardards of 
commercial practice. 

The leading editors of the business 

ress are both a part of their _ncustry 
and spectators on the side line: looking 
overindustry. Because of ther excep- 
tional personal and intimate -2lations 
with leaders of industry they help to 
point out and chart the way it must 
follow. Moreover, they have a sense 
of social responsibility to the public, a 
responsibility which in itself is a pro- 
fessional conception of their own work. 
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Abraham Lincoln believed in the 
people. Opinton in this country has 
always been made by the people. In- 
dustrial opinion is made by a*compara- 
tively small percentage of the hundred 
millions in the country. The business 
press as a whole is the voice of indus- 
trial opinion, and a responsible business 
press is one of the greatest forces for 
practical accomplishment of high ideals 
in the world today. 

The editors of the business papers 
have long been conscious of this re- 
sponsibility, and some five years ago or- 
ganized an Editorial Conference which 
provides a medium for the discussion 
of the common problems of industry 
and for the forwarding of its general 
plans. The editors have established 
detailed standards of practice for the 
conduct of industrial journalism, and 
during the last year a course in indus- 
trial publishing has been assembled 
and presented to classes formed by 
members of the New York Business 
Publishers’ Association. This course 
is based on high ideals of service to 
industry. 


DEVELOPMENTS IN THE DEPART- 
MENT OF COMMERCE 


A new motivating force for estab- 
hshing higher commercial standards in 
industry on the basis of fact has fol- 
lowed the appointment by President 
Harding of Herbert Hoover as Sec- 
retary of Commerce of the United 
States. Mr. Hoover has set for the 
Department of Commerce a high stand- 
ard of service as a measure of its rela- 
tion to industry, and in setting that 
standard of service has already made 
possible the codrdination of many of 
the constructive purposes of the trade 
association and given new strength of 
purpose to the professional character 
of such associations. 

This basis for professional conduct 
of associations and of the business 
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which they represent is the very 
practical truth. that business policies, 
both for the individual industries and 
for our: national economic program, 
should be founded upon fact and not 
upon opinions. As a basis for estab- 
lishing these professional facts with 
regard to industry, the Department of 
Commerce has been reorganized with 
special reference to the collection of 
statistics, the promotion of foreign 
trade, and the carrying forward of pro- 
grams for the elimination of waste in 
industry through the elimination of 
excess variety in manufactured prod- 
ucts and the simplification and stand- 
ardization of sizes and parts. Contact 
committees have been formed in more 
than one hundred and fifty trade associ- 
ations and technical bodies. These 
contact committees are at work on pro- 
grams which provide a basis for a com- 
mon understanding between industries 
. and the opportunity for a wider educa- 
tion as to the possibilities of collective 
action in mdustry. 

The impulse for this development 
of the Department of Commerce comes 
out of industry itself, and not from the 
Department into industry, and is 
another indication of the movement in 
business which I have called the “ pro- 
fessionalizing of industry.” 


Tue INTEGRITY or AMERICAN 
BUSINESS 


Business needs no apologies. Ameri- 
can business at heart is sound in the 
same degree and for the same reasons 
that the nation itself is sound. Indi- 
vidually, American business men set 
high standards for themselves in a very 
practical way. Specifically, if you ask 
any so-called successful business man 
what he looks for first in hiring his asso- 
ciates, he will either answer directly in 
terms of character or picture his speci- 
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fications in such a way that character 


is very evidently the thing he is trying 
to get at. That the essential quality 
of individual integrity and character 
is the basis for creative business enter- 
prise.is shown by the fact that once a 
man stumbles in full view of the pub- 
lic, the whole structure of business he 
may have reared tumbles to the ground 
because he will no longer be trusted. 
There are legendary tales of so-called 
big business men whose “private 
morals and personal ethics were their 
own business,” but we have had many 
illustrations of the fact that masterful- 
ness in business can be attained and 
held only by the sweetness and sound- 
ness of personal morality. 

It is the collective expression of high 
ethical standards for the individual 
which is the foundation for the profes- 
sional standards of men acting in 
groups. The structure of business 
itself rests on credit, which is nothing 
in the world but a collective apprecia- 
tion of character. 

American industry of the future, with 


- a new vision of service expressed in the 


practical terms of the professionalizing 
of industry, is the hope .of a recon- 
structed social. and industrial fabric. 
The United States of America may 
leave an impression on civilization dif- 
ferent in character from that made by 
any other nation and moving the world 
forward in a way that no other nation 
has done. America’s expression: in 
civilization must be essentially com- 
mercial. We are acommercial nation. 
But there ‘is nothing cheap in this 
conception. We have high ideals for 
commerce. We are creators and 
dreamers. Rome left its imprint on 
civilization in war; Greece, in art. 


` America can leave its imprint in the 


new sense of service which finds expres- 
sion through commerce and industry. 
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The Canoas of Commercial Ethics 
By J. H. TREGOE 


Secretary-Treasmrer, National Association of Credit Men 


IAVEAT EMPTOR as a principle 
of merchandising grew om the 
nature of trading in its early stages. 
When the seller of commodties dis- 
played them at fairs held ic cartain 
countries and at certain period amd the 
buyers congregated at these fai_s for the 
purpose of bargaining and purchasing, 
tke touch between the two, thcugh im- 
mediate in one sense, was ir reality 
very remote. The buyers and sellers 
might meet once and never aga-n. 

The proper principle, therebre, for 
the buyer to follow was the ype of 
caution expressed in caveat emptor. 
Buying and sellicg was largely re- 
garded as a field where shrevd and 
sharp practices ruled, and where the 
one most skilled in such p: actices 
reaped the largest material rewards. 
The relationship between buyer and 
seller was a cold one and a community 


of mterests betweer. them was rot felt ° 


to exist. 

The industrial revolution brought 
with it a change in the relatbnship 
between buyer and seller. Manulac- 
turing on a large scale zesul ed in 
distribution on a large scale. W ththe 
geographical separation of seller and 
buyer that followed this large-scale 
marufacturing and large-scale distribu- 
tion, commerce done on the princple of 
caveat emptor was on a precazious.basis. 
Selling and buying needed a conffleace 
and warmth which the principle of 
caveat emptor did not supply. Goads 
could not move freelv if the buyer had 
continually “to beware.” The con- 
pulsion was laid on the seller to make 
his goods of such quality as to remove 
the suspicion of the buyer and to instre 
his confidence in the goods. “Thus, 
there developed the trade mark that 


today extends not only to individual 
sellers, but to whole communities and 
countries. ¢ 

With large-scale manufacturing and 
distribution came the increased use of 
crecit. Since credit is based on con- 
fidence, commerce based on credit 
could expand only as those engaged in 
it, both buyers and sellers, codperated 
with one another to insure mutual 
confidence. 

Credit is so directly related to com- 
merce and is so susceptible of misuse 
and flagrant abuses that the National 
Association of Credit Men some years 
ago became convinced that certain 
ethical principles should be laid down 
for the control of commerce, and from 
year to year they have formulated 
canons of commercial ethics. ‘These 


. canons have now reached twelve in 


number. They are as follows: 


Canons OF COMMERCIAL ETHICS 


Canon No, i.—It is improper for a busi- 
ness man to participate with a lawyer in 
the doing of an act that would be improper 
and unprofessional for the lawyer to do. 

Canon No. 2.—It undermines the integ- 
rity of business for business men to support 
lawyers who indulge in unprofessional prac- 
tices. The lawyer who will do wrong things 
for one business man injures ALL busi- 
ness men. He not only injures his profes- 
sion, but he is a menace to the business 
community. 

Canon No. 3.—To punish and expose the 
guilty is one thing; to help the unfortunate 
but innocent debtor to rise is another; but 
both duties are equally important, for both 
duties make for a higher moral standard of 
action on the part of business men. 

Canon No. 4.—In times of trouble, the 
unfortunate business man has the right to 
appeal to his fellow business men for advice 
and assistance. Selfish mterests must be 
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subordinated in such a case, and all must 
coöperate to help. If theedebtor’s assets 
are to be administered, all creditors must 
join in coöperating. To fail in such a case 
is to fall below the best standards of com- 
mercial and association ethics. : 

Canon No. 5.—The pledged word upon 
which another relies is sacred among busi- 
ness gentlemen! The order for a bill of 
goods upon which the seller relies is the 
pledged word of a business man. No gentle- 
man in business, without a reason that 
should be satisfactory to the seller, may 
cancel an order. He would not ask to be 
relieved of his obligation upon a note or 
check, and his contracts of purchase and 
sale should be equally binding. The techni- 
cal defense that he has not bound himself 
in writing may avail him in the courts of 
` law, but not of busimess ethics. 

Canon No. 6.—Terms of sale as a part of 
a contract touching both net and discount 
maturity, are for buyer and seller alike 
binding and mutual, unless modified by pre- 
vious or concurrent mutual agreement. 

No business gentleman may, in the per- 
formance of his contracts, seek small or 
petty advantage, or throw the burden of a 
* mistake in judgment upon another, but 
must keep his word as good as his bond, and 
when entering into a contract of sale faith- 
fully observe the terms, and thus redeem 
the assumed promise. 

Canon No. 7.—It is always improper for 
one occupying a fiduciary position to make 
a secret personal profit therefrom. A mem- 
ber of a creditors’ committee, for example, 
may not, without freely disclosing the fact, 
receive any compensation for his services, 
for such practices lead to secret preferences 
and tend to destroy the confidence of busi- 
ness men in each other. “No man can serve 
two masters.” 

Canon No. 8.—The stability of com- 
merce and credits rests upon honorable 
methods and practices of business men in 
their relations with one another, and it is 
improper for one creditor to obtain or seek 
to obtain a preference over other creditors 
of equal standing from the estate of an in- 
solvent debtor, for in so doing he takes, or 
endeavors to take, more than his just pro- 
portion of the estate and therefore what 
properly belongs to others. 
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Canon No. 9.—Coöperation is unity of 
action, though not necessarily unity of 
thought. When the administration of an 
insolvent estate is undertaken by the 
creditors through friendly instrumentalities, 
or when, after critical investigation, credi- 
tors representing a large majority of the 
indebtedness advise the acceptance of a 
composition as representing a fair and just 
distribution of a debtor’s assets, it is unco- 
operative and commercially unethical for a 
creditor to refuse the friendly instrument 
or the composition arbitrarily and force 
thereby a form of administration that will 
be prejudicial and expensive to the interests 
of everyone concerned. 

Canon No. 10-—Our credit system is 
founded on principles, the underlying ele- 
ments of which are coöperation and reci- 
procity in interchange. When ledger and 
credit information is sought and given in a 
spirit inspiring mutual confidence, a potent 
factor for safety in credit granting has been 
set at work. 

The mterchange of ledger and credit in- 
formation cannot fulfill its best and most 
important purposes unless guarded with 
equal sense of fairness and honesty by both 
the credit department that asks for the in- 
formation and the credit department that 
furnishes it. 

Recognizing that the conferring of a bene- 
fit creates an obligation, reciprocity in the 
interchange of credit information is an 
indispensable foundation principle; and 
a credit department seeking information 
should reciprocate with a statement of its 
own experience in the expectation of getting 
the information sought; and a credit depart- 
ment of which information is sought should 
respond fairly and accurately because the 
fundamentals of credit interchange have 
beeñ observed in the manner the request 
was made of it. 

Failure to observe and defend this prin- 
ciple would tend to defeat the binding to- 
gether of credit grantors for skilful work—a 
vital principle of the credit system—and 
make the offending department guilty of 
an unfair and unethical act. 

Canon No. 11——The foundation princi- 
ple of our credit structure-—codperation— 
should dominate and control whenever the 
financial affairs of a debtor become insol« 
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vent or involved, that equality thzreby may 
be assured to the creditors themselves and 
justice to the debtor. 

The control of any lesser principle pro- 
duces waste, diffusion of effor and a sacri- 
fice of interests, material and moral. with 
a s2paration of creditor and c@btor that is 
offensive to the. best laws of cedit proced- 
ure. 

Codperation and unity sate, construct 
anc prevent; therefore, -indiadval action 
pursued regardless of other interests in such 
sitcations, whether secretly o7 openly 
expressed by either creditor -r debtor, is 
unwise and unethical. 

Canon No. 12.—The healthy expansion 
of commerce and credits, witE due regard 
to the preservation of their stakility and 
hea _thfulness, demands an exact honesty in 
all of the methods and practices upon which 
ther are founded. Advertisicg $ an im- 
portant feature in business building; it 
should represent and never misrepresent; 
it should win reliance and never cover de- 
ceit it should be the true expr-ssion of the 
commodity or the service offer-d. It must 
be ceemed, therefore, highly improper and 
unethical for advertisements. to be so 
phrased or expressed as not to present real 
facts, and either directly or by implication 
to mislead or deceive. In this department 
the finest sense of honesty and fzirress must 
be p-eserved, and the right relations of men 
with one another in commerce and credits 
clearly preserved. 


Trese canons are largely self-explan- 
atory to anyone familiar wita busixess, 
but a regrouping of them -vith some 
comments may serve to brirg Dut the 
standing evils against whick they are 
directed. a 

The first two canons [ring out 
strongly the point that the business 
man should not participate vitl a law- 
yer in any act whick it is improper and 
unprofessional for the lawyer to per- 
form. It is emphasized in -hese two 
canons that the integrity oz business 
is urdermined by improper practices 
of this type and that the la-vyer who 
will do for one business man an im- 
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proper thing will do it for all business 
men. ° 

Canons 3 and 4 are designed to re- 
move a lack of coöperation and organ- 
ized effort in the prosecution of com- 
mercial crime and in the helping of 
worthy debtors. To those familiar 
with the dangers to business that result 
irom lack of coöperation among credi- 
tors in dealing with their debtors these 
canons need no further comment. 

Canons 5 and 6 plead for the sanctity 
of contractual obligations and condemn 
tne violation of them. Cancellations, 
the taking of unearned discounts and 
other violations of contract come under 
this head. The fundamental element of 
all trade is the contract which should be 
equally binding both upon the seller 
and the buyer. Briefly stated, the 
American business man should deliver 
what he sells and take what he buys. 

Canons 7, 8, 9 and 11 are appeals for 
further coöperation, among creditors. 
They condemn the violations of trust, 
the existence of secret preferences by 
which certain creditors obtain advan- 
tages over others. The observance of 
these canons make for stability of busi- 
ness and for the insurance of justice 
ta both creditors and debtors. 

Canon 10 is an appeal for the ob- 
servance of confidence in connection 
with the interchange of ledger and credit 
experience. The stability of credit 
depends upon the widest coöperation 


‘in the giving of credit experience. A 


reciprocal obligation exists between 
creditors in the giving of this experi- 
ence and the absence of such coépera- 
tion can only result in harm to credit 
and to business, 

Canon 12 is an appeal for honest 
advertising. The relation of adver- 
tising to credit may seem at first glance 
remote, but a consideration of this 
relationship shows how closely advertis- 
ing and credit are linked. Confidence, 
which is the basis of credit, is de- 
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stroyed if commodities fail to measure 
up to the representatioyts of them. 
That the stability of commerce rests 
upon the observance of such canons is 
apparent to anyone with business ex- 
perience. The promulgation of them 
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and their backing by the organized 
power of the credit men of the National 
Association cannot but result in higher 
standards of business practice and thus 
in a service not only to business but to 
the whole social community. 


History and Present Status of the ‘ Truth-in- 
Advertising ’’ Movement 


As Carried on by the Vigilance Committee of the 
Associated Advertising Clubs of the World 


By Heresert W. Hess 


Advertising and Salesmanship Department, Wharton School of Finance and Commerce, 
University of Pennsylvania 


N intelligent appreciation of the 
creative processes at work in 
modern advertising efforts to establish 
practices of truth and integrity in 
relations between producer, seller and 
the public, necessitates a review of the 
different stages from the non-organized 
effort to the present-day organized 
movement known as “Truth-in-Ad- 
vertising.”” The stages are three in 
number: First, the unscientific day, 
before 1895, when fraudulent adver- 
tising was everywhere countenanced, 
with occasional state laws passed in an 
attempt to get at flagrant viclations; 
‘second, the semi-scientific pericd, from 
1893 to 1911, when standards were in 
the making and when evils were being 
clearly defined; third, the beginning of 
a scientific period, from 1911 to the 
present, when the Associated Adver- 
tising Clubs succeeded in organizing 
and financing its Vigilance Committee 
with a definite program to encourage 
first and to compel afterwards— 
*“Truth-in-Advertising.” 

The birth of “Truth-in-Advertising” 
can be clearly seen as a natural part of 
orderly evolution in the making of 
advertising history, when once our 


modern concept of advertising is 
clearly defined. Let us review its 
significance. Advertising has rightly 
been called a business force. It is a 
force the dynamics of which, through 


- the cumulative power of its organized 


ideas, nullifies the customs of ages and 
breaks down the barriers of individual 
habits of limited thinking. It works 
for the future and establishes concepts 
related to higher standards of living. ° 
It is at once destroyer and creator in 
the process of the ever-evolving new. 
Its constructive effort is to super- 
impose new conceptions of individual 
attainment and community desire. 


_ Advertising plays near the heart of 


humanity, for it touches the main- 
spring of individual ambition and group 
desire. Itis one of the creative mecha- 
nisms of our day, involving individual 
and group aspirations. It is at once 
master and servant of those who 
wield its power. It is a master when 
it sets the energy impulse of man 
toward the realization of wishes, de- 
sires and wants. It is a servant of the 
individual advertiser when, through 
its form, it speaks the right word at 
the right time, in the right place, and 
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in the right mood. And i: is at this 
particular juncture of advertising 
analysis and modern expe-ience that 
the “Truth” concept was born. 

Some business enterprises through 
opportunism involving un/air profits 
and deceptive practices, hase shied at 
ethics and have been false and uniair 
in their advertising appeal. Caveat 
emptor might have been a necessary 
slogan involving the instirct of self- 
preservation when business wes whim, 
caprice, childish wonder znc greed; 
in other words, unscientific. But with 
the onrush of scientific thinking into 
the affairs of daily business, somehow 
conscience began to find its technique. 
To the wonder of the strong and more 
efficient, there began to dawn in their 
consciousness a conviction that modern 
business not only might but must 
become strong in its demands for 
truthfulness in advertising fractices. 

These first sentiments as a result of 
the previous “ait and mis: ” concep; 
tions of action for the suporession of 
fraudulent, misleading, exaggerated 
and indecent advertising, are aptly 
described by John Irving Romer in 
Printers’ Ink of June 29 1893, as 
follows: 


The only criticism of the Eoston Con- 
vention that has been heard :nywhere, is 
that it did not present a defirite plan for 
the elimination cf objectionalde forms of 
advertising. Critics said, and say tcday, 
“What does all this talk abaut a higher 
ethical tone in advertising -mount to? 
How can the offenders be reached? ’ Honest 
men will continue to be honest and dis- 
honest men will continue to “ollow their 
devious methods, laughing in thew sleeves 
at those who seek to accomp3sh reforms 
by mere preachments. 

It is as if reformers went up aad down the 
land denouncing burglary. You can get 
99 per cent of the public to agrze with vou 
that burglary is a very wickec. thing and 
should be suppressed. But tne one per 
cent will break into your howe at night 
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and walk off with your solid silver—that is, 
unless there is q law which makes burglary a 
crime, and a police force that will enforce law. 

Can the power of the law be invoked to 
eradicate dishonest advertismg? If so, 
can. a police force be marshaled which will 
make the law effective? 


Thus was sentiment beginning to 
gather in the year 1893. In reviewing 
the evolutionary processes involved in 
the establishment of higher and better 
practices in modern advertising, it is 
only right that we characterize the 
leck of faith on the part of our fore- 
fathers as due to their ignorance of the 
fructifying power of science to render 
a livelihood to an increasingly large 
number of people. It seems as if the 
modern tendency to establish relations 
based on the idea of honesty 1s because 
we are beginning to find productivity 
to be possible within the constitution 
of natural laws and sciences. These, 
working together render riches in 
abundance to those whose courage 
is maintained throughout the selling 
process. ' 

Thus conscience and science become 
one in a healthy struggle to realize 
individual ambitions. That the type 
af thinking of the “pre-truth” days 
was childish and magical in its reaction 
to life can be readily appreciated by 
the following advertisements of the 
sixteenth century: 


Loss of Memory, or Forgetfulness, 
certainly cured by a grateful electuary 
peculiarly adapted for that end; it strikes 
at the primary source, which few apprehend, 
of forgetfulness, makes the head clear and 
easy, the spirits free, active, and undis- 
turbed, corroborates and revives all the 
noble faculties of the soul, such as thought, 
judgment, apprehension, reason and mem- 
ory, which last in particular it so strengthens 
as to render that faculty exceeding quick 
and good beyond imagination; thereby 
enabling those whose memory was before 
almost totally lost, to remember the 
minutest circumstances of their affairs, etc. 
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to a wonder. Price 2s. 6d a pot. Sold 
only at Mr. Payne’s, at the Angel and 
Crown, in St. Paul’s Churchyard, with 
directions. 


Since so many upstarts do daily publish 
one thing or other to counterfeit the 
original strops, for setting razors, penknives, 
-lancets, etc., upon, and pretend them to be 
most excellent; the first author of the said 
strops, does hereby testify that all such 
sort of things are only made in imitation of 
the true ones which are permitted to be 
sold by no one but Mr. Shipton, at John’s 
Coffee House, in Exchange Alley, as hath 
been often mentioned in the Gazettes, to 
prevent people being further imposed upon. 


An opposition notice appeared short- 
ly afterwards in the Daily Courant of 
January 11: 


The right Venetian Strops, being the 
only fam’d ones made, as appears by the 
many ‘thousands that have been sold, 
notwithstanding the many false shams and 
ridiculous pretences, as “‘original,” etc., 
that are almost every day published to 
promote the sale of counterfeits, and to 
lessen the great and truly wonderful fame 
of the Venetian Strops, which are most 
certainly the best in the world, for they 
will give razors, penknives, lancets, etc., 
such an exquisite fine, smooth, sharp exact 
and durable edge, that the like was never 
known, which-has been experienced by 
thousands of gentlemen in England, 
Scotland and Ireland. Are sold only at 
Mr. Alleraft’s, a toy shop at the Blue Coat 
. Boy, against the Royal Exchange, &c. &c. 


An editor of one paper even in these 
earlier days must have had remorse of 
conscience as is indicated in the 
following: 

Pray, mind the half sheet. Like lawyers, 
I take all courses. I may fairly; who likes 
not may stop here. 


A second stage in the development 
of better advertising practices was an 
attempt in the year 1911 to discover 
whether or not the common law could 
be made to bring a violator to-terms. 
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H. D. Nims in Printers’ Ink of 1911 
touches upon this aspect in the follow- 
ing excerpt: l 

At common law a civil action was 
possible against a person who deceived 
another by false or fraudulent statements, 
and in such an action, damages might be 
recovered representing the differences be- 
tween the value of the thing actually sold in 
connection with the fraudulent statements 
and the value of what should have been 
sold had the representations been made in 
good faith. This civil action is of little 
value in preventing frauds of this kind, 
because of the necessity of proving this 


.damage, and because oftentimes the damage 


on this basis would be very small. It 
would be quite possible to pass a statute 
which would compel the defendant, on 
judgment being obtained against him, to 
pay triple damages as is provided in the 
Sherman Act and even greater damages 
than this could probably be so authorized 
if advisable. It is doubtful, however, 
whether if such a remedy as. this was 
created, it would be sufficiently useful to 
serve as a preventative of these fraudulent 
acts. 

Turning to the criminal side of the 
common law, there appears to have been 
no indictable offense recognized by it which 
corresponds very accurately to the originat- 
ing and publishing of a fraudulent adver- 
tisement. The nearest analogy to it is 
found in what the common law called a 
“cheat” which, according to East’s Pleas 
of the Crown, Vol. 2, p. 818, consists in the 
fraudulent obtaining of the property of 
another by any deceitful and illegal 
practice or taken (short of felony) which 


affects or may affect the public. 


A review of the laws of the common 
laws of United States pertaining to 
advertising resulted in the following: 


Common Law SUMMARIZED 


It may be said that (1) there is nothing 
in the common law, or in these old English 
statutes which are a part of American 
common law, which would furnish an 
argument against enacting statutes making 
fraudulent advertising a crime; (2) that 
the common law and the English statutes 


214 


mentioned furnish, by analogy, ample 
argument for the contention taat fraudulent 
advertising is a cheat or falsespretense, and 
therefore should be regarded <s a crime 
under the various state statutes prohibiting 
the use of faise pretenses provided it 
results in definite injury to some person; 
(3) that there are statutes in nost, if not all, 
of the states of the Union t-okibiting the 
use of all false pretenses woica result in 
actual injury; (4) that very few courts have 
passed on the question as to whether or not 
the use of a freudulent advertisement is a 
er:me under these statutes. 


Experience, science and law finally 
forced recognition of three courses of 
procedure. Mr, Haase states them as 
follows: 


Three courses are open to you in taking 
up this matter. First, you can recommend 
that these general laws regarding false 
pretenses be amended in eacÈ state in such 
Way as may be necessary. Secondly, you 
can advocate in the varios states that 

archants of the Advertising Clubs do as 
is being done in Atlanta—s-art and push 
test cases under the general false pretense 
statutes. Or, thirdly, you ram advocate 
the passage in all of the s:ates, of acts 
similar to the New York and s+Lassachusetts 
statutes, both of which, it may be, can be 
somewhat improved upon. 


The influence of Printe-.s’ Ink in its 
constant interest finally resulted in 
Mr. Nim’s “Model Stacute” based 
upon existing statutes in certain states, 
amplifying certain points which were 
considered advisable. ‘his statute 
was then offered by Prin&rs’ Ink as a 
suggestion to the Associated Advertis- 
ing Clubs of America whcse combined 
influence has succeeded ir establishing 
the “‘ Model Statute” as lew -n twenty- 
three states. A definite zourse of 
action is now being vlanred to secure 
its passage in every staf. Its form 
fcllows: 

The Model Statate 


Any person, firm, corpor_ticn or asso- 
ciation who, with intent to Sell or in any 
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wise dispose of merchandise, securities, 
service, or anything offered by such per- 
son, firm, corporation or association, 
directly or indirectly, to the public for 
sale or distribution, or with intent to 
increase the consumption thereof, or to 
induce the public in any manner to 
enter into any obligation relating thereto, 
or to acquire title thereto, or an interest 
therein, makes, publishes, disseminates, 
circulates, or places before the public, 
or causes, directly or indirectly to be 
made, published, disseminated, circu- 
lated or placed before the public, in this 
state, in a newspaper or other publica- 
tion, or in the form of a book, notice, 
hand-bill, poster, bill, circular, pamphlet 
or letter, or in any other way, an adver- 
tisement of any sort regarding merchan- 
dise, securities, service, or anything so 
offered to the public, which advertise- 
ment contains any assertion, representa- 
tion or statement of fact which is untrue, 
deceptive or misleading, shall be guilty 
of a misdemeanor. 


To reinforce this law there has finally 
been evolved in advertising practice 
what is known as the “Truth-in- 
Advertising” Movement. It was in- 
itiated by the Associated Advertising 
Clubs of the World, which is what its 
name implies—a world-wide associa- 
tion of advertising clubs. The move- 
ment finds expression through a special 
department of the association, known 
as the National Vigilance Committee, 
and through Better Business Bureaus 
and Commissions, located in most of 
the principal cities of the United States. 

“The National Vigilance Commit- 
tee,” as the plan is worked out, “con- 
cerns itself with abuses of national ad- 
vertisitig, and also works in coöperation 
with the local Bureaus, which in turn, 
coéperate with each other, thus maim- 
taining a nation-wide organization. 

“The membership of a Bureau, 
which is by firm, includes newspapers 
and other publications, retailers, banks, 
investment bankers, advertising agen- 
cies, manufacturers, wholesalers, etc. 

“Any local business house of good 
standing is eligible to membership. 


* 
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Such membership carries the privilege 
of complaint against abuses of adver- 
tising, the right to receive all bulle- 
tins issued by the Bureau, the advan- 
tage of certain forms of confidential 
Bureau service, and, of course, a share 
in the credit for the accomplishments 
of the organization. 

“Bureau work has two main di- 
visions—Merchandise and Financial. 
The Merchandise Division directs its 
attention to abuses of advertising in 
such fields as department stores, men’s 
and women’s apparel, other retail 
groups, automotive and technical, 
medical and drug, food and beverages, 
etc. The Financial Division is con- 
cerned largely with questionable stock 
promotion schemes.” 

Better Business Bureaus are now in 
operation in thirty-two cities of the 
United States. The work of these 
bureaus is not only critical and con- 
demnatory of bad practices but it is 
constructive as well. For instance, 
the Better Business Commission of 
the Cleveland Advertising Club offers 
recommendations as a guide to assist 
in avoiding advertising statements and 
practices that have a tendency to 
reduce consumer’s confidence in all 
advertising. 

The bureaus render definite forms 
of service. Statements of these serv- 
ices with typical applications of each 
are’as follows: 

1. The Better Business Bureau pro- 
tects the buying public against deception 
and possible fraud in advertising and 
merchandising by investigating and 
correcting wrong practices. 

Certain seasonable goods have often 
been priced at a stated figure a few 
weeks previous and later offered at a 
greatly reduced price. The former 
price is used in many instances as the 
value, when, in fact, the value of such 
an article has been greatly reduced on 
account of the season and other con- 
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ditions and such a statement would 
be more or less misleading. 

2. Persuades individual firms to dis- 
continue unfair tactics that work to the 
disadvantage of competitors. 

Manufacturers have been known to 
bill goods to retailers with the mis- 
statement that the goods were all wool. 
The retailer has in his turn sold them 
to the public as all wool. The court 
held that there was no defense. ‘The 
retailer should have known whether or 
not they were all wool. The public 
has a right to look upon the retailer as 
an expert. 

3. Removes unjustified suspicion and 
misunderstanding between competitors 
by getting the facts regarding suspected 
advertising and merchandising practices 
and reporting upon their real character. 

The Federal Trade Commission, in 
conjunction with a Conference on Trade 
Practices of the Pyroxylin Plastic 
Industry, developed the following 
points concerning the branding and 
advertising of pyroxylin articles: 


We are opposed to the use of the words 
“Ivory,” “Shel,” “Amber,” Jade,” 
“Coral,” etc., in any other than an adjec- 
tive sense, and then only when coupled with 
the name of the material or some other 
qualifying term, such as color, finish, etc. 
Hlustrative of the foregoing, the following, 
and similar terms, would be permissible: 
“Ivory Celluloid,” ‘Ivory Pyralin,” 
“Ivory Fibreloid,”’ “Ivory Viscoloid,”’ 
“Ivory Zynolite,” “Ivory Acwelite,” etc., 
“Ivory Color Celluloid,” ete., “Ivory 
Color Dressing Combs,” “Ivory Finish 
Combs,” “Imitation Ivory,” “Imitation 
Shell,” ete. The following and similar 
terms would be objectionable: “French 
Ivory,” “Parisian Ivory,” ‘“Tortoise- 
Shell,”  ‘“Tortoise-Shell Eyeglasses,” 
“Ivory Combs,” “Florentine Shell,” 
“Ivory Toilet Sets,” “Pyralin Ivory,” 
“Jade Necklaces,” “Coral Necklaces,” 
“American Ivory,” etc. 

We are further opposed to the use of the 
words “‘French,” “Parisian,” or any other 
geographical ‘designations in connection 
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with the material or article: fabricated 
therefrom, unless they truly express the 
point of origin and are couple»! with some 
other qualifying term, suck zs color, 
finish, ete. Under the forsgoing, the 
terms.‘‘French Ivory,” “Florer-tine Shell,” 
etc., would be objectionable, wEile “French 
Ivory Finish” would be permisible if the 
thing in question originated in. France. 


A. Reduces the burden of unjustified 
public susvicion which may, through 
misunderstanding, rest upor the ad- 
verising or merchandising 2f any in- 
stitution. 

The following circular of the Vigi- 
lance Committee evidences tetr watch- 
_ fulness on this point. 


“S ELF-COLLECTION ” LETTEE Systems 


It has been brought to our attention 
that a number of so-callec collection 
agencies, systems, or associations are ad- 
vertising in the “Salesmen Wanted” and 
“Business Opportunity”? colurns of news- 
papers and magazines. The flowing is a 
representative piece of their cosy: 

_ Agents—$25 to $100 per daj-—Salesmen 
selling absclute necessity to merchants 
and professional men. 525 percent profit. 
Big weekly repeater. To ambitious men 
and women this means $10, 00-$5¢,000 
yearly. Send dime to cover mailing. 
Outfit free. 

The earning claims in the elasstfied 
advertisements appear exaggeretec and are 
objectionable in themselves, kut a more 
serious consideration arises from the man- 
ner in which these systems opezate. 

The salesmen purchase the -yszems for 
prices ranging from one to two dolars and 
resell them to merchants for fiv2 or six 
dollars, thus pccketing an exorbitant 
profit on each transaction. We under- 
stand that the systems are compesed of a 
series of collection letters for delinquent 
accounts. It is said that meresarts fill in 
and mail the letters, making it ~prear that 
the communications come diret from the 
collection agency office, whereas the so- 
called agency has nothing to dc with them 
after they are sold to the merciant. This 
is, of course, a misrepresentatn of facts 
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and we believe savors of duress, besides 
appearing to be'a species of false pretense. 
The Committee is of the opinion that it Is 
not only a violation of the law, but that a 
debtor could set up a valid defense against 
the account if the matter was pressed to a 
suit, i l 
Merchants desiring to protect the Good 
Will of their businesses should be warned 
against this questionable method of col- 
lecting delinquent accounts. 

Publications are given these facts so 
they may be fully informed concerning a 
practice of confidence-destroying character. 


NATIONAL VIGILANCE COMMITTEE 


5. Seeks to create maximum public 
confidence in every recognized form of 
advertising—out-of-doors as well csnews- 
paper, magazine, direct mail, ete.—by. 
making all advertising trustworthy. 


Customers dissatisfied by reason of un- 
fortunate experiences with advertised goods 
or services may secure adjustments through 
the Bureau, which at the same time takes 
advantage of the opportunity to educate 
the advertiser in error to better methods 
ard to impress on the individual customer 
the integrity of most business. 

A woman in Portland ordered a pair of 
solid gold earrings of special design. When 
the earrings were delivered, she became 
suspicious of their quality and a test by 
another jeweler confirmed her opinion 


- that they were not solid gold. The 


customer attempted to get a refund of her 
money, which was refused. She took up. 
the matter with the Better Business Bu-- 
reau, which found the facts to be as rep- 
resented by the woman. At first the store 
was not inclined to coricede anything, but 
a straight-from-the-shoulder talk to the 
manager on the influence of such methods 
on the prestige of his business and the 
Good Will of all business brought results. 
A refund was made to the woman and the 
store had been given a new conception of 
the cash-drawer value of honesty in mer- 
chandising. 


6. Increases public confidence in all 
aavertising and merchandising by coöp- 
erating with the advertiser to represent 
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correctly his goods and the conditions 
under which they are sold. 


STaATEMENT:—‘$10 Y Fire Extinguishers, 
$4.98. Buy one and reduce your auto 
insurance 15 per cent.” 


It was called to the attention of the 
Bureau that these fire extinguishers did not 
all contain a Fire Underwriter’s label and 
that they did not all reduce premiums on 
automobile insurance. | 

The matter was taken up with the Y 
Manufacturmg Co. and it was learned 
that they had been in communication 
with the advertiser in advance. Both the 
manufacturer and the Vigilance Committee 
have been assured that care will be taken 
to prevent a reoccurrence of this matter 
in the future, 


7. Helps an advertiser make his 
printed announcements more believable 
and productive. In many cases it turns 
an unscrupulous advertiser into a fair- 
dealing advertiser. 


“Rust-Proor Tron” 


The Bureau received a postal card 
signed by a Mrs. X, stating that she had 
bought a well-known washing-machine 
from a local firm who had advertised same 
as being rust-proof and that after short use, 
it had rusted and that the firm in question 
had refused to make a satisfactory ad- 
justment. 


Investigation: The local representative 
for Y Iron stated that their product 
should not be advertised as “rust-proof,” 
but could be advertised as “‘rust-resisting.”’ 
This information was not submitted to the 
retailer, who sold the washing-machine, as 
the Bureau desired to make a complete 
investigation as to whether the lady who 
had purchased same had given it reasonable 
care. It was found that no such person 
lived at 3d Street, or 4th Avenue. 


Resutts: However, the next adver- 
tisement of the retailer in question carried 
the words “‘rust-resisting” in explanation 
of Y Iron—this without any suggestion 
from the Bureau that an investigation was 
being made. The constructive power of 
the Bureau had apparently had a silent but 
imperative effect. 


It later developed that apparently a 
competitor of the retailer had made the 
complaint to test the efficiency of the 
Bureau as well as to “knock his competitor.” 
The case was thus automatically cleared 
up to the satisfaction of all concerned. 


8. Protects public confidence in the 
business community as a reliable trade 
center so that buyers in the surrounding 
territory may feel that they will get 
value-received in a Bureau City. 


STATEMENT: —“Lots $500 to $600. 
Write or phone for an appointment to 
inspect B by motor or airplane.” 


We received a complaint to the effect 
that the lots advertised at $500 to $600 
were not sufficient in size to be used as a 
home site and that when one answered the 
advertisement it was explained by the 
salesman that two or more would have to 
be purchased in order to secure sufficient 
area upon which to build. It was further 
reported that one of the representatives of 
the advertiser had been approached on the 
question of inspecting B by airplane and 
his answer was that the statement offering 
an airplane inspection was a joke. 

Our investigator called upon Mr. D, who 
admitted that the lots were too small for 
home sites and that the property was 
divided into this size lot (25 x 150) so that 
it would be possible for a purchaser to secure 
a 75 foot front by buying 3 lots, while this 
would not be possible if they were divided 
into 50 foot lots. 

Our investigator explained to him that 
there was no objection as to the size of the 
lots or the quoting of the price of a single 
lot so long as the copy made clear the fact 
that one could not purchase a single lot 
and secure sufficient ground upon which to 
build a home. 

When Mr. D was approached on -the 
question of the airplane inspection, he said 
that arrangements had been: made with the 
flying field at K for an airplane and that if 
our investigator wished to make the trip, 
the plane was at his disposal. 


9. Informs stores which are members 
of the Bureau concerning misleading 
statements made by employes with respect 
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to goods advertised, as well as the un- 
familiarity of employes with merchandise 
advertised by their respective d-partments. 
SrtaTeMEnt :— ‘Gillette Razor, 50e.” 


Our investigator noticed the sign ir. the 
window of the above-named stoze and, upon 
going in and purchasing one of the razors, 
found that it was cne of Geman make 
designed to resemble the ‘ailletce razor. 

He called this to the attertion of the 
advertiser, who immediately removed the 
sign. 


10. Codperates with an onest busi- 
ness institution to help it remove con- 
jidence-destroying spots in ts wn ad- 
vertising and merchandising. 


Auction Sate or UNREDEEM3D PLEDGES 


A well-known firm of aucdoneers ad- 
vertised a two-day public sale of “Thou- 
sands of Unredeemed Pledges >f D’s Loan 
Office.” 

INVESTIGATION: Investigation showed 
the fact that the great majctity of the 
articles offered for sale had never been in 
the stock of D’s Loan Office, vere not un- 
redeemed pledges of any xind .nd were, in 
truth, the property of another well-known 
loan office, which was keephg its own 
name in the dark and had simply arranged 
the sale under the advertised name of the 
auctiorieer company. 

Resutts: The auctioneer vas advised 
that his sale could not cantinu= unless the 
truth of the matter was cleasly given to 
the public. The owner of the stock, whose 
name did not appear, was adv-ec likewise 
and the sale did not open om the second 
day. The first day’s sale waz conducted 
at a loss of something over 3109, which 
is a striking evidence of the poor business 
probable as a result of misleacing and un- 
true advertising. The Bureau s convinced 
that had the sale been advert:sed strictly 
according to the facts in tke ease and 
conducted along the same lines, there is no 
doubt that it would have been success. 


Sraristics Wrenn Tror 


A company selling orchard laads in a 
southern state published, in its prospectus, 
statistics of probable yields f-om bearing 
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trees which were questioned by a prospec- 

-tive purchaser. * Investigation showed that 
the advertiser had based the data in ques- 
tion on carefully verified figures and had 
understated rather than overstated his 
proposition based on actual yields, In 
conference with representatives of the 
company, the committee recommended 
that future advertising state the sources 
from which the figures quoted were derived 
and make clear the care with which the 
yields were verified and analyzed, in order 
that believability might be increased. 


11. Curbs certain types of fraud such 
as “home work’? schemes and “gyp” 
sales, advertising both locally and na- 
tionally in the classified columns of 
newspapers and magazines and by 
direct mail. 


Y SECURITIES ADVERTISING 


D’s “investment house,” the Y Securities 
Company, posed in many advertisements as 
a regular establishment dealing in “reliable 
industrial securities.” This appears on 
the letterhead, although we have been 
unable to discover that either D or the Y 
Securities Company ever dealt in any- 
thing but the stocks of D’s various enter- 
prises. 

In a magazine called, with fine irony, 
“Truth; and containing about as wild and 
unreliable “news” of phenomenal fortunes 
made in oil as we have ever seen, the Y 
Securities Company was a liberal “‘adver- 
tiser,” if, indeed, the magazine was not 
merely a house organ for that company. 
In one of these announcements it is stated, 
in an effort to sell Y Securities stock, that 
“Here is a chance for you to take abso- 
lutely sure profits out of the great Texas oil 
boom. The Y Securities Company is as 
sound and as strong as the Rock of Gibral- 
tar. It markets nothing but the very best 
oil securities, and it takes no risk of any 
sort whatever. Every transaction brings 
its stockholders a profit.” 

As before stated, this company dealt in 
D’s stocks exclusively: X Oil, now in a re- 
ceiver’s hands, Y Oil and Refining, now 
defunct, and the Y Securities Company, 
“as sound and as strong as the Rock of 
Gibraltar,” which is also now defunct. 
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ADVERTISING FoR “Sucker lrst” 


D has more than once advertised in 
newspapers offering to send free to in- 
quirers, maps and data regarding the 
Texas oil fields. These advertisements do 
not mention his oil companies but they are 
merely inserted to get additional names 
for his “sucker list.” 

We suggest that copy received from D be 
weighed in the light of facts set out above. 


12. Promotes state and munieipal 
legislation for the better protection of 
legitumate business and the public from 
abuses of advertising. But only flagrant 
misuses of advertising are prosecuted, and 
then only as a last resort. 


Examination of X, said to have been the 
organizer of four Suit Clubs, will take place 
in Police Court according to information 
given out by the Prosecuting Attorney. 

The warrant was issued after investiga- 
tion by the Better Business Bureau in con- 
junction with the Prosecuting Attorney’s 
office. Men who joined the clubs, it is 
charged, paid $1 a week until a certain 
amount had been placed to their credit. 
Then they were supposed to have the 
privilege of selecting a tailored suit. Once 
a week, it was advertised, a drawing would 
be held and suit given free. 

Investigators working for the Better 
Business Bureau have been informed by 
local detectives that no one has received a 
suit free as far as they have been able to 
ascertain. A foreman in the Plant told 
detectives he was notified that he had won 
a $38 suit, but when he went to claim it 
he was informed that all suits at this price 
had been disposed of, but he céuld obtain a 
$55 suit by paying the difference. 

According to the Prosecutor few men 
ever got suits for the amount they agreed to 
pay. After paying in the required sum, it 
was charged, the club members were in- 
formed that cloth had gone up and the 
suit would cost $70 or more. ‘There are 
approximately 300 complaints in the 
Prosecutor’s office, the police say, of per- 
sons who have paid their money and never 
have drawn a suit of clothes. Four shops 
were Maintained in P—. 
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13. Secures adjustments for customers 
dissatisfied by reason of unfortunate ex- 
periences with advertised goods or service, 
at the same time taking advantage of the 
opportunity to educate the advertiser in 
error to better methods and to tmpress on 
the individual customer the integrity of 
most business. . 


This practice of deceptive cuts or illus- 
trations is causing much dissatisfaction 
and is greatly decreasing reader-confidence 
because, 

1. The reader always assumes, and 
rightfully so, that cuts are samples of the 
merchandise offered for sale (the only 
exception being announcement advertise- 
ments and others of general nature). 

2. When it is found the style represented 
by a cut is not to be had, and, perhaps, 
never was included, there is a great big loss 
of good will. 

Ts it worth it? If you have experienced 
some of the reactions of the buying public 
as the author has experienced them, you 
would say No. Besides, some advertisers 
seem to use such cuts with intent to mis- 
lead. 


14. Takes the necessary steps to 
protect investment bankers from the 
unfair competition of fraudulent stock 
promotions, conserving money in legiti- 
mate business channels in the interest 
of banks and business generally, and 
maintaining the confidence of the public 
in the advertising of worthy investment 
securities. 


The Minneapolis Business Bureau re- 
ports its experience as follows: The 
Bureau has consistently extended and re- 
ceived coöperation from the State Securities 
Commission in the realm of speculative 
financial advertismg. The imvestigation 
of “Fraudulent Financial Advertising” 
is directed against those who seek to reach 
investors, big and little, with promises of 
handsome and impossible returns. Con- 
siderable research is required. This is 
especially true here because an amendment 
to the Blue Sky Law in 1919 prevents the 
newspaper advertising of any security not 
approved by the Securities Commission. 
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So to a very large extent, pcomoters of 
alluring but undesirable investments, se- 
curities, oil stocks ard g-t-rich-quick 
schemers have resorted to sucser lists and 
direct-by-mail-advertising. 


Again quoting Mr. Lee n Printers’ 
Ink of June 16, 1921, th= following 
summary is suggestive of the strides 
made by the Truta-in-4dvertising 
Movement: 


There was a need for the Model 
Statute. It reaches the fraudulent 
advertiser. Its validity h= been up- 
held whenever attacked. It is used 
and not misused. It has helped ad- 
vertising. It is the backgrcand of this 
association. 

The year that ended on May 1, 1921, 
has been the greatest ycar in the 
history of the Vigilance Committee, 
speaking in terms of defirzte accom- 
plishments. During that year ap- 
proximately 1,000 cases we investi- 
gated, 650 of which have led to definite, 
successful resulis. Approxmmately 1,- 
655 inquiries have been hardled. 

Figures reported by loczl bureaus 
for the year show that 6,815 zases have 
been investigated and that there have 
been but 51 prosecutions. 

We no longer find it necessary to 
explain or defend the movement. Our 
mail is intelligent. The -ətzers we 
receive show that the mcvement ts 
understood. 

We have gone safely in order that 
we may go far. 

Now we have come to the point 
where we must expand. “Ye are to 
stop theorizing that we ar= covering 
the entire country and actrally cover 


It. 

All of the Better Businezs Bureaus 
of the country are to be jæned in an 
association. That assceciatim and the 
National Vigilance Commiffee are to 
be welded into one body. This plan 
was discussed at the convencion of the 
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Associated Clubs and will be acted 
upon in a short time. 

In order to make our work na- 
tional in scope and in order to handle 
every case that comes up we must 
have contact in every county in every 
state in the Union. 

I have said that we have relied upon 
the Postal Law in certain cases. We 
want the Model Statute to be the 
whole force so far as law is concerned. 
Through the new contacts which are 
to be created we intend to have the 
Model Statute enacted into law in 
every state in the Union. It has been 
asked why we do not endeavor to have 
the Model Statute made a federal law. 
This we do not want. There are 
several reasons. The most important 
one is that it is possible to obtain action 
more readily in the state courts than 
it is in the federal courts. ‘There are 
generally not so many other cases 
ahead in the state courts. 

At Atlanta a campaign for the pur- 
pose of putting the Model Statute on 
the legislative records of those states 
which do not now have it was dis- 
cussed. Iti is now planned to publish a 
brief on “The Law and Misleading 
Advertising,” which will contain a 
discussion of existing laws affecting 
advertising and the prevention of 
fraud and which will show why the 
Model Statute should be enacted into 
law exactly as it was first proposed by 
Printers? Ink. This brief will be 
given wide publicity as an educational 
force. 

Unless we can put the law on the 
books of every state this movement 
eannot advance as it should. The 
Model Statute has been the ounce of 
prevention that has made it unneces- 
sary for the advertising business to look 
for the pound of cure that surely 
would have been necessary had the 
Model Statute not been enacted into 
law in an increasing number of states 
since 1913. 
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Better Ethical Standards for Business 
The Purpose of the Commercial Standards Council 


By WILLIAMS HAYNES 


President, Drug and Chemical Markets, New York City, Chairman, Educational Committee, 
Commercial Standards Council 


Ao there is full knowl- 
edge of good and evil among 
business men, nevertheless, business 
ethics have always lacked the class 
consciousness of professional ethics and 


as a result, the ethical forces of business , 


have not been well organized. Despite 
the Clayton Act and the Sherman Law, 
“fair and honest dealing” is as yet 
ill-defined; in many industries “trade 
custom” is still the only ethical code; 
what is condoned in one industry as a 
business necessity is condemned in 
another as business dishonesty. ‘This 
confused and complicated situation has 
been hurt, rather than helped, dur- 
ing the past five years. 

The mad scramble for the extra 
profits scattered broadcast before all 
industries by the War; the wholesale 
cancellations of contracts at the signing 
of the Armistice; the demoralization of 
both buyer and seller during the defla- 
tion period, are all reflected in business 
tendencies, commonly ‘noted in many 
directions. And there is danger lest 
these tendencies develop and become 
fixed during the years of bitter competi- 
tion that are before us. Itis, therefore, 
significant that just at this time a na- 
tional organization, composed of mem- 
bers drawn from every business field, 
should be formed with this avowed ob- 
ject: “To develop the highest commer- 
cial standards and to eliminate harmful 
business practices.’ This first co- 
operative association of the ethical 
forces of American business is known 
as the Commercial Standards Council. 

The organization was born at ‘a 
meeting in New York City in January 
of 1922. A group of men composed 


largely of the officers of national busi- 
ness associations, called together by 
the author, met to discuss ways and 
means of assisting in the passage of the 
Judiciary Committee Bill (H. R. Bul 
10159) “‘to further protect interstate 
and foreign commerce against bribery 
and other corrupt trade practices.” 


OBJECTS AND ORGANIZATION 


For the purpose of fostering higher 
business standards and eliminating 
business malpractices, the Commercial 
Standards Council binds together com- 
mercial organizations of many types 
in many fields, and also firms and in- 
dividuals interested in better business 
ethics. Its president, very fittingly, is 
a purchasing agent; its secretary, an 
advertising man. On its Executive 
Board servea well known sales manager, 
the publisher of a business paper, repre- 
sentatives of the shipping and the paint 
and varnish industries, and a college 
professor. Affiliated with it are many 
business organizations representing 
credit men, purchasing agents, adver- 
tisers, sales managers, and manufactur- 
ers of such varied productsas chemicals, 
printing inks, coal-tar dyes, office appli- 
ances, celluloid, disinfectants, hard- 
wood lumber, paper, machinery, etc. 

Its organization is informal. Mem- 
bership is open to any association, 
firm, or individual interested in fur- 
thering the objects of the Council, and 
its funds are raised not by dues, but by 
the voluntary contributions of mem- 
bers. Headquarters are maintained at 
19 Park Place, New York, where litera- 
ture and membership applications may 
be obtained. 
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The work of the Counci.. adminis- 
tered by an Executive Board of seven, 
is to crystallize the best seatiment cf 
American busin2ss, to inforæ business 
men and the public on questions of 
business ethics and to stimulate and 
direzt efforts tending to the chmination 
of unfair and dishonest deslirgs. In 
the main, its work is being cone in- 
direztly through the direct efforts of 
the organizations affiliate. with it. 
The Commercial Standarc= Council 
has set before it,.as its first task, the 
elimination of commercial bribery, and 
to this end is conducting an elueational 
campaign and working to secure the 
passage of federal legislation. 


CoMMEECIAL BRIBE=Y 


The secret giving of commissions, 
money and other things o value to 
employes of customers for ths purpose 
of influencing their buying powers, 1s an 
evil more widespread than E azknowl- 
edged. It is a peculiarly insdisus and 
dangerous tendency since E tlinds a 
man of character to his sincere, good 
convictions and forces him ~9 yield to 
competitive pressure in the selief that 
to resist would be to coum Cisaster. 
Commercial bribery, if allowed to pro- 
ceed unchecked, will destroy legitimate 
competition, for it easily defeats honest 
advertising or efficient saEsmanship 
and always frustrates efficient pur- 
chasing on the basis of quality and 
value. It affects vitally, Lherefore, 
botk sellers and buyers, and -s cf direct 
concern to advertisers, salesmen, and 
purchasing agents;- manufarturers, 
jobkers, and retailers. It adds tre- 
mendously to the cost of dstributing 
all goods, and this unnecessary selling 
expense is naturally passed on to be 
paid ultimately bythe American public. 

Unfortunately, the evil is =preading. 
From its very nature, if it is not 
checked, it will honeycomb =ll Ameri- 
can business, bezause the mast sincere 
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and honest seller of goods is powerless, 
no matter what the quality or price of 
his product may be, to sell to a buyer 
whose purchases are controlled by 
graft. It takes many forms; not only 
the direct payment of a cash bribe, 
but special rebates, double invoices, 
ccupons redeemable in goods, elaborate 
presents, extra commissions for quan- 
tity orders or quantity sales. It is 
found most commonly in connection 
with the sale of basic commodities used 
in manufacturing and in foodstuffs; 
but it is reaching throughout the manu- 
facturing industries and even into the 
retailtrades. Some industries, notably 
the paint and varnish manufacturers 


. and the shipping interests, have had 


the high moral courage to admit the 
evil, but many industries, where it is 
common, do not acknowledge the fault. 


Propvosep FEDERAL LEGISLATION 


The work of the Federal Trade 
Commission, the passage of various 
state laws against commercial bribery, 
the cases which have come into state 
courts under these acts, have all called 
attention to the spreading evil. Pub- 
lictty is the only weapon of the Federal 
‘Trade Commission, and the state laws, 
since American business has largely 
wiped out state boundaries, are enforce- 
able only in a single commonwealth. 
Neither can adequately cope with the 
national situation. On January 27, 
1922, a federal bill was reported in the 
House of Representatives, by the di- 
rection of the House Committee on the 
Judiciary, to eliminate commercial 
bribery. This proposed bill is a model 
based on the experience of state laws 
and the laws of Great Britain and her 
colonies. It contains several signifi- 
cant features, without which no com- 
merciaP bribery legislation can be 
effective: 

1. Its scope covers not only direct 
bribe giving, but the falsification of 
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documents and the solicitation of 
bribes. 

2. It provides that “trade custom” 
shall not be admissible or constitute a 
defense. 

3. It provides immunity under the 
law to the person who shall first report 
the fact, under oath, to a federal 
district attorney. Thus it breaks up 
the conspiracy of silence between bribe 
giver and bribe taker that other com- 
mercial bribery laws enforce on both 
parties, and makes the law, through 
fear of exposure, a preventative meas- 
ure. 

4. It provides for a fine or imprison- 
ment for proven breaches of the act. 


ÅROUSED BUSINESS SENTIMENT 


‘Excellent and practical as are the 
provisions of this proposed federal law, 
the -Commercial Standards Council 
appreciates fully that American busi- 
ness must clean its own house. The 
law is a broom for this purpose, but the 
broom must be wielded by the force of 
public opinion. The Council is, there- 
fore, collecting facts and figures about 
commercial bribery. It is showing 
American business men the commercial 
shortsightedness and the dishonesty of 
the practice. It is rousing the better 
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business sentiment of the country. 

American business today faces a 
hard task. Economic readjustment 
has brought tremendous competition. 
In many industries there must be great 
curtailment of production unless export 
trade is developed, and this must be 
developed in spite of a war-won, un- 
deserved reputation for sharp dealing. 
American business is freer from dis- 
honesty and malpractice than most 
national commerce. An American 
business man, A. T. Stewart, gave to 
the world a fixed price in retail stores, 
abolishing haggling barter and dis- 
couraging completely the age old 
proverb: “Let the buyer beware.” 
Known prices are the rule—not the 
exception—in most branches of Ameri- 
can trade. American business has 
abolished the giving of secret rebates 
against transportation charges. Amer- 
ican business has established advertis- 
ing and salesmanship upon an honest. 
basis of efficiency not known elsewhere 
intheworld. Through the Commercial 
Standards Council, the right conscious- 
ness for fair dealing, inherent in the 
average American business man, has 
the opportunity for expression and for 
organized effort to establish higher 
business ethics. 


A Simple Code of Business Ethics 


By Epwarp A. FILENE 
President, William Filene’s Sons Company, Boston, Massachusetts 


OOD will is one of the most im- 
portant assets of any business. 
It is dependent basically on the con- 
fidence of the public. Public confi- 
dence, in turn, depends upon the real 
service to the community that the 
business performs. 
Because of the recognition of this 
fact, many sets of “business princi- 
ples,” often unwritten, have grown up. 


There has developed, also, a code of 
business ethics that, though unformu- 
lated, has perhaps obtained somewhat 
general recognition. ‘There seems to be 
need of a simple written code. I 
propose the following: 


1. A business, in order to have the 
right to succeed, must be of real serv- 
ice to the community. 

2. Real service in business consists 
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in making or selling merchandise of 
reliable quality for the lowest practi- 
cally possible price, provided that mer- 
chandise is made and solc. under just 
conditions. 


This is short and simp=. At first 
glance it may eppearinsufEeient. Yet 
a closer study will show thst it covers 
the whole field of business ethics. 
Let me try to indicate a few of the 
possible bearings of this satement of 
principles and draw upon he experi- 
ence of a lifetime to show hy it is my 
firm conviction that it is rot only all- 
sufficient from an ethical standpoint, 
but is also the very best basis upon 
which the greatest just sucess in busi- 
ness can be attained. It eevers all the 
degrees: to get on (posite); to get 
honor (comparative); to zet honest 
(superlative). 

In the first place, I say that one has 
not gained the right 2o suce2s3 until he 
has made his business of real service to 
the community. Just beczus one has 
organized a company, builta factory or 
opened a store is no reasen why the 
community owes him a ving. He 
went into business volurtarily. He 
must justify success by coing some- 
thing which merits comper=azion. 

This would szem self-evicent, and yet 
it is true that a great deal of business 
is done with no real compsebension of 
this axiomatic truth. If I ike money 
from you without return service, by 
force or threat, I am legally a thief and 
a robber and cen be arreste3 and put in 
prison. Likewise, if I take from you 
by fraud or false pretense, I can be 
dealt with legally. But under the 
common practice of today I can safely 
take from you, in return fer merchan- 
dise, all that I can induce =on to pay. 

In reality, the difference = etween the 
last case and the first is nof fimdamen- 
tal, the chief cifference beng that the 
last is done under the shield of custom. 
Ethically, unless the manusacturer and 
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the merchant give an adequate return, 
unless they render a real service, ‘they 
have no more right to a reward than has 
the robber or the cheat. 


“REAL SERVICE TO THE COMMUNITY” 


At the first reading, the truth of the 
first part of the code, even though 
acceptable, may not seem to cover 
enough of the field. This will depend 
on the definitions given to the terms in 
the code. Let us examine the defini- 
tion of service in the second sentence of 
the code. What constitutes “real 
service to the community?” Clearly 
it is not offering merchandise for sale 
at the greatest price which we believe 
can be obtained from the public. The 
work of the manufacturer consists In, 
making goods which to his expert 
knowledge are best adapted for the 
particular uses for which people want 
them. The work of the merchant 
consists in obtaining merchandise in 
wholesale quantities and selling it in 
retail quantities at a just price. 

The merchant who buys a pair of 
shoes and sells them for more than a 
fair advance over cost, performs no 
adequate service to the community and 
is ethically no more entitled to a profit 
than is the man who steals an auto- 
mobile and sells it to some unsuspect- 
ing purchaser, or the man who makes 
adulterated goods and sells them for 
genuine. We would refuse to pay the 
bill of the physician, the carpenter or 
the man who shovels snow off the side- 
walk, if he did not perform a service © 
somewhere nearly equal to his charge. 
Should not the same demand for ade- 
quate service be made on the manu- 
facturer, the merchant and the banker 
as on other servants of the community? 
But we pay the charges of a system of 
merchandising that, because of exces- 
sive expense in doing business and the 
charging of profit on the basis of such 
expense, adds, on the average, nearly 
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2 
or quite one hundred per cent to the 
production cost of the, goods. 

If one makes merchandising too ex- 
pensive, if he exacts a profit greater 
than a just compensation for his work, 
then he ceases to serve the community. 
In so far as he makes profits beyond the 
value of the work performed, he be- 
comes a parasite. The manufacturer 
or merchant who does not reduce busi- 
ness costs and profits to the lowest 
practicable figure, and so enable the 
community to obtain goods for as low a 
price as possible, is not serving the 
community to the best of his ability 
and consequently is not entitled to 
large rewards. It is his duty to sell his 
goods or merchandise at the lowest 
practicable price, including the lowest 

“safe profit. His total profit must in- 
crease, not through large margins on 
few transactions, but through the 
number of people whom he serves and 
the number of times he serves them. 


“LOWEST PRACTICABLE PRICE” 


But this is still not enough. Our 
code should furnish us something with 
which to measure this lowest practi- 
cable price. A price that is the “low- 
ést practicable” in one place may not 
be so in another, and the lowest prac- 
ticable price one year will probably not 
be the lowest practicable another year. 
Civilization started when a savage 
horde discovered that some one of the 

_ group could make sharper arrow heads 
than the others and gave him the task 
of making arrow heads for all the rest, 
promising, in return, to provide him 
with the necessaries of life. From then 
until now we have gone on progressively 
increasing the specialization of individ- 
uals and with every step of speciali- 
gation and standardization we have 

‘reduced the total amount of work that 
humanity as a whole must do to 
maintain itself. Each improvement 
and refinement of this process makes 
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each effort of each individual worth 
more, or, relatively, makes the things 
he needs or desires cheaper. We are 
blocking the march of civilization unless 
we can make ever cheaper and cheaper 
the goods we sell. 

During a life-long experience in re- 
tail distribution, my views on the 
factors that go to make up real service, 
and their relative importance, have 
changed a number of times, but each 
change has brought me nearer to the 
conclusion that no real service can be 
rendered except as business makes the 
necessaries of life more and more ac- 
cessible to the consumer, t.e., makes 
prices cheaper and cheaper. The great- 
est rewards of business in the past have 
gone to financial leaders. In the fu- 
ture, success will depend not so much 
on finance as on the ability to lead 
large numbers of employes so that 
they will produce successfully and 
cheaply. The basis of such success is 
harmonious conditions. 

It should be axiomatic that the 
merchandise must be of reliable quality, 
for a lowering of prices through the 
substitution of inferior merchandise is 
not real progress. Surely we need not 
dwell on this point of the creed. 


“Just CONDITIONS” 


Finally, the proposed code calls for 
merchandise made and sold under 
“Just conditions.” If one “serves” the 
community at the expense of any por- 
tion of it he has not added to the sum 
total of the community’s welfare, but 
has been merely the means of depriving 
some of its members of benefits for the 
sake of distributing them to‘others. If 
a merchant handles merchandise that 
has been made under “sweat shop con- 
ditions,” under “padrone” systems or 
by underpaid or overworked people, he 
is sinning ethically as well as economi- 
cally; for either he is benefiting himself; 
or he is letting the rest of the com- 
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munity benefit, at the expense of those 
workers. 

Equally, a manager’s treatment of 
his employes must be just. ‘This is not 
the place to enlarge on fhe various 
methods that have been developed, 
chiefly during the last ter. years, to 
ensure justice and pleasart relations 
inskle the factory or shop. Too much 
thought and planning cannst be given 
to creating gcod relations between 
employer and employe, bit in the 
endeavor to improve these relations 
the fact should not be lost sizht of that 
suco work is not an end ir itself but 
merely a very important factor among 
‘the means for attaining the -ru2 aim of 
bus:ness—service to the community. 


Tre Business Man arp His 
EMPLOYES 


I am in honor bound, a. a decent 
citizen, to treat my employe- as well as 
I know how. If I am to require of the 
city that it send my employes to my 
stor2 in the morning fortified by educa- 


tion and health to do my werk, I have . 


assumed by that very requisentent the 
duty of sending them out at right at 
least not deteriorated, and if — have any 
sense of honor I shall want tc give good 
measure and try to send ~hem out, 
so far as lies in my power, improved 
-physically, financially and morally by 
their working hours. 

Now, of course, this is a Eard thing 
to do and, in fact, is not generally 
accomplished. But the failure zo do it 
is always paid for indirectly aad is more 
expensive and more onerous than the 
doing. Employes made frendily to 
zheir employers, through just -reatment 
and good conditions, are mach more 
likely to be useful and profit-sraducing 
employes than are those vho work 
under bad condit:ons. Morecvez, good 
relations between employers. ard em- 
ployes leave the managers fre- fcr their 
proper work of planning and edmin- 
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TE the growth and success of the 
business. m 

We have been, admonished to “Jove 
our neighbors as ourselves.” Our real 
neighbors in these days of city life are 
not ‘at all the people who happen to 
move in next door to us; our nearest 
neighbors are the people with whom we 
spend most of our waking hours. And 
with whom do we employers come in 
more continuous contact than with our 
employes? When once our thoughts 
run along this direction we see that 
there are many additional reasons for 
recognizing our employes as our nearest 
neighbors. 


‘*“NEIGHBORLINESS”? AND Its 
IMPLICATIONS 


With this consideration of my em- 
ployes as my nearest neighbors and 
with the welfare of the business also 
urging me on, I soon found myself 
going outside of my store walls into 
city affairs. I was forced to associate 
myself with groups of other citizens 
who were trying to make the city a 
better one for my employes and myself 
to live in. This is justifiable: indeed, 
becomes essential, once the fact is 
recognized that our employes are our 
neighbors. We cannot let our neigh- 
bor pass in a rainstorm without offer- 
ing at least a share of our umbrella, and 
when my employes came in wet from 
bad street car service I felt that I was 
only trying to be a good neighbor when 
I undertook to help reform that service. 
I therefore participated- in the organi- 
zation of a franchise league which for 
many years was influential in bettering 
the local service. 

The same relationship in civie affairs 
forced me to help consolidate and re- 
organize the various business associa- 
tions of the city. It led me to help 
create a City Club, where employers 
and employes and the friends of each 
could meet and learn to understand 


$ 
A SIMPLE Cops or Business Eraics 
$ 


each other. Following this same im- 
pulse of duty to my neighbors— 
my employes—I finally came natu- 
rally into national and international 
work. 

As I look back I find that each of 
these was, in itself, worth the time and 
effort it took, but, as my vision grew 
from these experiences, I began to see 
that it was all a means to the big end, 
to the end of real service which, for a 
business man, is to enable people to 
buy cheaper and cheaper. This in- 
sight came late with me, and I am 
going to dwell on it because I find that 
it comes late with most men. 


CHEAPER Prices tHe Way TO 
FREEDOM 


The world is pretty well agreed now 
that, after all, its greatest progress will 
come from the greatest freedom to all 
men. While definite gains may be 
made by autocratic control of business 
yet, in business as in government, our 
experience has shownusthat democracy 
is the safest road, and in spite of all its 
weaknesses it is the dominant political 
creed of today. Democracy is based 
on freedom. Freedom is not an eagle 
screaming on a crag, as we were told 
at Fourth of July celebrations at an 
impressionable age. ‘The fundamental 
basis of freedom isthe margin men have 
in their income over their outgo. No 
man is really free if he does not have 
more than enough with which to pur- 
chase the necessaries of life for his wife, 
his children and himself. 

If a pair of shoes for the baby costs a 
day’s work and a pair for each other 
member of the family costs from a day 
and a half to two days of work, a suit 
of clothes or a dress costs from five to 
seven days’ work, monthly rent costs 
six to ten days’ work, and so on, then 
the man who requires the work of 
every available day in the month to 
provide food, shelter and clothing for 
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himself and his familyisnot free. There 
was a time when it cost a considerable 
fraction of a day’s work to procure a 
drink of water; today, in the cities at 
least, water is so cheap that in this 
particular item men are free. 

Under a code of ethics that requires 
business to sell cheaper and cheaper, 
the necessaries of life will be more easily 
obtained, and gradually the so-called 
luxuries of life will become more and 
more available for less and less hours 
or days of work; and thus men will 
become freer and freer. 

The results of selling goods cheaper 
and cheaper show in the reduction of 
the number of hours of a day’s work. 
Within a generation the working hours 
have gone down from sixteen to eight. 
There are enough indications and 
possibilities of further reductions in 
sight to make it not impossible that in 
time five hours’ work a day will be 
sufficient to provide a living for a man 
with a family. This does not mean 
that a man will work only five hours, 
but rather that he need work only five 
hours for a mere living; many men 
under such circumstances will work 
eight or ten hours at their vocation, 
spurred on by the desire to put their 
children through college or to satisfy 
other desires. It will also leave the 
workers free to have an avocation 
besides——five hours for necessary work 
and five hours for that work to which 
they would give their whole time if 
they could afford it. Personally, I 
have always thought that preachers 
and teachers would do better work if 
they followed their professions only 
part time and some other vocation the 
rest of the time. This idea has been 
accepted in some schools. 


CONCLUSION 


I dare not follow this line of thought 
out into its ramifications, attractive as 
they appear, lest I bethought a dreamer 
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instead of the shopkeeper tzaz I am. 
Along this line, novwever, I kelve lies 
the solution of many of th- pressing 
economic questions of today which 
seem so hopelessly insoluble to many 
thoughtful citizens. It hes m making 
the products of business available at 
ever cheaper prices, and so permitting 
the great mass cf the people to enjoy 
the full fruits of modern spectalization 
and standardizazion. Mr. ord has 
proved that this ts not merely a philan- 
thropic idea. The produce ææ the 
merchant who grasps the truch cf this 
thought will in the end win s reward 
which is fairly his and whick go2s far 


beyond the dreams of the men who is - 


in business for th profit alone. 

One of America’s foremost c-izens 
lately said to me that in hi: czinion 
the security of tae world depends in 
tae last analysis on the way in which 
individuals conduct themselzes. He 
said that the thing most needed wes the 
will for service to the commun. y, to the 
state, to the naticn and to tke world. 
Ulustrating this point, he ment sned ex- 
amples from his own experience show- 
irg that the progress of the w-rlc was 
retarded by selfiskness, of whizh =here 
was no better measure than <b: un- 
necessarily high prices chargedfar goods. 

From the so-called “practice! stand- 
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point,” also, I want to call attention to 
the fact that im these years of intense 
competition people are scanning prices 
as never before and buyers are going 
where they can buy the cheapest. 
Firms which cannot save their wastes 
of labor and material and meet this 
competition by selling cheaper and 
cheaper, will be forced out of business. 
Those that succeed will succeed on a 
bigger scale than ever before. They 
will sell greater and greater quantities 
with less and less expense and margin 
of profit on each item. 

Mr. Ford has done this in his produc- 
tion. He has demonstrated in fact, 
and not merely in word, what the ap- 
plication of this idea does, in the case 
of an article which was a luxury when 
he took hold of it but became a neces- 
sity as he made it cheaper and cheaper. 
What is applicable to automobiles is 
applicable to any article demanded by 
the mass of the people. 

So I say: 

1. A business, in order to have the 
right to succeed, must be of real serv- 
ice to the community. 

2. Real service in business consists 
in making or selling merchandise of re- 
liable quality for the lowest practically 
possible price, provided that mer- 
chandise is made and sold under just 
conditions, 


Campaign of the International Association of Rotary 
Clubs for the Writing of Codes of Standards 
of Practice for Each Business and Profession 


Ey Guy GUNDAKER 


Philadelphia, Pennsylvania, Charman, Committee on Business Methods, International 
Ase=ciazion of Rotary Clubs 


ROTARY CLUB conssts of 
men selected from each istinct 
business or profession, and is organ- 
ized to accomplish: 
First: The betterment of tke indi- 
vidual member. 


Second: The betterment of the mem- 
ber’s business, both in a practical way 
and m an ideal way. 

Third: The betterment of the mem- 
ber’s craft or profession as a whole. 

Fourth: The betterment of the mem-. 
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ber’s home, his town, state and coun- 
try, and of society as & whole. 

The Rotary Club of Chicago, Club 
Number One, was organized on Feb- 
ruary 23, 1905, by Paul P. Harris, a 
lawyer, and three Chicago business 
men. At the first meeting of the club, 
it was made a fundamental of member- 
ship that only one man would be 
selected from each business or profes- 
sional calling. “Rotary” was chosen 
as the name of the new club because 
the members met in rotation at their 
various places of business. 

From a nucleus of nineteen members 
in 1905, Rotary has grown to eighty 
thousand, with clubs in more than a 
thousand cities, embracing twenty-five 
countries of the world. It is an odd 
coincidence that, concurrent with the 
growth of Rotary, there has been a con- 
stantly increasing wave of public sen- 
timent among business men, demand- 
ing a more exacting and more sensitive 
business conscience. Along with the 
development of this quickened busi- 
ness conscience men in various crafts 
began to feel the necessity for codes of 
standards of correct practice. 

While it is apparent that the state- 
ment of standards of practice is the 
special province of national, provin- 
cial or state organizations of the vari- 
ous businesses or professions, experi- 
ence has shown that these bodies are 
slow to act on such matters. In con- 
sidering the writing of codes of stand- 
ards of practice, one must remember 
that business men as a rule, through the 
very practical way in which business is 
conducted, are not abstract thinkers. 
Few business men have ever essayed 
to abstract the principles of correct hu- 
man relations from the many concrete 
examples within their own experience 
and arrange them for the guidance of 


their fellows in the crafts; nor do they ` 


constantly examine their organiza- 
tions to observe whether trade cus- 
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toms of many years’ standing have the 
warranty of being good business prac- 
tice. The larger the business, and the 
greater the number of departments and 
employes, the more difficult it is to be 
absolutely certain that the business 
methods practised are above criticism. 
Many business men whose character 
and integrity are beyond reproach and 
who endeavor to conduct their busi- 


ness with regard to high standards, 


when inspired to careful self-examina- 
tion of their current practices, pale 
when brought face to face with condi- 
tions in their establishments. They 
discover practices of the most rep- 
rehensible type, practices inherent in 
the usages and customs of the craft. 
Codes of ethics have arisen in various 
ages, reflecting the ideas of scholars 
and philosophers. Most of these are 
couched in high-sounding phrases, call- 
ing men to higher ideals and higher 
business standards. Many of them are 
platitudes; many are so indefinite and 
general that they have no practical 
significance. It is not possible to prac- 
tise undefined business ideals, or to 
strive to actualize glittering general- 


‘ities. Therefore, the pressing need to- 


day is a plain statement of business 
rules of conduct which shall clearly 


_define what one should do and what 


one should not do. 

As Rotary is a cross section of the 
craft and professional world, and as 
each Rotarian has placed upon him the. 
responsibility for doing something for 
the betterment of his craft, particu- 
larly stressing higher business stand- 
ards, the International Association of 
Rotary Clubs has inaugurated a cam- 
paign for an intensive drive on the 
writing of codes of standards of correct 
practice in all crafts. corresponding 


-with the businesses or professions rep- 


resented in-Rotary. In organizing this 
campaign, Rotary made it quite clear 
that it was not presuming to advise the 
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crafts as to their duty in ~2gard to 
codes, but it did, however, icsist that 
those Rotarians who were members of 
the craft should become acti-e crafts- 
men, codperating with thet <ellow- 
craftsmen in seeking the sta-ement of 
standards of correct practice. 

It has been noted that t= time is 
` appropriate for this codifying of stand- 
ards of practice. It is douky appro- 
priate when there is a proximate tran- 
sition from lean business to a eriod of 
great prosperity. It is far mwe neces- 
sary to create and instill inspration for 
high business standards in prosperous 
times than in poor times. When there 
is little’ business and strong campeti- 
tion, business men feel the neressity of 
strict attention to details, ~igh-class 
service and zealous regard for zh2 high- 
est ideals of business methods. Dn the 
other hand, when the sales-manager’s 
desk is overloaded with orters, and 
people are clamcring for the products 
of his establishment, there È & tend- 
ency to laxness in the ap-reciation 
of these selfsare business virtues. 
Delivery of goods when ccrvenient, 
substitutions, loose interpretation of 
specifications, sharp practices, are the 
concurrent resulzs of waves o? pros- 
perity. 

As an illustration of this Tendency, 
you will recall that during “he recent 
World War ethical busines: dealings 
were particularly noticeable by their 
absence. When these untoward con- 
ditions develop, craft organizations 
must step in and, by a carefully pre- 
pared educational campaigr, seek to 
have their members and others avoid 
that which is the natural co-comitant 
of business prosperity. Meny years 
ago, Machiavelli said, “The end justi- 
fies the means.” The Romans had 
an aphorism, “Let the buye: beware,” 
and even our own Ben‘amir Franklin 
based a plea for honeszy or the fact 
that it was “good policy.” <tozary, as 
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an institution, deprecates business prac- 
tices based on such low motives and 
urges the necessity for higher business 
standards on the very elemental ground 
that such standards are right, and 
therefore binding on all business men. 
Rotary’s part in the campaign for codes 
of correct practices is mainly a 
ational. 

In urging Rotarians to be active in 
inspiring all business or professional 
associations to prepare codes of stand- 
ards of practice, the Committee on 
Business Methods felt that since the 
writing of codes was absolutely a new 
work for many craft associations, it 
was necessary to indicate the points 
which should be covered in the code. 
With this in view, each Rotary Club 
received the outline of a theoretical 
madel code, so as to call the attention 
to all of. the various relations which 
should be included. This statement 
was not haphazard, but was a deduc- 
tion from a study of many codes re- 
ceived by the Committee prior to its 
campaign. It stated: 

A code of correct practices should in- 
clude: 

ʻa) A statement covering the personal 
character rules of conduct for the crafts- 
man himself as the executwe officer, of tt 
be a corporation. 

(6) Rules of conduct governing the re- 
lation of the employer with the employe 
(the observation of which may be the only 
known aniidote for social unrest). 

(c) Rules of conduct governing the 
crafisman’s relations with those from 
whom he makes purchases. 

(d) Rules of conduct governing the 
crafisman’s relations with his fellow- 
craftsmen. 

(ec) Rules of conduct governing the 
crafisman’s relations with professional 
men whose professions are interlocked 
with the craft; such as physicians, engi- 
neers, architects, etc. 

(f) Rules of conduct respecting the 
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crafisman’s relations with the public, 
presumably his patrons, both clienis and 
purchasers. 

The underlying principle of these rules 
is Service, flanked by Honesty and Truth. 

(g) Rules of conduct governing the 
making and executing of contracts, with 
special reference to specifications. (This 
as included as a special heading not only 
because of tts importance, but to avoid 
splitting the topic in its phases, under 
four or five headings.) 

(h) A statement of certain well-known 
violations of the code of correct practice 
unth strong discouragement of such prac- 
tices. In brief,—a statement of the 
“Don'ts” of business conduct. 

If the craft to which Rotarians be- 
long has no written standards of prac- 
tice, Rotarians should take the lead, or 
support other craftsmen, in urging the 
appointment of a committee to prepare 
a code of correct practices. If the craft 
has a code of correct practices, and it 
fails to include all of the relations ap- 
propriate to à model code, Rotarians 
should take the lead or support others 
in urging its revision or amplification. 

Let us consider the eight suggested 
topics for a model business code, and 
see what rules of conduct should be in- 
cluded under each heading. As a gen- 
eral proposition, “the earmarks of a 
worthwhile code of ethics are its défi- 
niteness and conciseness in statements. 
Rules of conduct must be very specific 
and plain spoken, and should com- 
pletely cover all phases of business 
relations.” 


A 


A statement covering the personal char- 
acter rules of conduct for the crafisman 
himself or the executive officer, if it be a 
corporation. 

The rules of conduct under this topic 
should present the personal and busi- 
ness qualifications of the craftsman 
who engages in a given business or pro- 
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fession. The Oregon Code of Ethics 
for Journzlism, approved January 14, 
1921, statzs among the personal qual- 
ifications: sincerity, truth, care, com- 
petency, thoroughness, justice, mercy, 
kindliness moderation, and conserva- 
tism. Eaca qualification is taken up in 
detail in tee code. 

Busines qualifications mentioned in 
many cod=s include: honor, integrity, 
business morality, credit standing, and 
knowledge of the details connected 
with the ronduct of the business or 
profession. 


B 


Rules of <nduct governing the relation 
of the emp~wyer with the employe (the ob- 
servation © which may be the only known 
antidote fæ social unrest). 

The standards of practice, under 
this topic. should be based on a spirit 
of fairness and coöperation, through 
friendship Among the standards 
stated shcald be those covering: em- 
ployment, wages, permanency of occu- 
pation, working conditions, training, 
opportunr_es for advancement, recre- 
ational facilities, disputes, assimilation 
of new employes, discharge from serv- 
ice, etc. 

This pa-cicular topic is not well cov- 
ered by arz code received by the Com- 
mittee on Business Methods. In one 
of the prozosed codes, there is a state- 
ment which might be taken as typical 
of the rul- covered under this topic: 
“Employe should be paid wages con- 
sistent wita living conditions and the 
service rendered—a fair day’s wage for a 
fair day’s ork. Employers should not 
permit thz unusual employe to give 
more thana fair day’s labor for the pay 
he receive.” In order that rules of 
conduct might be suggested covering 
this portica of the code, an advertise- 
ment was _nserted in the Rotarian, the 
monthly publication of Rotary, asking 
all readers who had established friendly, 
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Intimate and ccrdial relatimns with 
their employes, to write az article 
under the title, “How I Set Mv Own 
Housz in Order.” It was beli=ved that 
from such a symposium, many just and 
equitable standards of practæe might 
be deduced. Many articles covering 
this point are now being studEd by the 
Committee, to see if any gen=ral prin- 
ciples can be abstracted for zhe guid- 
ence of business generally. 


C 


Rules of conduct governing tze crafts- 
rian’s relations with those fror uñom he 
makes purchases. 

Rules of conduct under fais topic 
should include treatment >f seller 
(audisnce, interviews, truth-ul state- 
ment of facts, etc.); purchasmg meth- 
cds; conditions of purchase Offer and 
tender); containers, where goods are 
f. o. b., ete.; whether the ozder is 
a brend order or an order based on 
set qualities; quantity shipments and 
prices. l 

The proposed code of the Hestau- 
rant Association will illustrate the 
types of rules of conduct for this sec- 
tion: i 


Courtesy should be given al. sales- 
- men or representatives inqt:ring for 
business. It is thoroughly gocd con- 
duct to decline to see salesmen who 
desire to present subjects of ro interest 
to tha purchaser. 

The time of salesmen shod not be 
heedlessly wasted in having znd cem- 
pleting interviews. 

Trath and honesty shouE be ob- 
served in all interviews. Nc mislead- 
ing statements should be mide to se- 
cure lower prices, nor shorld lower 
prices of competitive firms be shown to 
others. 

The seller who offers a lawer price 
for equal quantity and quality should 
get the business; it should no- be given 
to his competitor at the same figure. 

It is thoroughly ethical to <ecline to 
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accept goods delayed in delivery be- 
yond the time specified, provided that 
acceptance would cause loss to the 
purchaser. It is unethical to decline 
goods on delayed delivery to secure 
price revision, if no loss has resulted 
from such delay. 

The terms of payment governing the 
purchase and the place of free delivery 
should be fixed at the time the pur- 
chase is made, and carried out to the 
letter. Discounts for cash can only be 
taken if payment is made within the 
time limit svecified. Etc., ete. 

Note how plain-stated the code is. 
No indefiniteness, no frills, just a busi- 
ness man’s writing down of his stand- 
ards expressed in “Do’s and Don’ts.”’ 


D 


Rules of corduct governing the crafts- 
man's relations with his fellow craftsmen. 
The standards of practice under this 
topic are based on the principle that 
fellow craftsmen should work together 
for the beneat of each and all. 

As illustrative rules, note the fol- 
lowing: . 

From the Pharmacists’ Code: 

He should not in any way discredit 
the standing of other pharmacists in 
the minds of either physicians or lay- 
men. He should not obtain or use 
private formulas of another, nor should 
he imitate or use another’s prepara- 
tions, labels or special forms of adver- 
tismg. He should not fill orders or 
prescriptions which come to him by 
mistake. 


From the Code of the National As- 
sociation of Ice Cream Manufacturers: 

Making false or disparaging state- 
ments, either written or oral, or cir- 
culating harmful rumors respecting 
a competitar’s product, selling price, 
business, financial or personal standing, 
is an unfair practice. 

Simulating in one’s own product the 
trademark, trade name, cartons, slo- 
gans, advertising matter or appearance 
of the competitor’s products is an un- 
fair practice. 
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Às a limiting standard of practice on 
the relation between fellow craftsmen, 
the Associated General Contractors of 
America state: 

It is improper practice to engage 
in or countenance any combination 
whereby prices are fixed or the market 
controlled in favor of any particular 
interest or against the interests of the 
public. 

E 


Rules of conduct governing the crafts- 
man’s relations with professional men 
whose professions are interlocked wrih 
the craft; such as physicians, engineers, 
architects, ete. 

The interlocking relations of busi- 
nesses with professions require a state- 
ment which is generally quite technical 
in character. The Pharmacists’ Code 
prescribes that the pharmacist should 
not assume any functions of the asso- 
ciated profession (medical), except in 
cases of emergency. It stresses careful 
and faithful preparation of the physi- 
cians’ prescription and obedience to his 
orders relative to refilling or supplying 
copies of prescriptions. Whenever 
there 1s doubt as to the physician’s 
orders, verifying information should 
be secured to avoid mistakes. Similar 
relations exist between the architect 
and the builder, the civil engineer and 
the road constructor. Rules of con- 
duct under this topic should be in- 
cluded in professional codes, so that 
the reciprocal relation of the profes- 
sional craftsman with the business 
craftsman will be covered. 


F 


Rules of conduct respecting the crafts- 
man’s relations with the public in gen- 
eral and with those who become his pa- 
` trons, both clients and purchasers. 

The standards of practice governing 
the relations of the craftsman to the 
purchasing public should so direct his 
course that every business relation 
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and service exemplifies honorable and 
straightforward dealings. This ap- 
phes particularly to clients and the pur- 
chasing public. There is still another 
phase of the craftsman’s relations to 
the public, treating of his conduct as 
affecting the general weal. 

As regards the purchasing public and 
clients, the standards of conduct should 
cover fair prices, service, honest prod- 
ucts truthfully represented, and phys- 
ical equipment of the plant. The 
following well illustrate: 


From the National Retail Monu- 
ment Dealers of America’s code: 

To have an orderly and inviting 
place of business, realizing that it is 
not only a source of satisfaction to the 
owner, but compels the-respect of his 
patrons. 


From the Code of Ethics of the Na- 
tional Hardware Association: 

Price reductions by manufacturers 
should be passed promptly to the retail 
merchant, and by him to the public. 


From the proposed code of the Na- 
tional Restaurant Association: 

Purchases of equal quantities should 
have equal prices. 


From the Code of the National Com- 
mercial Fixtures Manufacturers’ Asso- 
ciation: 

Any craftsman who authorizes an 
individual to solicit business and sell 
goods for him should see to it that the 
salesman is fully instructed as to the 
policy he should pursue on all matters 
covered by the Crafts code of stand- 
ards of practice. 


As regards the general public, stand- 
ards covering the maintenance and 
observance of local, state and federal 
laws, broad principles of social service, 
participation in community better- 
ment movements (civic, charitable and 
philanthropic), are points to be cov- 
ered in the code. Such are the points 
illustrated in the following: 


From the Titlemen’s Code of Ethics: 


QE A 


That every tit-eman shoul= ‘ave a 
lively and loyal interest in al. tnat re- 
lazes to the civic welfare of hi: commu- 
mity and should jom and support the 
lozal, civic and commercial badies. 


From the Code of the Whcelesale 
Growers of the United States: 

‘To assist in the enactment mainte- 
rence and enforcement of uniferr: Pure 


Food Laws which in opera-.on deal. 


jestly and equitably with tie rights 
and interests of the consumer. revailer, 
Jaober and manucacturer. 


From the Coce of the Aésociated 
General Contractors of Amera: 

It is improper practice to engage in 
axy movement which is obvicus_y con- 
trary to law or public welfare. 


From the Code of the Natonal As- 
szciation of Electrical Contrastcrs and 
Dealers: 

Every member of this Asozation 
skould be mindful of the public wel- 
fare and should participate m those 
reovements for public betterment in 
waich his special training ard 2xperi- 
erce qualify him to act. Every mem- 
ber of this Assocation shoulc support 
all public officials and others ~be have 
charge of enforcing safe regu.ations in 
the rightful performance of th2i~ duty. 
He should carefully comply wizh all 
tke laws and regulations touching his 
vecation, and if any such appear to him 
unwise or unfair. he should endeavor 
tc have them altered. 


G 


Rules of conduct governing tfe making 
cad executing of contracts, wt) special 
reference to specifications. (Tt is in- 
cluded as a special heading nE axly be- 
ccuse of its unportance, but. tc avoid 
splitting the topic in its phases under 
„feur or five headirgs.) 

In general, the rules to be written 
here should have as their axject the 
regulation of contracts betweer all of 
tLe parties mentioned in the code: to 
wit, the employer and emplo-e, buyer 
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and seller, the craftsman and the pur- 
chasing public, fo the end that all the 
parties to the contract are mutually 
benefited. The standards under this 
topic should zlearly state correct meth- 
ods of framing specifications, defini- 
tions of the terms used, and concise 
expression of various trade customs 
and usage which constitute a large 
part of suck specifications. In both 
the writing of contracts and specifica- 
tions, it is necessary to devise rules of 
conduct to eliminate much useless legal 
verbiage, and particularly the avoid- 
ance of the so-called “joker clause.” 
The latter is inserted apparently as a 
minor provision, but ofttimes in legal 
value, it outweighs in importance many 
of the more emphasized sections of the 
contract. 

As an illustration the following is 
given from tae Code of the New York 
Building Congress: 

It is unethical for the architect and 
engineer to cover possible oversights 
and errors by indefinite clauses in con- 
tract or specifications. 


A noteworthy contribution to stand- 
ards of practice is supplied by the 
American Society for Testing Mate- 
rials, which presents complete stand- 
ards of practice in the making of speci- 
fications for paving brick, and rules 
governing their interpretation and 
performance. Their proposed code 
contains the following two paragraphs, 
worthy of ccnsideration: 


The contract and specifications: 
should be drawn in plain, simple lan- 
guage by one who has had experience 
both in drawing and interpreting them. 

All provisions should be fair, oper 
and understandable without conceal- 
ment, without ambiguity, without hid- 
den meanings. Nothing should We left 
to inference or assumption. This will 
be promoted by adopting standard. 
forms, which have been tested and 
proven by pzior use. . 
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A statement of certaiw well-known vio- 
lations of the code of correct practices, 
with strong discouragement of such prac- 
tices. In brief—a statement of the 
“Don'ts” of business conduct. 

There are very few illustrations of 
Don’ts shown in existing or proposed 
codes. The “Don’ts” might be mis- 
understood to be the opposite rules to 
the “Do’s” contained under all the 
other topics. It was not the desire or 
intention to have negatives developed 
in this way. The Don’ts were to be 
of a general character, or of a very 
broad principle. In fact, the rules to 
be covered could not logically be in- 
cluded elsewhere. The Don’ts should 
be ascertained by examining the three 
cardinal principles which have recently 
arisen in the business world, namely: 
“Let the buyer beware,” “Treat the 
keen and confiding buyer alike,” and 
“Truth and service—the handmaidens 
of business prosperity.” 

The National Association of Ice 
Cream Manufacturers includes this 
paragraph in its code, under the head- 
ing, “Unfair practices of sellers”: 

Bribery of buyers or other employes 
by the seller, by the payment of per- 
centages of the purchase price of goods 
bought, or with gifts of money, presents, 
treats and so on, to obtain business or 
to induce continuance of business. 


From the proposed Code of Ethics 
for Contractors (Lancaster, Pa.), may 
be quoted: 

That a contractor cannot honorably 
accept a remuneration, financial or 
otherwise, from more than one inter- 
ested party. “No man can serve two 
masters.” 


Financial or other arrangements as 
part of the purchase, commonly desig- 
nated as graft, shall not be made. As 
regards the “Don’ts” covering the 
elimination of the corrupt and growing 


235 


practice of commercial bribery, fifteen 
large national associations have formed 
commercial standards of practice. 
They propose to devote a vigorous 
attention to this topic and support 
national legislation for the suppression 
of this form of business graft. The 
secret giving of commissions, money, 
or other things of value to employes of 
customers, for the purpose of influenc- 
ing their buying powers, is a dangerous 
evil more wide-spread than is acknowl- 
edged and one which is unquestionably 
growing. 

During the month of March an in- 
tensive study was conducted by 
Rotary into each one of the eight sug- 
gested topics for a model code. 
Twenty-five district conferences were 
held throughout the Rotary world. 
Each conference was asked to discuss 
a single topic, in much detail. The 
results of this discussion will be 
passed to a committee for standardiza- 
tion and generalizing. The campaign, 
furthermore, was carried through the 
month of April in the Rotary Clubs by 
having Rotarians present the need for 
codes of standards of practice; the ad- 
vantages which come to a craft through 
the adoption of such a code; brief expe- 
rience talks by members who have been 
instrumental in having codes written 
or revised by their crafts; and talks by 
Rotarians before the clubs and their 
craft associations on the relations of 
employers and employes, 

As regards the results of the cam- 
paign, to this point, we may summa- 
rize as follows: 

1. Many men who were not mem- 
bers of their craft association realizing 
for the first time, the vital importance 
of such an association, in establishing 
higher business standards, have joined 
their craft associations. One national 
association secretary states that his 
association has almost doubled its 
membership. 
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2. There are over one hunted com- 
mittees at work drafting <roposed 
codes of standards of practice. Hart 
Seeley, one of the district governcrs of 
Rotary, is chairman of a committee 
framing a code fer the Glove Manu- 
facturers’ Association. The o- ner Ro- 
tarians who are caairmen of -ational 
committees are too numerous =o men- 
tion. One national secretary wutes, 
“ly office has been swamped with let- 
ters asking for our code of standards 
of correct practic2. If the Accary 
Committee ‘will call off its Romans, 
we will immediately set about to write 
a code.” Still another assceiation 
writes, “It tock us five years tc freme 
our present code of standards d prac- 
tice, which was made up —memly 
through compromis2s of men wko did 
not wish the standards to be toc 2xect- 
ing. Now, Rotarians urge us tc gz to 
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the limit in making a stringent code. 
They are so insistent our President has 
appointed a re-drafting committee.” — 

3. Many associations have had so 
many requests for their present code so 
that their membership might study it 
and ascertain if it was worthy, that 
they have been compelled to get out an 
entirely new edition to supply the re- 
quests. This feature of the campaign, 
in interesting many who heretofore had 
no knowledge of their craft code or 
no knowledge of the business stand- 


‘ards sought, wll accomplish great good 


for the generai business world. 

Rotary appreciates the opportunity 
of presenting this campaign to the 
American Academy of Political and 
Social Science. and trusts that its 
members who are more skilled in mat- 
ters of this sort, will aid the business- 
man wherever opportunity offers. 
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China,’ Our Chief Far East. Problem 


By W. W. WILLOUGHBY, Pz.D. 


LA 7E all know that the Conference 
. at Washington! was called pri- 


marily to reduce the building of arma-. 


ments, but that our President thought 
it also necessary, in that connection, to 
bring about, if possible, an adjustment 
of the political conditions in ‘the Far 
East which, if not corrected, might lead 
to war in the future. ‘Therefore he in- 
vited not simply the first five powers 
that were to participate in the Arms 
Conference, but the four additional 
powers, that had political or economic 
interests in the Pacific and Far East. - 

I wish to say a word or two as to the 
political situation in the Far East. 
The political equation there is one of 
three terms: First, there is China with 
its vast stretches of territory, and its 
great population, numbering a quarter 
of the human race; second, there is 
Japan with its eager, aggressive, am- 
bitious. and increasing people; and 
third, there are the interests. of the 
Western powers. 


CHINA UNDER FOREIGN CONTACT 


First, of China. The Chinese peo- 
ple, as has often been said, have an au- 
thentic history of four thousand years. 
They are one of the greatest peoples 
that have lived on the globe. They 
have created for themselves a civiliza- 
tion that has been the admiration of all 
those who have studied it. They 
built up for themselves a culture, an 


art, a social life and a polity that was 
admirably adapted to their dominant 


agricultural needs, and which har- 


LConference on Limitation of Armament, 
Washington, November 11, 1921. This paper 
was written before the Conference had completed 
its work.— Editor. 


Professor of Political Science, Johns Hopkins University 


monized with their -social life, a 
system of- government which proved 
defective only’ when brought into 
contact with the Western: industrial 
life... Thus it has been said that 
China maintained herself unaided for 
four thousand years, but began to fall 
when she began to get aid from the 
Western World. There is much truth 
in this for, from the time she was 
brought into contact with the West 
and forced to accept Western ideas and 
to meet the military competition of the 
Western nations, her own system of 
political rule proved weak and defec- 
tive. ‘That system relied more on 
reason than on force. It had not the 
appliances of Western mechanical life. 
Thus the Western nations were able, 
one after another, to tie bonds about 
China until she became almost help- 
less. Thus it has come about that 
nearly all the foreigners in China live 
under their own laws and are respon- 
sible to their own officials. 

In many of the so-called treaty ports 
foreigners have municipal areas termed 
concessions or settlements where they 
have their own local governments, 
practically free from Chinese adminis- 
trative control. What is perhaps most 
serious of all, the nations have de- 
prived China of the control of her own 
customs revenues. They have made 
it impossible for China to levy more 
than a five per cent tax on any of the 
commodities imported into or ex- 
ported from China. She must get the 
unanimous consert of the treaty- 
powers before she can increase her 
tariff. The treaty allows her five per. 
cent, but she has been able to collect, 
because of undervaluation of commodi- 
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ties, only three to three and= half per 
rent ad valorem. 

Not content with rights wrung from 
China by means of treaties which she 
has felt herself constrainec to sign, 
some of the powers have exercised 
rights and powers in China without 
even the semblance of treat >ermis- 
sion, They have stationed roope at 
various points in China. Jzxpen now 
has 1,200 to 1,500 men at H=nkow, in 
the center of China, one thousand 
miles up the river. She has had them 
there for ten years. There sre many 
other foreigners there, but nme of the 
pther nations hare thought itznezessary 
to protect their nationals by stationing 
troops. Some of the natens have 
established wireless station: without 
treaty right. In Peking I ccald put a 
letter in a foreign post office ard send 
it anywhere. All those post ~flces are 
there without ary treaty rigat. 


Tur New Repevsir 


In 1911 China started upon the 
great experiment of a republic to 
replace the forzy-centuries=lc mon- 
archy. The result.of such a transition 
necessarily brought about a certain 
amount of discontent and a temporary 
weakening of authority. Faut a re- 
public requires for its suəpcrt the 
loyal, active obedience and sympathy 
of its own peopk and it is impossible 
for them to have that respecz for a 
government which is treate-l as the 
Chinese government has been treated 
by other nations. This, the Western 
powers have new recognize]. They 
now see that ore of the priblems of 
the Far East is to rehabilitere China, 
to aid her to establish az orderly 
zovernment. 

This is what the Conference at 
Washington is trying to dw It has 
made provision for getting rid of all 
she foreign post offices. “hey will 
ae removed by the end of his year. 
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China has got very little with reference 
to tariff legislation. She is allowed to 
levy an effective five per cent, but that 
is only what the treaties have allowed 
her, and that she will not get for 
some time. The question of the right 
which all foreigners now have to live 
under their own laws and be responsible 
only to their own officials, is also im- 
portant. The Conference has provided 
that there shall be a committee ap- 
pointed to investigate conditions in 
China with a view to determining how 
soon and by what steps this condition 
of affairs can be relieved, and China 
thus made the mistress of her own 
affairs. While I am speaking of 
foreigners, I should say there is no 
country in the world where foreigners 
are so safe, both as to life and property, 
as they are in China. 


Tre JAPANESE MENACE 


Not only are~China’s autonomous 
powers limited in the manner in 
which I have been speaking, but her 
very political existence is threatened. 
Russia was certainly a threatening 
menace to her at one time. But, 
since 1905, the menace has been from 
Japan—a small but aggressive power, 
militaristic, bureaucratic and imperial- 
istic. You all know the history of 
Japan and Korea—how Japan took 
Korea under her protection and in five 
years annexed her. I do not need to 
speak to you of how she took the place 
of Russia in Manchuria; how, through 
the control of the South Manchurian 
Railroad, she has claimed the right to 
maintain police, to maintain troops, 
who exercise political jurisdiction, and 
in other ways to exercise a dominating 
influence in the great Manchurian 
provinces with twenty millions of 
population. 

I do not need to mention to you the 
now famous or infamous “Twenty-one 
Demands” which Japan put forward’ 
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in 1915. The chief question which is 
still before the Conference is: “What 
relief is China to get from those de- 
mands and what assurance are the 
other powers to get?” because, after 
all, the most important political ele. 
ment in the Far East is this penetra- 
tion, this military and political pene- 
tration of Japan into eastern Asia. 
Japan makes claim to a sort of prefer- 
ential right in those regions. She 
calls it “special interests,” giving to this 
term a definition different from that 
which our government has given it. 
So long as Japan claims this special, 
indefinite, vague right she can go into 
Asia to take what she needs; and this 
is, to my mind, the point that is most 
likely to provoke future trouble in the 
Far East. 

It seems to me that the Conference 
will fall far short of the goal which it 
has been striving to reach unless it can 
clear up this situation. The nations 
should say to Japan: “Do you claim 
special rights in those countries, and 
what are those rights? What, spe- 
cifically, is it you claim to have by 
special right in Eastern Asia?” 


Tue QUESTION OF SHANTUNG 


Finally, there is the question of 
Shantung. When Japan declared war 
against Germany, she claimed the 
right to attack the German-leased 
area of Kiaochow. China was then a 
neutral, but her government desig- 
nateda regionaround and outside of the 
leased area, and said to the Japanese, 
“You can conduct military operations 
in that region.” But instead of that 
Japan landed troops far away from 
that region and immediately took 
possession of the railroad running 265 
miles from Tsintao to Tsinanfu, the 
capital of the province. This was 
done, it will be remembered, in the 


territory .of a friendly power. No- 


military necessity for this. action ex- 
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isted, but Japan has been in possession 
of the railway ever since. 

Naturally, the Chinese have looked 
on this as a mere military occupation 
which they have not been able to 
prevent, but which has given to the 
Japanese no equitable or legal title. 
Thus it was that the Chinese said they 
could not enter into direct negotiations 
with the Japanese in regard to that 
situation. ‘Therefore, in Washington, 
Mr. Hughes and Mr. Balfour offered 
their good offices to the Japanese 
delegation and to the Chinese delega- 
tion to cause them to come together in 
informal conversations, which would 
not raise the question of legal rights, 
but which would approach the situa- 
tion as a de facto one, and see if some 
agreement could not be reached. 
There have now been some twenty-five 
of these discussions. They have dis- 
posed of a good many matters. There 
were a great many questions as to what 
should be done with the various kinds 
of public properties, and the mode of 
valuing them. 

When it came to the question of 
railroads, Japan declared, “Yes, we 
will give you back the railroad if you 
will pay us for it,’ and China said 
she would pay the entire assessed 
value of the railroad with all its ap- 
purtenant properties. “How will 
you pay it?” asked Japan, and China 
answered, “We will pay it in cash, ina 
lump cash sum.” But Japan said she 
did not want that. Then the Chinese 
offered to pay it by deferred payments, 
running over a period of years. That,- 
again, was not satisfactory. It finally 
appeared that what Japan particularly’ 
wanted was to keep control of the 
operation of the railroad for a number- 
of years. That is, she wanted the 
chief engineer, the chief accountant 
and the traffic manager to be Japanese. 
What the outcome is to be, no one can- 
say. 
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Hors IN THE WASHIMGION 
CONFERENCE 


It was not by accident cr courtesy 
that China was asked to open the work 
of the Conference dealing wih the Far 
East. It was because in he” future is 
bound up the political future of the 
Far East; and therefore, caless the 
Washington Conference cam take off 
enough of the bonds from Saina in 
accordance with the secon— of the 
so-called Root resolutions, tc give her 
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an opportunity to develop for herself 
stable instituttons; unless they can 
take the troops out of’ China; un- 
less they can give her some greater 
degree of security and of financial 
autonomy, and thus enable her to 
become a strong, prosperous, central 
state, the Conference will certainly 
fail to achieve its purpose. If China is 
given that opportunity, I feel confident 
that she can, by her own effort, bring 
about this desired condition. 


China amd Her Reconstruction * 
Ey ADMIRAL Tsar 


Member of th2 Chinese Delezation to the Conference on Limitation of Armament, 
Washington, 1921 


R. SZE has given you «= dinner, 
and Dr. Rowe evidently has 
asked me to give vou a pinch £ zalt or 
a drop of sugar. You have j-st been 
told by Dr. Sze about conditions in 
China and I wish to speak a few words 
about the difficulties of the Nerth and 
tke South in China. But I də not 
wish you to understand it in tze sense 
of 1861 and 1865. We have a Morth 
and South problem, but it is a little 
diferent. The difference between the 
North and the South in Chica is a 
difference between politicians ir regard 
to the constitution; and whenerer the 
two parties have not agreed, thet party 
which was not the recognized so-ern- 
ment has bolted down to Canton. 
Now suppose Mr. Wilson hał been 
defeated in the election, and that he 
would go to Florida and say, TL left 
Washington, licked. I will do z Ettle 
on my own in Florida.” 
E you sent five hundred dollars from 
Pekin to Canton, through the ost 
1 This paper was written before the [asarma- 


ment Conference had completed ite vork. 
Ç. L. K; 


office or any other way, you would get 
it. H anybody in Canton sent to me 
in Pekin a basket of bananas, I would 
get it in Pekin. Out of the ninety-five 
members of the delegation that came . 
with me, seventy-four were from the 
southern provinces yet they. were all 
commissioned by the northern or rec- ` 
ognized government. The so-called 
North and South question is simply 
that one government functions in the 
North and the other so-called govern- 
ment functions in the South: and it 
has nothing to do with the people. 
The people are entirely united. Al- 
though we have been fighting for 
several years, you never heard of the 
northern portion of the Chinese fleet’s 
going to the south to blockade any 
southern ports. Nor have you heard 
of the southern squadron’s coming to 
the northern waters to besiege. You 
have never heard a gun fired. It is 
all on ink and paper. Ladies and 
gentlemen, I do acknowledge that we 
are having a civil war, but a very 
“civil” war, 


Crima AND Her RECONSTRUCTION 
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RECONSTRUCTION, NOF DESTRUCTION 


You are very much interested in 
China, and sometimes in your anxiety 
for us, you say, “Why don’t you hurry 
up and hustle the way-we do.” You 
are giants of a different type and we 
have to run when you are walking. 
You think we are not progressing, but 
we are. In 1881 when I returned to 
China from the United States where 
I had been a student, they thought I 
was a Bolshevik; but now I am a 
conservative and am relegated to the 
background. And I think they would 
have scrapped me if it had not been 
for the fact that I have been in the 
United States and that to some extent 
I understand the Americans. That is 
why I am here to represent China at 
the Washington Conference. 

You want us to go ahead, but when 
we are scrapping,—I am going to use 
that word all the time—when we 
are scrapping institutions of several 
. thousand years, in the pulling down 
you must expect timbers flying and 
bricks falling and dust raising. And 
we hope that you will have patience 
with us. This is reconstruction and not 
destruction. 

Some people are very interested and 
claim the virtue of protecting us—not 
in the way Americans are trying to 
protect us, but in the way the wolf is 
protecting the lamb or the fox is pro- 
tecting the goose. I will not say who. 
When I am in a dilemma, I always 
speak in parables. So, he that hath 
ears, let him hear. 

You say, “Oh, China is in an awful 
condition. She cannot rule herself.” 
Yes, I have noticed that. We have 
been ruling ourselves for four thousand 
years without outside help and it is 
. Just because we have been having 
foreign intercourse for about a century 
that we are about to fall. It is pitiable 
to think of it} ‘Without support, we 
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have stood for four thousand years— 
with support, we are falling. 

The most dangerous element now 
are the militarists, but they are being 
gradually eHhminated. Public opinion 
is intensely strong and since the time 
of 1894 until now, there has been a 
gradual working-up of public opmion 
in China. Indeed, in the last ten 
years the public opinion demonstrated 
by students has been overwhelmingly 
strong, and men like Chang Hsun Tim, 
like Lung Kwang, Lu Yung-ting and 
many others (as I name them to you 
they seem meaningless, but they were 
governor-generals of the Yangtse prov- 
ince and the Kwang-tung and Kwang 
Hsi provinces), all have been eliminated 
by this public opinion of 400,000,000, 
and have withered like autumn leaves. 
Thus, in that way, public opinion, by 
passive resistance, brings down the 
militarists. 


America’s FrrenpsH1ep—Past AND 
PRESENT 


The reason that you have such a 
great interest in Chima, and that 
China has such a deep friendship for 
you has a historical foundation. I do 
not tell you that in platitude but, if 
you will let me, I will sum up that 
foundation in a few names. Some of 
of them are Mr. Burlingame, down to 
Mr. Cushing, on to Mr. Congor, to 
Colonel Dearby, down to Mr. Rock- 
hill, to Mr. Calhoun, to Mr. Crane and 
now to Dr. Schurman—these, every one 
of them, have left without instructions 
from your State Department as to 
what to do or what exact policy to 
adopt, but, invariably, whether they 
have been men from the north or from 
the south, from the east or from the 
west, whether they have been Demo- 
erats or Republicans, they have had 
three main ideas to guide and direct 
their policy in China, and these are: ` 
sympathy, friendship and helpfulness, 


Such sentiments have chaacterized 
the work that has been done ky your 
government and through ycar diplo- 
matic agents m China. 

The Chinese students in tle United 
States are living evidences zhat the 
wise use of the Chinese inderanry you 
returned is linking year br year a 
closer tie between the two mations. 
Chinese students and Chirese girls 
come in here anc associate ¥-t2 ycur 
young men and with yow: young 
ladies and knit together a f<endskip 
taat cannot be separated =ven by 
death; because wken they gror up and. 
they have children, those t-aditions 
will be carried on from generation to 
generation and foz thousands of years 
ta come. 

Then, during the Boxer Mcvement, 
your General Chaffee in cenrmand 
there remonstrated with the Germans 
for looting our estronomical. icstru- 
ments and, by a mysterious fae, these 
instruments were returned te Pekin 
and are set up now on the wals m the 
original places from which they were 
taxen. If you happen to be in China 
and if I should know, ask m= to be 
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your asi and I shall be glad to show 
you these ancient things. 

Again, you invited us to the Dis- 
armament Conference in this country. 
No other nation would have invited a 
weak power, in a military sense, like 
China to come; but you have brought 
her to restore to her what you think is 
herdue. And you have got the powers 
cornered. You have asked the mem- 
bers who come here, “To whom does 
this belong?” and the owner says, “To 
me”; and again you ask, “To whom 
does this belong?” and the owner says, 
“To me”; and in some things the 
owner has been willing to pay. But, 
ladies and gentlemen, imagine the 
other party saying, “We want to be 
friends of China. We want to get a 
fifty per cent share of the interest. 
You can’t pay it back.” That is a 
beautiful theory of friendship, which I 
cannot understand. 

Years ago your immortal Lincoln 
adjusted the color line between the 
white and the black; and now your 
enlightened government is adjusting 
the color line between the yellow and 
the yellow. 


The Future of Chinese Democracy 


By Da. Sao-Ke ALFRED SZE 
Chinese ‘Linister to the Urited States 


O some Westarn observers the 

Republic of Chma seems to De still 
tossed in an unceasing. storm Teo 
them, the temporary presence of the 
mil:tarists and the small differences 
between Canton and the central =-vern- 
ment appear to be symptoms o° some 
greater evil that-is to come. Same 
doubt whether the Chinese =esple 
have the real capacity for self-g-v=rn- 
ment and whether China is, after all, 
qua_ified to enjoy the blessings of de- 


mocracy; others attribute the present 
seeming unrest and turmoil to the 
corruption of officialdom and advocate 
foreign supervision as a panacea; a 
few would try to indoctrinate our 
countrymen with Bolshevist ideas and 
point to them as a remedy; still others 
think that the trouble with China is 
the lack of a strong central government 
and that all will be well if this is es-. 
tablished; and still others. maintain 
that what China needs at present is 
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. 
not a strong central government but a 
federal state. A veritable Babel of 
confusion! Of course there are many 
who have faith and hope in the ulti- 
mate triumph of democracy in China 
and who believe that the forces for 
good will eventually gain ascendancy. 


But even with them faith seems to, 


take the place of intellectual conviction 
and hope appears to lack intellectual 
assurance. In other words, they do 
not seem to know that the present 
unrest and disturbance is only appar- 
ent, not real and fundamental; that 
the pains which China is experiencing 
are pains of growth, not pains of senil- 
ity, and that what little evil she has at 
present is essential to the greater good 
she will achieve in the near future. 
There is, in fact, no ground for dis- 
couragement and pessimism, and we 
can rest assured that China will be a 
real champion of democracy. 

As I see it, the troubles China has 
been having for the last few years are 
all due to China’s attempt to adjust 
her social democracy to the political 
democracy of the West. This adjust- 
ment is a gigantic experiment and it is 


small wonder that friction and discord * 


have at times occurred. For social de- 
mocracy and political democracy differ 
widely, both in origin and in moral 
principle. Social democracy first comes 
into existence in communities wheré 
there is general competence and no 
marked personal eminence; where there 
is no aristocracy and no caste, but, in- 
stead, an intelligent readiness to lend 
a hand and to do in unison whatever 
is to be done, by a kind of conspiring 
instinct and contagious sympathy. In 
such a community democracy is a 
spirit, a mental attitude, a disposition 
of the mind, and the machinery of gov- 
ernment is not present, or, if present, 
not perceived. We might consider 
such a community as having the most 
democratic government, for everything 
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there is naturally democratic and there 
is no governmental machinery at all. 


ÅTTEMPT to ADJUST SOCIAL TO 
POLITICAL Democracy 


Political democracy, however, comes 
into existence later in time. Unlike 
social democracy it is not natural, but 
artificial. It arises by a gradual 
broadening of aristocratic privileges, 
through rebellion against abuses, and 
in answer to restlessness on the people’s 
part. It is necessitated by the com- 
plexity of modern civilization and the 
rise of different classes; it is compatible 
with a very complex government and 
an aristocratic society. It is an at- 
tempt at the harmonization of the 
different interests of the different 
parties or groups of people. Unlike 
social democracy, which is a general 
ethical ideal, looking to human equality 
and brotherhood, democratic govern- 
ment is merely a means to an end 
and an expedient for the better and 
smoother government of certain states 
at certain junctures. It involves no 
special ideals of life. It is a question 
of policy: namely, whether the general 
interest will be better served by the 
harmonization of special interests as 
is shown in Rousseau’s conception of 
the general will. Thus political de- 
mocracy is concerned more with the 
machinery of government and in that 
respect differs greatly from social de- 
mocracy. Social democracy is ethical 
socialism, whereas political democracy 
is ethical individualism. 

Now the Chinese democracy is a so- 
cial democracy. Ever since the dawn 
of Chinese history, the predominating 
political theory and the actual practice 
have always involved the elimination 
of governmental machinery. Confu- 
clus, as well as Laotze, maintained the 
same position. Indeed, the absence of 
governmental machinery and the com- 
parative absence of governmental in- 
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terference have been testifec by all 
the eminent writers of China =o that it 
is unnecessary for me to multiply 
proofs and examples. 

But social democracy is poszib_e only 
in a civilization that is not complex, 
in a civilization taat has no czstes, no 
aristocracy. In such a civilization, 
complicated maciinery is a burden 
and out of place. The spirit of love 
can harmonize whatever derersities 
and differences there may exis:. Now 
the Chinese civilization, as a -esult of 
contact with the West, has >2come 
more complex and the interest= af the 
people have become diversifeca. As 
yet class consciousness is not distinct 
anq marked in China. But therte is no 
lorger that old unity of. desiz, that 
unity of aspiration, and that catty of 
taste. Of course, it is not necessary, 
nor is it wise, for China to pa with 
her social democracy, which :s toc 
precious to ‘be discarded, bet the 
Chinese social democracy. has zcl to 
make use of the pol:tical machirer7 of 
the West, the excellent technigve of 
organization, so as ta meet the demands 
of the hour. China, however, rust 
humanize the machinery so takea over 
and this process of humanizinc zhe 
machinery, this process of adjustizg the 
political machinery to social d2mc- 
racy, of reconciling the alien form to 
the indigenous spirit, is a long process 
and a difficult one. I: is not, ther=toze, 
that the Chinese people are incazable 
of self-government. Rather are zae 
Chinese people not used to machitery, 
which to them is strange. Once the 
-machinery is mastered, once the n=l-ve 
spirit and the alien form are fused ard 
well blended, there will arise a sple=cid 
example of modern democracy in £5-a. 

For China is determined not te be 
enslaved by the machinery of govarr- 
ment, and will not rely for the nal 
success of democracy solely upon that 
nice balancing and harmonizing of 
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private conflicting interests which-the. 
utilitarian school so enthusiastically 
preached. On the other hand, China. 
will try, to avert the dangers of ma-. 
terialistic democracy—<eccentricity and 
dull! uniformity. China will try to. 
secure in art and literature that quality 
of distinction which Matthew Arnold 
finds lacking in democratic countries. 
At the same time, China will try in all 
the spheres of human activity to secure 
a real standard, which is also lam-. 
entably absent in other democratic 
countries. China is trying to have dis- 
tinction, not eccentricity; real stand- 
ards, not dull uniformity. And to 
attain these ends China will, in con- 
formity to a tradition, give everyone 
an equal chance. For people may be 
born equal, but they will grow unequal 
and the only equality subsisting will be 
equality of opportunity. China will 
thus attempt to remedy such draw- 
backs of democratic government as 
the great critics like James Bryce and 
James Russell Lowell have pointed out.. 

These statements are not vague 
generalities, for they are abundantly 
borne out by facts. Of the five presi- 
dents of the Chinese Republic, four 
have come from humble families and 
most cf the men who are guiding the 
destiny of China are from the common 
people. And, as an antidote against 
the tendency. to overmaterialization, 
China is making every effort to promote 
her higher education, as is evidenced in 
theestablishment of the Peking Govern- 
ment University and the Southeastern 
University and other similar educa- 
tional institutions. This leads me to 
the second point of which I wish to 
speak—the adjustment of new ideas to 
old. l i 


ÅDJUSTMENT oF New IpEas to ÔLD 


- The confusion that prevails in China 
is, as I have said, due to Ching’s at- 
tempt to adjust her indigenous social. 


Tae FUTURE or CHINESE Democracy 


e 
democracy to the political democracy 
of the West. But it ig also due to 
China’s attempt to adjust old ideas to 
new ideas. After her serene peace had 
been disturbed, she realized that some- 
thing was wanting in her country and, 
consequently, sent out her students 
to study in the West. At first China 
thought the remedy for her weakness 
was military science. But gradually 
she realized that perhaps she could 
profit more by the political machinery 
of the West, and so her students took 
up the study of political science. Then 
their attention was shifted from politi- 
cal machinery and government to 
applied science, for the Chinese people 
have come to think that in that way 
lies salvation. But at present there are 
also students studying pure science and 
philosophy and the number is increas- 
ing. Thus the understanding of the 
West by the Chinese people is a very 
gradual process and a matter of ab- 
sorbing interest. It is an approach 
from facts to ideas, from the part to 
the whole. The Chinese people have 
indeed followed the steps to perfection 
which are laid out by Plato. But this 
vast amount of intellectual material 
which has found its way into China 
has to be cast into the mental furnace 
of the four hundred million people, 
and the fusion of the materiel that is 
already there with this new material 
is no mean task and will require much 
time. 

During the first few decades of 
China’s contact with the West, the 
point on which China wanted to be 
enlightened was the material side of 
its civilization. But at the present 
stage of China’s development, in- 
creased emphasis is being laid on the 
cultural side—the sciences and the 
philosophy of the West. The reason 
for this deep interest in Western phi- 
losophy and sciences is that the Chinese 
people want to know thoroughly what 
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is their own. John Stuart Mill says 
that for the understanding of a civiliza- 
tion it is absolutely necessary to master 
several languages; and one Chinese 
scholar has said that he came to know 
more intimately of the civilization of 
his own country after he had made a 
careful study of the Western civiliza- 
tion. The reason is obvious, for the 
more we are conscious of the existence 
of others, the more we are conscious of 
ourselves; and the more we know 
others, the more do we know ourselves. 
But the invasion of these new ideas 
necessarily arouses, in the beginning, 
the sharpest conflict with the hitherto 
unshakable beliefs and convictions 
held by the Chinese people. Coupled 
with the spirit of Browning’s Gram- 
marian, with the insatiable thirst for 
knowledge which is so characteristic 
of scholars of the Renaissance, the 
Chinese are absorbing Western knowl- 
edge too fast. Hence the great fric- 
tion and the seeming disorder and 
confusion. 

However, as Bertrand Russell says, 
“Chinese problems are not capable of 
being satisfactorily settled by a me- 
chanical imposition of order and what 
we consider good government. Ad- 
justment to new ideas demands a 
period of chaos, and it is not for the 
ultimate good of China to shorten this 
period artificially.” Professor Dewey 
entertains similar opinions in this re- 
gard and the judgment of both is 
perfectly sound. For just as a man 
must pass a turbulent period in his 
life before he can attain self-mastery 
and sweet calm, so must a nation pass 
a stormy period before it can attain 
poise and balance. Seeming disquiet 
and disorder in China is essential to 
her growth because good and evil are 
relative, and a good comes only after 
transcending an evil, which is itself a 
negation of good. An English phi- 
losopher has said: “A man draws 
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nearer to virtue when he commits a 
sin. For sin, as the second in time of 
the two steps, has the adventage over 
innocence. In passing to sin from 
innocence the sinner has tasen a step 
on the only roac which can Ead him to 
virtue, and morality has gared.” 


Tur DEVZLOPMENT OF N.sTIONAL 
UNITY 


But those peovle who complein that 
China has not progressed very far are 
wrong. For details of China = arogress 
I may refer them to Dr. M. T. Z. 
Tyau’s recently published book en- 
titled, China Awakened. But tæ most 
conspicuous example is the national 
unity which Chira has achierad The 
transition of civilization fam the 
family to the national state is=h2= most 
marked characteristic of the lest fifteen 
years of Chinese public life. China is 
not, as Russell thinks, less a pclitical 
entity than a civilization, for Lina is 
not only a civilization but alsc a oliti- 
eal entity, which is partly due to the 
introduction of the political. democ- 
recy of the West. Professor Ceeley, of 
Cambridge, used to tell his students 
tkat nationalism is the key to the 
civilization of the nineteenth zextury. 
He cited the twenty-five erman 
kingdoms uniting to form the xesman 
empire, the eight principalities =f Italy 
uniting into the kingdom of Italy, the 
welding together of the dis=ordant 
states into the American Unica. and 
the knitting together of the co_onies 
and dependencies of the British Spire 
as the products of the nations- ideal 
operating in the h'stery of th2 rine- 
teenth century. It is this spin: of 
patriotism which is lifting th= Zour 
hundred million of China to taż ex- 
alted plane in which they are -xilling 
to lay down their lives upon the altar 
of their country. The united front 
presented by the whole people s<einst 
the Japanese occupetion of Shaatung, 
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the downfall of the powerful Anfu 
party through the agitation of mer- 
chants and students, the suppression 
of gambling at a loss of $14,000,000 a 
year to the treasury of a province and 
tke adoption of the spoken language as 
the universal language throughout the 
country—all these are indications of a 
growing national spirit. 

The growth of public opmion in 
China is another wonderful symptom 
of political unity. Before the establish- 
ment of the Republic the rank and file 
paid no attention to public affairs. 
Now their voice is not only heard 
regarding the important matters in the 
country but actually heeded by the 
government. This was seen in the 
clash between the Anfu and the Chi-li 
factions last year. It is seen in the 
influence exercised by the opinion of 
the people on the Washington Con- 
ference.! 

But, although it is true that na- 
tionalism, as Professor Seeley says, is 
the key to the political history of the 
nineteenth century, I predict that 
internationalism will be the key to the 
political history of the twentieth cen- 
tury and after. Sir Robert Hart, who 
studied the Chinese for some forty 
years, believed that the Chinese poten- 
tial hatred of foreigners constituted a 
real menace to the human race. He 
held that some four hundred million 
people, sturdily and passionately de- 
voted to their ancient customs, might, 
in. time, under the influence of bitter 
race hatred between the yellow and 
the white peoples, be changed from a 
peace-loving community Into a war- 
like people, bent on avenging their 
wrongs. But the Chinese patriotism 
and nationalism is not the patriotism 
and nationalism of the Jingoists and 
Imperialists. It is not the pooled 
self-esteem of which Mr. A. Clutton- 


1 Conzerence on the Limitation of Armament, 
Washington, D. C., November 11, 1921. 
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Brock speaks. There is no hatred of 
foreigners in China.and*there is with 
the Chinese no longer any of the racial 
antipathy and antagonism which is 
made so much of by the nationalists 
and the capitalists. Our patriotism is 
not the patriotism which manifests 
itself in hatred rather than in love; 
because false patriotism cannot declare 
itself for what it is and is, therefore, 
always negative rather than positive. 
Our patriotism is the patriotism which 
is love of something not ourselves, love 
of our own people and cities and our 
native fields, and which, being love, 
does not in the least insist that that 
which is loved is superior to other 
things or other people, unloved because 
unknown. 

We know that where there is real 
affection there is not this rivalry or 
enmity; no man, because he loves his 
wife, makes domestically patriotic 
songs about her; nor does he hate or 
despise the wives of other men. In 
true love there is no self-esteem, but 
rather it increases the capacity for love; 
it makes the loving husband see the 
good in all women; and he would as 
soon boast of his own wife as a religious 
man would boast of his God! And true 
patriotism is true love. This true 
patriotism finds its expression in the 
impartial and disinterested pursuit of 
Western learning by the Chinese people, 
which is so eloquently testified to by 
Bertrand Russell and Professor John 
Dewey, the two intellectual ambassa- 
dors from Great Britain and the United 
Statesof America; it finds its expression 
in the great emphasis on the regenera- 
tion of the spiritual side of China’s 
civilization, which is diametrically op- 
posed to the exclusive devotion of 
Japan to her material progress and mili- 
tary efficiency. In short, the growth of 
nationalism and patriotism in China is 
a blessing to herself and a blessing to 
the world. 
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LEGAL REFORM IN CHINA 


Another example of China’s progress 
is the legal reform affected under the 
guidance of my colleague Dr. Wang, 
one of the intellectual leaders of China 
and one of the delegates to the Wash- 
ington Conference. As you all know, 
legal reforms had been carried out to 
some extent in the last years of the 
Tsing Dynasty and the codes that were 
then compiled were modeled after those 
of Japan. But these codes did not 
appear to the Republican Government 
as compatible with the liberal ideas 
which had gained a strong hold in 
China. ` Thus a new commission was 
formed to revise those codes. The 
revised codes were printed in 1919 and 
immediately translated into English 
and French. While those who codified 
the provisional codes during the reign 
of the Manchu Dynasty had been 
educated in Japan, those who codified 
the new codes derived their inspiration 
from the European countries and 
profited immensely by the recent 
progress in law. They have borrowed 
much from the codes of Hungary, of 
Holland, of Italy, even of Egypt and 
of Siam, and from the codes of Austria, 
Switzerland and Germany. But, at 
the same time, they have had the 
wisdom not to break with the past, 
and, in fact, the traditions and customs 
of the Chinese people are respected in 
the provisions of the new codes. The 
cult of ancestral worship is reconciled 
to the spirit of the new codes and thus 
the violation of a sepulchre is punish- 
able. Buddhism is tolerated, and 
parents exercise a considerable influ- 
ence in the matter of. aggravation or 
attenuation of punishments. 

The completeness and excellence of 
the codes are such that Professor 
Garcon of the University of Paris, who 
is one of the most eminent jurists on 
the Continent, says of one of them: 
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It seems, in truth, that, wi ouz altera- 
tion. this code ean be adopzed by any 
Occidental people and that ans E.ropean 
country can find in this code some useful 
reforms which can well be intrsduced into 
its own laws. 


Again, he says: 


The number of provisions < the code 
indicates a profound knowledge, not only 
of the texts of rezent codes, kart also of 
the seience of penal laws whick the Occi- 
centa. criminalists have made. It i suffi- 
cent for me to say that this cde solves 
questions of unpunishable crimes cf real 
or theoretical recidive. Our Frenck code 
unfortunately leaves these querticzs un- 
answered. 


FURTHER EVIDENCES oF PraGrass 


But progress is shown also m indus- 
try. n the year of 1911, there were 
orly £95 industrial companie- cwned 
by Chinese but in the year ef 1919, 


there were 994. Then the method of 


organization, the technique newly 
leernec. from the West, is beng im- 
proved, as is shown by the existence 
of the Banker’s Association and the 
Studenz’s Association, which spread 
throughout the length and brecitk of 
the country. 

In education equal advancement nas 
been made. In the year 1911 tasre 
were two million people in public 
schools. In 1920, there were five mil- 
lion. Szhools have been more than 
doubled since then. I shall xefrein 
from mentioning the new univesiti es 
which have been eszablished aml Lhe 
exhilarating intellectual thirst cf tne 
whole people which is so well described 
by Bertrand Russell. Nor shall I-well 
on the freedom of thought which is so 
vividly brought to the minds o tke 
Western people by the British ph hoso- 
pher. 
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Of course people will remind me that 
China still pérmits many militarists, 
whose influence, however, is rapidly 
dimintshing. Again, their presence, 
though temporary, is essential to the 
final success of democracy. They are 
like the trials through which a youth 
has to pass before he can become 
hardy and attain to real manhood. 
Did not the same thing happen to 
France and to America? 

Besides, it is to be remembered that 
besides these militarists are the good 
governors of different provinces whose 
beneficent work is well recognized by 
every foreigner. Such is the Governor 
of Shansi, Yen Hsi Shan, of whom Miss 
E. G. Kemp in her book, Chinese Mettle, 
says: “He has accomplished in the last 
ten years a remarkable change in the 
entire province—the province which is 
considerably larger than Great Brit- 
ain.” He has initiated so many nec- 
essary reforms which can be followed 
by the rest of the provinces and he has 
inspired so many people to great efforts 
that he has come to acquire the name 
of the “Model Governor.” Another 
such exemplary governor is General 
Feng Yu Hsiang, whose good work in 
Shansi Province is equally remarkable. 

Thus, if we take a broad view of the 
whole situation, the future of China is 
very bright and the progress she has 
made is considerable. For progress, 
it must be borne in mind, is never in a 
straight line. Vico compares it to a 
spiral which advances and recedes in 
turn, but which is ascending and pro- 
gressing all the time. Macaulay com- 
pares progress to the tide where the 
individual wave seems to retreat from 
time to time, but the tide is neverthe- 
less making. steady advance. This is 
true of progress in every country and 
it is no less true of progress in China. 
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Constitytional Government for China’ 


By Dr. Joun C. Frrevson? 
Adviser of the President of China 


N coming to a clearer understanding 
of the present difficulties of China, 
there is one question uppermost in the 
mind of Western observers. Why is 
there a Chinese problem? Why, hav- 
ing been introduced into the family of 
nations, has not China, like Japan, 
even more recently introduced, come 
into the same commanding position 
among the nations of the world? Why, 
in China, -has the adaptation to 
modern life been such a slow process, 
while, in Japan, governmental changes 
have been so rapidly accomplished as 
to seat Japan in conference among 
the five great powers of the present? 
The fundamental reason for this has 
been the fact that China is a self- 
contained nation, able to feed and 
clothe her own people, thus performing 
the two most essential functions of 
government. She developed a civiliza- 
tion of her own which was never 
influenced to any large extent by 
outside forces. but which in its turn 
influenced all neighboring nations that 
came in contact with it. Her previous 
experiences. with outside nations did 
not prepare her to appreciate the 
importance of the impact of the West 
which came upon her in full force 
during the nineteenth century. While 
this outside influence was becoming 
strongest China herself was suffering 
from the incompetence of her own 
government, whose incapacity brought 
about the devastating rebellions of the 
Taipings in the fifties and sixties and 
finally resulted in the overthrow of the 
Manchu Dynasty in 1911-12. 


1This paper was written before the Dis- 
armament Conference had completed its work. 
—C. L. K. 
, °? Author of Outlines of Chinese Art. 


FORMER [INDIFFERENCE TO OUTSIDE 
RELATIONS 


This failure to comprehend the im- 
portance of the new foreign relations 
with western nations was conspicuous 
in the fixing of tariff duties by the 
Treaty of Nanking in 1842. The 
volume of foreign trade at that time 
was of so little value in the opinion of 
the government that it readily agreed 
to a nominal rate of duty to take the 
place of the irregular port charges on 
foreign imports which hitherto had 
been the custom. The indifference of 
that time has been the cause of China’s 
later immense losses of possible reve- 
nue as foreign trade has developed to 
large proportions during the interven- 
ing years down to the present. The 
tariff fixed at that time in contempt of 
foreign trade is now recognized as one 
of the chief injustices of China’s 
financial condition. 

Another instance of China’s former 
indifference to the importance of out- 
side commercial relations was afforded 
in 1854, when an arrangement was 
made at Shanghai with the local 
Chinese authorities for the opening of 
a customs house under foreign control 
in which customs dues should be 
collected by three men nominated by 
the consuls of Great Britain, the 
United States and France. Two of 
these remained only a short time in 
office, leaving one man, Mr. Lay, to 
perform the duties. During his ab- 
sence on furlough, Robert Hart was 
appointed in his place and out of this 
simple local arrangement grew up, 
step by step, the present highly 
organized customs service under the 
direction of a foreign Inspector General 
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with foreign commissioner- in every 
open port. At first China did not 
want to be troubled with the ccllection 
of import duties from foreigr ships and 
attached no importance to tLe amount 
collected. Her failure to cppreciate 
che magnitude o? the influences which 
were coming upcn her resulted in her 
willirg consent to the plantizg in her 
soil o? an exotic customs serve which, 
notwithstanding the high -ffiziency 
attained by it, remains a foreign 
growth which must sometime be sup- 
pianted by an indigenous one.. 

Japan was never a self-centained 
netion. She had studied her ziviliza- 
tion in Korea and China acd had 
always been responsive to outside 
influences. She recognized as =ocn as 
her gates were opened by Per-y that 
the incoming strangers were d Terent 
from ary of those with whom she had 
come in contact in her previous Listory. 
She set herself at ance to a stad¥ of 
their institutions and methods. Any 
of her own people wto could contribute 
information to the governmenf con- 
cerning foreigners, was honorec. end 
his statements were carefully con- 
sidered. The result of this attit. de of 
minc was that almost from the very 
outset Jepan appreciated at its full 
value the importance of the new re- 
lationships which were forced apon 
her while at the same time she d2- 
termined to adapt her own methods to 
meet the new circumstances. 


THe LATE CONSCIOUSNESS OF 
Foresan Ivpact 


It was not until the revolution o? 
1911-12 in China that the country as 
a whole came to the same kind of 
consciousness of the importance of 
relationship with outside nations to 
which Japan had awekened in fhe 
middle of the nineteenth centuzzy, 
Japan awoke early enough to organke 
her own system in such ways as zo 
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preserve independence and freedorh of 
action. While China slumbered, out- 
side influences were at work obtaining 
for themselves political, financial, and ° 
administrative concessions in which 
China mortgaged her own future. 
Now as the educated young men and 
women of China have come to realize 
the fetters which the indifference of 
their forefathers, coupled with the — 
cupidity of outside nations, has im- 
posed upon them, they have discovered 
that it is too late for them to depend 
alone upon their own awakened in- 
telligence to cast these off, and at the 
present Conference? have made an 
appeal to the friendly nations for 
assistance In regaining what has been 
lost. 

The lack of a stable, efficient govern- 
ment in Cnina at the present time can 
be very readily explained. It is not 
due to an inability on the part of the 
Chinese p2ople to develop orderly 
government for, as the Chinese Minis- 
ter, Mr. Sze, has said, China has shown 
through her long history a remarkable 
talent for self-government. The fact 
is that since the establishment of the 
Republic in 1912 China has been 
passing through circumstances of ex- 
treme difficulty. Within two years 
the Great War broke out in Europe 
and was immediately followed by the 
Japanese attack through Chinese terri- 
tory upon the German leasehold of 
Kiaochow. This attack was ac- 
companied by military occupation of 
the whole length of the Shantung 
provincial railway and by the sta- ~ 
tioning of a Japanese garrison in 
the provincial capital, Tsinan. A few 
months later Japan presented to 
China the Twenty-One Demands and 
forced compliance under threat of the 
use of military force. 

This was in May, 1915 and since that 
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time the whole spirit of the people has 
been: obsessed with a tontemplation 
of the humiliation to which it was 
subjected and with the determination 
to regain what has been taken away. 
The regaining of their rights in 
Shantung has been believed, and 
rightly so, by the Chinese people to 
be the very basis of future national 
existence and without the return of 
Shantung any form of government 


upon whichagreement might be reached `; 


would be futile. It has been con- 
sidered that no government which 
would allow Shantung to be held by 
Japan could be worth having, and that 
no constitution could be adopted which 
would not include a redeemed Shan- 
tung. No stable self-respecting govern- 
ment could carry on under the same 
heaven with a military occupation by 
a foreign nation of one of China’s 
ancient provinces, and it was idle to 
talk of written constitutions, parlia- 
mentary government and popular 
representation until the national spirit 
was calmed by the righting of this 
injustice. The Chinese people have 
never despaired of - being able to 
establish for themselves a stable and 
efficient government; but they have 
believed that before this could be 
accomplished the iniquitous Imposition 
forced on them in Shantung must be 
first removed. 


CHINA to EstTABLISH Her Own 
New GOVERNMENT 


The question is frequently asked: 
Can China work out her own internal 
problems? The best reply to this is 
the asking of another question: Can 
any single nation undertake the so- 
lution of China’s internal problems? 
The obvious reply to this question is 
that each great nation at the present 
time has more problems of its own 
than it can solve with satisfaction to 
the people. It is plain that no single 
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nation is in a position to undertake such 


‘a task. But would it be possible for 


several of the nations which have 
large interests in China to join together 
in this work? The answer to this 
question is the difficulty which the 
powers have always had in adjusting 
differences among themselves. Until 
some definite progress is made on such 
lines among the great nations, what 
practical result could be accomplished 
by a combination concerning the 
greatest problems of the world center- 
ing around China? An international 
commission for China would add to the 
existing internal disturbances a new 
element of dispute among the powers 
which would be members of such an 
international commission, and would 
open the way for combinations of 
intrigue between internal parties in 
China and the members of the com- 
mission. Any plan for the control of 
China by a single nation or by an 
international commission is, in my 
opinion, bound to fail. The only way 
in which order and government can be 
restored in China is to recognize that 
the Chinese must be allowed to under- 
take and carry on this work for them- 
selves while outside nations conform 
to the self-denying ordinance of non- 
interference. 

In establishing her new government 
China, will have need of all her foreign- 
educated young men and women. In 
addition to the united effort of her own 
people in this direction, China should 
continue to receive the sympathy and 
encouragement of the American people 
in the same measure in which it was 
given to Japan during her years of 
struggle in building up her present 
modern institutions. It must be re- 
membered that during the early strug- 
gles of Japan to maintain territorial 
integrity, while other nations had 


taken landed concessions from her 


and were threatening to carry out on 
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her soil the same despoliation that was 
going on in China, America never took 
any part in this policy and always gave 
to Japan sympathetic encouragement 
and help. Large numbers of the 
leaders of Japan were educated in 
American schools. It is not proposed 
that America should do anything for 
China now that she did not do for 
Japan. One of the chief regrets of 
Americans in observing recent events 
in the Far East is that Japan, after 
having received such generous sympa- 
thy from America in her own dark 
hours, should not have jomed America 


in extending the same spirit of friend- 


ship to China. On the contrary, she 
has frequently acted as if she were 
suspicious of American motives in 
China, though she would have recog- 
nized the baselessness of these sus- 
picions if she had stopped to remember 
the events of her own history. When 
Japan has given up Shantung and 
adopted a more generous policy in 
Manchuria, she may be led by motives 
of her own self-interest to adopt 
toward China the American policy of 
friendly encouragement and codpera- 
tion and to renounce the aggrandizing 
schemes which she has adopted after 
the example of European nations. 


A WORKABLE CONSTITUTION FOR 
CHINA 


The first need of China is a consti- 
tution, but the methods which have 
been taken toward this end during 
the life of the Republic have proved 
abortive. In my opinion, they have 
met the fate which they have deserved, 
for it is impossible to impose a consti- 
tution upon any democracy. There 
have been three attempts in China to 
make a constitution for the country by 
the appointment of constitutional com- 
missions which have had the aid of 
foreign advisers. The methods adopted 
were intended to be democratic but 
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were in reality the traditional heritage 
of autocracy.* Without any mandate 
from the people, groups of men who 
had at heart the interests of their 
respective countries met and adopted 
constitutions which they thought 
would be good for the people, just as in 
the earlier days emperors with their 
counsellors decreed laws, canons and 
governmental institutions. The mere 
fact that one method provided for a 
hereditary ruler and the other for an 
elective executive made no essential 
difference as far as the people were 
concerned, for they had no voice. 

Such constitutions springing full- 
grown from the brain of the intellect- 
uals can never becomepermanent. The 
only way in which a national constitu- 
tion can ever be established is for the 
smallest political units to work out 
constitutions for themselves, constitu- 
tions adapted to their own local 
purposes. ‘The smallest existing polit- 
ical unit in China is the province, 
though in some instances important 
cities might serve such a purpose. 
Even these smallest political units, — 
the provinces, are already large and 
the problem of working out for them 
constitutions, one by one, is bewildering 
in its involvements. Many of the 
provinces, such as Chehkiang, have 
two distinct geographical areas with 
existing rivalries between them and the 
problem of reconciling conditions even 
in existing provinces is tremendous. 

I do not believe, however, that this 
problem is incapable of solution. The 
provinces can amalgamate the interests 
of their various sections and work out 
constitutions for themselves. These 
bemg decided upon and accepted by 
the people and having proved by a 
period of probation their adaptability 
to the needs of government, will be- 
come the units out of which the 
constitution for the whole country can 
be developed. In other words, any 
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workable constitution for the Republie can be superimposed from above by 
of China must develop upward from any possible combination of the intel- 
the smallest political units and never lectuals of China. 
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The Canons of Ethics for Lawyers Adopted by the American Bar 
Association 


{Nors.—The following Canons of Professional Ethics were adopted by the American Bar Association 
at its thirty-first annual meeting at Seattle, Washington, on August 27, 1908. 

_ The Canons were prepared by a committee composed of Henry St. George Tucker, Virginia, Chair- 
man; Lucien Hugh Alexander, Pennsylvania, Secretary; David J. Brewer, District of Columbia; 
Frederick V. Brown, Minnesota; J. M. Dickinson, Illinois; Franklin Ferriss, Missouri; William Wirt 
Howe, Louisiana; Thomas H. Hubbard, New York; James G. Jenkins, Wisconsin; Thomas Goode 
Jones, Alabama; Alton B, Parker, New York; George R. Peck, Illinois; Francis Lynde Stetson, New 


York; Ezra R. Thayer, Massachusetts.] 
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PREAMBLE 


[N America, where the stability of Courts 
and of all departments of government 
rests upon the approval of the people, it 
is peculiarly essential that the system for 
establishing and dispensing Justice be 
developed to a high point of efficiency and 
so maintained that the public shall have 
absolute confidence in the integrity and 
impartiality of, its administration. The 
future of the Republic, to a great extent, 
depends upon our maintenance of Justice 
pure and unsullied. It cannot be so main- 
. tamed unless the conduct and the motives 
of the members of our profession are such 
as to merit the approval of all just men. 
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Tue Canons or Erus 


-° No code or set of rules can be framed, 
which will particularize all the duties of the 
lawyer in the varying phases of litigation or 
in all the relations of professional life. The 
following canons of ethics are adopted by 
the American Bar Association as a general 
guide, yet the enumeration of particular 
duties should not be construed as a denial 
of the existence of others equally imperative, 
though not specifically mentioned: 

1. The Duty of the Lawyer to the Courts. 
It is the duty of the lawyer to maintain 
towards the Courts a respectful attitude, 
not for the sake of the temporary incum- 
bent of the judicial office, but for the main- 
tenance of its supreme importance. Judges, 
not being wholly free to defend themselves, 
are peculiarly entitled to receive the support 


of the Bar against unjust criticism and 
clamor. Whenever there is proper ground 
for serious complaint of a judicial officer, 
it is the right and duty of the lawyer to 
submit his grievances to the proper author- 
ities. In such cases, but not otherwise, 
such charges should be encouraged and the 
person making them should be protected. 

2. The Selection of Judges. Itis the duty 
of the Bar to endeavor to prevent political 
considerations from outweighing judicial 
fitness in the selection of Judges. It should 
protest earnestly’ and actively against the 
appointment or election of those who are un- 
suitable for the Bench; and it should strive 
to have elevated thereto only those willing 
to forego other employments, whether of a 
business, political or other character, which 
may embarrass their free and fair considera- 
tion of questions before them for decision. 
The aspiration of lawyers for judicial 
position should be governed by an im- 
partial estimate of their ability to add 
honor to the office and not by a desire for 
the distinction the position may bring to 
themselves. ' 

3. Attempts to Exert Personal Influence on 
the Court. Marked attention and unusual 
hospitality on the part of a lawyer to a 
Judge, uncalled for by the personal relations 
of the parties, subject both the Judge and 
the lawyer to misconstructions of motive 
and should be avoided. A lawyer should. 
not communicate or argue privately with 
the Judge as to the merits of a pending 
cause, and he deserves rebuke and de- 
nunciation for any device or attempt to 
gain from a Judge special personal con- 
sideration’ or favor. A self-respecting 
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independence in the discharge of * profes- 
sional duty, without denial or diminution 
of the courtesy and respect due the Judge’s 
station, is the only proper foundation for 
cordial personal and official relattons be- 
tween Bench and Bar. ` 

4, When Counsel for an Indigent Prisoner. 
A lawyer assigned as counsel for an in- 
digent prisoner ought not to ask to be 


excused for any trivial reason, and should ` 


always exert his best efforts in his behalf. 

5. The Defense or Prosecution of Those 
Accused of Crime. It is the right of the 
lawyer to undertake the defense of a person 
accused of crime, regardless of his personal 
opinion as to the guilt of the accused; 
otherwise innocent persons, victims only 
of suspicious circumstances, might be denied 
proper defense. Having undertaken such 
defense, the lawyer is bound by all fair and 
honorable means, to present every defense 
that the law of the land permits, to the end 
that no person may be deprived of life or 
liberty, but by due process of law. 

The primary duty of a lawyer engaged in 
public prosecution is not to convict, but to 
see that justice is done. The suppression 
of facts or the secreting of witnesses capable 
of establishing the innocence of the accused 
is highly reprehensible. 

6. Adverse Influences and Conflicting 
Interests. It is the duty of a lawyer at the 
time of retainer to disclose to the client all 
the circumstances of his relations to the 
parties, and any interest in or connection 
with the controversy, which might in- 
fluence the client in the selection of counsel. 

It is unprofessional to represent conflict- 

ing interests, except by express consent of 
all concerned given after a full disclosure of 
the facts. Within the meaning of this 
canon, a lawyer represents conflicting in- 
terests ‘when, in behalf of one client, it is 
his duty to contend for that which duty to 
another client requires him to oppose. 
_ The obligation to represent the client 
with undivided fidelity and not to divulge 
his secrets or confidences forbids also the 
subsequent acceptance of retainers or 
employment from others in matters ad- 
versely affecting any interest of the client 
with respect to which confidence has been 
reposed. 

7. Professional Colleagues and Conflicts 
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of Opinion. A élient’s proffer of assistance 
of additional counsel should not be re- 
garded as evidence of want of confidence, 
but the matter should be left to the deter- 
mination of the client. A lawyer should 
decline association as colleague if it is 
objectionable to the original counsel, but 
if the lawyer first retained is relieved, 
another may come into the case. 

When lawyers jointly associated in a 
cause cannot agree as to any matter vital to 


` the interest of the client, the conflict of 


opinion should be frankly stated to him 
for his final determination. His decision 
should be accepted unless the nature of the 
difference makes it impracticable for the 
lawyer whose judgment has been overruled 
to cotperate effectively. In this event 
it is his duty to ask the client to relieve him. 

Efforts, direct or indirect, in any way to 
encroach upon the business of another 
lawyer, are unworthy of those who should 
be brethren at the Bar; but, nevertheless, 
it is the right of any lawyer, without fear or 
favor, to give proper advice to those seeking 
relief against unfaithful or neglectful coun- 
sel, generally after communication with 
the lawyer of whom the complaint is made. 

8. Advising Upon the Merits of a Client’s 
Cause. A lawyer should endeavor to 
obtain full knowledge of his client’s cause 
before advising thereon, and he is bound to 
give a candid opinion of the merits and 
probable result of pending or contemplated 
litigation. The miscarriages to which 
justice is subject, by reason of surprises and 
disappointments in evidence and witnesses, 
and through mistakes of juries and errors 
of Courts, even though only occasional, 
admonish lawyers to beware of bold and 
confident assurances to clients, especially 
where the employment may depend upon 
such assurance. Whenever the contro- 
versy will admit of fair adjustment, the 
client should be advised to avoid or to end 
the litigation. 

9. Negotiations With Opposite Party. A 
lawyer should not in any way communicate 
upon the subject of controversy with a 
party represented by counsel; much less 
should he undertake to negotiate or com- 
promise the matter with him, but should 
deal only with his counsel. It is incumbent 
upon the lawyer most particularly to avoid 
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everything that may tend to mislead a party 
not represented by counsel, and he should 
net undertake to advise him as to the law. 

10. Acquiring Interest in Litigation. The 
lawyer should not purchase any interest in 
the subject matter of the litigation which 
he is conducting. 

11. Dealing With Trust Property. Money 
of the client or other trust property coming 
into the possession of the lawyer should be 
reported promptly, and except with the 
chent’s knowledge and consent should not 
be commingled with his pavate property or 
be used by him. 

12. Fixing the Amount of .the Fee. In 
fixing fees, lawyers should avoid charges 
which overestimate their advice and serv- 
ices, as well as those which undervalue 
them. A clients ability to pay cannot 
justify a charge in excess of the value of 
the service, though his poverty may require 
a less charge, or even none at all. The 
reasonable requests of brother lawyers, and 
of their widows and orphans without ample 
means, should receive special and kindly 
consideration. 

In determining the amount of the fee, it 
is proper to consider: (1) the time and 
labor required, the novelty and difficulty of 
the questions involved and the skill requi- 
site properly to conduct the cause; (2) 
whether the acceptance of employment in 
the particular case will preclude the lawyer’s 
appearance for others in cases likely to 
arise out of the transaction, and in which 
there is a reasonable expectation that 
otherwise he would be employed, or will 
involve the loss of other business while 
employed in the particular case or antag- 
onisms with other clients; (3) the customary 
charges. of the Bar for similar services; 
(4) thé*amount involved in the controversy 


and the benefits resulting to the client from ^ 


the services; (5) the contingency or the 
certainty of the compensation; and (6) the 
character of the employment, whether 
-casual or for an established’ and constant 
‘client. No one of these considerations in 
itself is controlling, . They are mere guides 
in ascertaining the real value of the service. 

In fixing fees it should nevér be forgotten 
that the profession is a branch of the ad- 
ministration of justice and not a mere 
money-getting trade. 
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13. Contingent Fees. Contingent fees, 
where sanctioned by law, should be under 
the supervision of the Court, in order that 
clients may be protected from unjust 
charges? 

14. Suing a Client for a Fee. Contro- 
versies with clients concerning compensa- 
tion are to be avoided by the lawyer so far 
as shall be compatible with his self-respect 
and with his right to receive reasonable 
recompense for his services; and lawsuits 
with clients should be resorted to only to 
prevent injustice, imposition or fraud. 

15. How Far a Lawyer May Go in Sup- 
porting a Chent’s Cause. Nothing operates 
more certainly to create or to foster 
popular prejudice against lawyers as a class, 
and to deprive the profession of that full 
measure of public esteem and confidence 
which belongs to the proper discharge of its 
duties than does the false claim, often set 
up by the unscrupulous in defense of ques- 
tionable transactions, that it is the duty of 
the lawyer to do whatever may enable him 
to succeed in winning his client’s cause. 

It is improper for a lawyer to assert in 
argument ‘his personal belief in his client’s 
innocence or in the justice of his cause. 

The lawyer owes “entire devotion to the 
interest of the client, warm zeal in the 
maintenance and defense of his rights and 
the exertion of his utmost learning and 
ability,” to the end that nothing be taken 
or be withheld from him, save by the rules 
of law, legally applied. No fear of judicial 
disfavor or public unpopularity’ should 
restrain him from the full discharge of his 
duty. In the judicial forum the client is 
entitled to the benefit of any and every 
remedy and defense that is authorized by 
the law of the land, and he may expect his 
lawyer to assert every such remedy or 
defense. But it is steadfastly to be borne 
in mind that the great trust of the lawyer is 
to be performed within and not “without the 
bounds of the law. The office of attorney 
does not permit, much less does 1t demand 
of him for any client, violation of law or any 
manner of fraud or chicane. He must obey 
his own conscience and not that of his 
client. 

16. Restraining Clients from Impro- 
prieties. A lawyer should use his best 
efforts to restrain and to prevent his clients 
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from doing those things which the lawyer 
himself ought not to do, particularly with 
reference to their conduct towards Courts, 
judicial officers, jurors, witnesses and 
suitors. If a client persists in such wrong- 
doing the lawyer should terminate their 
relation. . 

17. Ill Feeling and Personalities Between 
Advocates. Clients, not lawyers, are the 
litigants. Whatever may be the ill-feeling 
existing between clients, it should not be 
allowed to influence counsel in their conduct 
and demeanor toward each other or toward 
suitors in the case. All personalities þe- 
tween counsel should be scrupulously 
avoided. In the trial of a cause it is in- 
decent to allude to the personal history or 
the personal peculiarities and idiosyncrasies 
of counsel on the other side. Personal 
colloquies between counsel which cause 
delay and promote unseemly wrangling 
should also be carefully avoided. 

18. Treatment of Witnesses and Litiganis. 
A lawyer should always treat adverse 
witnesses and suitors with fairness and due 
consideration, and he should never minister 
to the malevolence or prejudices of a client 
in the trial or conduct of a cause. The 
client cannot be made the keeper of the 
lawyer’s conscience in professional matters. 
He has no right to demand that his counsel 
shall abuse the opposite party or indulge in 
offensive personalities. Improper speech 
is not excusable on the ground that it is 
what the client would say if speaking in his 
own behalf. 

19. Appearance of Lawyer as Witness for 
His Client. When a lawyer is a witness for 
his client, except as to merely formal mat- 
ters, such as the attestation or custody of an 
instrument and the like, he should leave the 
trial of the case to other counsel. Except 
when essential to the ends of justice, a 
lawyer should avoid testifying in Court in 
behalf of his client. 

20. Newspaper Discussion of Pending 
Litigation. Newspaper publications by a 
lawyer as to pending or anticipated litiga- 
tion may interfere with a fair trial in the 
Courts and otherwise prejudice the due 
administration of justice. Generally they 
are to be condemned. If the extreme 
circumstances of a particular case justify 
a statement to the public, it is unprofes- 
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sional to make it anonymously. An ex 
parte reference to the facts should not go 
beyond quotation from the records and 
papers on file in the Court; but even in 
extreme cases it is better to avoid any ex 
parte statement. 

21. Punctuality and Expedition. It is 
the duty of the lawyer not only to his client, 
but also to the Courts and to the public to 
be punctual in attendance, and to be con- 
cise and direct in the trial and disposition 
of causes. 

22. Candor and Fairness. The conduct 
of the lawyer before the Court and with 
other lawyers should be characterized by 
candor and fairness. 

It is not candid or fair for the lawyer 
knowingly to misquote the contents of a 
paper, the testimony of a witness, the 
language of the argument of opposing 
counsel, or the language of a decision or a 
text-book; or with knowledge of its in- 
validity, to cite as authority a decision that 
has been overruled, or a statute that has 
been repealed; or in argument to assert as a 
fact that which has not been proved, or in 
those jurisdictions where a side has the 
opening and closing arguments to mislead 
his opponent by concealing or withholding 
positions in his opening argument upon 
which his side then intends to rely. 

It is unprofessional and dishonorable to 
deal other than candidly with the facts in 
taking the statements of witnesses, in 
drawing affidavits and other documents, 
and in the presentation of causes. 

A lawyer should not offer evidence, which 
he knows the Court should reject, in order 
to get the same before the jury by argument 
for its admissibility, nor should he address 
to the Judge arguments upon any point not 
properly calling for determination by him. 
Neither should he introduce into an argu- 
ment, addressed to the Court, remarks or 
statements intended to influence the jury or 
bystanders. 

These and all kindred practices are un- 
professional and unworthy of an officer of 
the law charged, as i¢the lawyer, with the 
duty of aiding in the administration of 
justice. 

23, Altitude Toward Jury. All attempts 
to curry favor with juries by fawning, 
flattery or pretended solicitude for their 
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personal comfort are E Sug- 
gestions of counsel, looking to/the comfort 
or convenience of jurors, and propositions 
to dispense with argument, should be made 
to the Court out of the jury’s hearing. A 
lawyer must never converse privately with 
jurors about the case; and both before and 
during the trial be should avoid communi- 
cating with them, even as to matters foreign 
to the cause. 

24, Right of Lawyer to Controlthe Incidents 
of the Trial. As to incidental matters 
pending the trial, not affecting'the merits of 
the cause, or working substantial prejudice 
to the rights of the client, such as forcing 
the opposite lawyer to trial when he is under 
affliction or bereavement; forcing the trial 
on a particular day to the injury of the 
opposite lawyer when no harm will result 
from a trial at a different time; agreeing to 
an extension of time for signing a bill of 
exceptions, cross interrogatories and the 
like, the lawyer must be allowed to judge. 
In such matters no client has a right to 
demand that his counsel shall be illiberal, 
or that he do anything therein repugnant to 
his own sense of honor and propriety. 

25. Taking Technical Advantage of Oppo- 
site Counsel; Agreements With Him. A 
lawyer should not ignore known customs or 
practice of the Bar or of a particular Court, 
even when the law permits, without giving 
timely notice to the opposing counsel. As 
far as possible, important agreements, 
affecting the rights of clients, should be 
reduced to writing; but it is dishonorable to 
avoid performance of an agreement fairly 
made because it is not reduced to writing, 
as required by rules of Court. 

26. Professional Advocacy: Other Than 
Before Courts. A lawyer openly, and in his 
true character may render professional 
services before legislative or, other bodies, 
regarding proposed legislation and in ad- 
vocacy of claims before departments of 
government, upon the same principles of 
ethics which justify his appearance before 
the Courts; but it is unprofessional for a 
lawyer so engaged to conceal his attorney- 
ship, or to employ secret personal solicita- 
tions, or to use means other than those 
addressed to the reason and i 
to influence action. 


27. R: Direct or Indirect. The 
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most worthy and effective advertisement 
possible, even for a young lawyer, and espe- 
cially with his brother lawyers, is the 
establishment of a well-merited reputation 
for professional capacity and fidelity to 
trust. This cannot be forced, but must be 
the outcome of character and conduct. 
The publication or circulation of ordinary 
simple business cards, being a matter of 
personal taste or local custom, and some- 
times of convenience, is not per se Improper. 
But solicitation of busmess by circulars or 
advertisements, or by personal communica- 
tions or interviews, not warranted by 
personal relations, is unprofessional. It is 
equally unprofessional to procure business 
by indirection through touters of any kind, 
whether allied real estate firms or trust 
companies advertising to secure the draw- 
ing of deeds or wills or offering retainers in 
exchange for executorships or trusteeships 
to be influenced by the lawyer. Indirect 
advertisement for business by furnishing or 
inspiring newspaper comments concerning 
causes in which the lawyer has been or is 
engaged, or concerning the manner of their 
conduct, the magnitude of the interests 
involved, the importance of the lawyer’s 
positions, and all other like self-laudation, 
defy the traditions and lower the tone of 
our high calling, and are intolerable. 

28. Stirring up Intigation, Directly or 
Through Agents. It is unprofessional for a 
lawyer to volunteer advice to bring a law- 
suit, except in rare cases where ties of blood, 
relationship or trust make it his duty to do 
so. Stirring up strife and litigation is not 
only unprofessional, but it is indictable at 
common law. It is disreputable to hunt up 
defects in titles or other causes of action and 
inform thereof in order to be employed to 
bring suit, or to breed litigation by seeking 
out those with claims for personal injuries 
or those having any other grounds of action 
in order to secure them as clients, or to 
employ agents or runners for like purposes, 
or to pay or reward, directly or indirectly, 
those who bring or influence the bringing of 
such cases to his office, or to remunerate 
policemen, court or prison officials, physi- 
cians, hospital attachés or others who may 
succeed, under the guise of giving disin- 
terested friendly advice, in influencing the 
criminal, the sick and the injured, the 
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ignorant or others, to seek his professional 
services. A duty to the public and to the 
profession devolves upon every member of 
the Bar, having knowledge of such practices 
upon the part of any practitioner, immedi- 
ately to inform thereof to the end that the 
offender may be disbarred. 

29. Upholding the Honor of the Profession. 
Lawyers should expose without fear or 
favor before the proper tribunals corrupt or 
dishonest conduct in the profession, and 
should accept without hesitation employ- 
ment against a member of the Bar who has 
wronged his client. ‘The counsel upon the 
trial of a cause in which perjury has been 
committed owe it to the profession and to 
the public to bring the matter to the 
knowledge of the prosecuting authorities. 
The lawyer should aid in guarding the Bar 
against the admission to the profession of 
candidates unfit or unqualified because 
deficient. in either moral character or edu- 
cation. He should strive at all times to 
uphold the honor and to maintain the 
dignity of the profession and to improve 
not only the law but the administration 
of justice. 

30. Justifiable and Unjustifiable LIntiga- 
tions. The lawyer must decline to conduct 
a civil cause or to make a defense when 
convinced that it is intended merely to 
harass or to injure the opposite party or to 
work oppression or wrong. But otherwise 
it is his right, and, having accepted retainer, 
it becomes his duty to insist upon the judg- 
ment of the Court as to the legal merits of 
his clients claim. His appearance im 
Court should be deemed equivalent to an 
assertion on his honor that in his opinion 
his client’s case is one proper for judicial 
determination. 

31. Responsibility for Litigation. No 
lawyer is obliged to act either as adviser or 
advocate for every person who may wish to 
become his client. He has the right to 
decline employment. Every lawyer upon 
his own responsibility must decide what 
business he will accept as counsel, what 
causes he will bring into Court for plain- 
tiffs, what cases he will contest in Court for 
defendants. The responsibility for advis- 
ing questionable transactions, for bringing 
questionable suits, for urging questionable 
defenses, is the lawyer’s responsibility. 
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He cannot escape it by urging as an excuse 
that he is only following his client’s in- 
structions. 

32. The Lawyers Duty in Its Last 
Analysis. No client, corporate or individ- 
ual, however powerful, nor any cause, civil 
or political, however important, is entitled 
to receive, nor should any lawyer render, 
any service or advice involving disloyalty 
to the law whose ministers we are, or 
disrespect of the judicial office, which we are 
bound to uphold, or corruption of any 
person or persons exercising a public office 
or private trust, or deception or betrayal 
of the public. When rendering any such 
improper service or advice, the lawyer 
invites and merits stern and just condemna- 
tion. Correspondingly, he advances the 
honor of his profession and the best in- 
terests of his client when he renders service 
or gives advice tending to impress upon the 
client and his undertaking exact compliance 
with the strictest principles of moral law. 
He must also observe and advise his client 
to observe the statute law, though until a 
statute shall have been construed and in- 
terpreted by competent adjudication, he is 
free and is entitled to advise as to its 
validity and as to what he conscientiously 
believes to be its just meaning and extent. 
But above all a lawyer will find his highest 
honor in a deserved reputation for fidelity 
to private trust and to public duty, as an 
honest man and as a patriotic and loyal 
citizen. à 
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The general principles which should ever 
control the lawyer in the practice of his 
profession are clearly set forth in the follow- 
ing Oath of Admission to the Bar, formu- 
lated upon that in use in the State of 
Washington, and which conforms in its 
main outlines to the “duties” of lawyers as 
defined by statutory enactments in that 
and many other States of the Union!— 
duties which they are sworn on admission 
to obey and for the wilful violation of 
which disbarment is provided: 


1 Alabama, California, Georgia, Idaho, In- 
diana, Iowa, Minnesota, Mississippi, Nebraska, 
North Dakota, Oklahoma, Oregon, South Dakota, 
Utah, Washington and Wisconsin. The oaths 
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I DO SOLEMNLY SWEAR: 

I will support the Constitrtior of the 
United States and the Constifsticn of the 
Statz of 

Iwill maintain the respect du= to Courts if 
Juszice and judicial officers; 

I will not counsel or maintai2 ary suit or 
proceeding which shall appear to me to be 
unjust, nor any -defense except sach as I 
believe to be honestly debatable cnder the law 
of the land; 
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I will employ for the purpose af maintain- 


ing the causes confided to me such means only 
as are consistent with truth ani hanor, and 


administered on admission to the Bar in all the 
other States require the observance of the highest 
moral principle in the practice of -he >rofession, 
but the duties of the lawyer are nof as specifically 
defined by law as in the States na:nec. 
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will never seek to mislead the Judge or jury by 
any artifice or false statement of fact or law; 

I will maintain the confidence and preserve 
inviolate the secrets of my client, and will 
accept no compensation in connection with 
his business except-from him or with his 
knowledge and approval; 

I will abstain from all offensive personality, 
and advance no fact perjudicial to the honor 
or reputation of a party or witness, unless 
required by the justice of the cause wth which 
L am charged; 

I will never reject, from any consideration 
personal to myself, the cause of the defenseless 
or oppressed, or delay any man’s cause for 
lucre 3r malice. SO HELP ME GOD. 

We commend this form of oath for 
adoption by the proper authorities in all 
the Szates and Territories. 


Principles of Medical “thics of the American Medical Association 
Adopted by the Howe cf Delegates at Atlantic City, N. J., June 4, 1912 


CHAPTER L 
The Duties of Physicians to Their Patients 
THE PHYSICIAN ’S RESPONSIBLITY 


Section 1.—A profession hes for its 
prime. object the service it can render to 
humanity; reward or financial gain should 
be a subordinate consideratio:. The prac- 
tice of medicine is a profession. Ih choosing 
this profession an individua assumes an 
obligation to conduct himself in azcord with 
its ideals. 


PATIENCE, DELICACY AND SECRECY 


Sec. 2.—Patience and -deicazy should 
cheracterize all the acts of a physician. 
The confidences concerning mdividual or 
domestic life entrusted by a patient to a 
physician and the defects of disposition or 
flaws of character observed in patients dur- 
ing medical attendance should be held as a 
trust and should never be revealed except 
when imperatively required Ly the laws of 
the state. There are occasicns, however, 
when a physician must determire whether 
or not his duty to society requices him to 
take definite action to protect a healthy 
incividual from becoming infected, because 
the physician has knowlecge, obtained 
through the confidences entrusted to him as 


a physician, of a communicable disease to 
which the healthy individual is about to be 
expos2d. In such a case, the physician 
should act as he would desire another to 
act taward one of his own family under like 
circumstances. Before he determines his 
course, the physician should know the civil 
law of his commonwealth concerning privi- 
leged communications. 


PROGNOSIS 

Sec. 3.—A physician should give timely 
notice of dangerous manifestations of the 
disease to the friends of the patient. He 
should neither exaggerate nor minimize the 
gravity of the patient’s condition. He 
should assure himself that the patient or 
his friends have such knowledge of the pa- 
tient’s condition as will serve the best in- 
terests of the patient and the family. 


PATIENTS MUST NOT BE NEGLECTED 


Sec. 4.—A physician is free to choose 
whom he will serve. He should, however, 
always respond to any request for his assist- 
ance in an emergency or whenever tem- 
perate public opinion expects the service. 
Once having undertaken a case, a physician 
should not abandon or neglect the patient 
because the disease is deemed incurable; nor 
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should he withdraw from the case for any 
reason until a sufficient notice of a desire to 
be released has been given the patient or 
his friends to make it possible for them to 
secure another medical attendant. 


CHAPTER IT 


The Duties of Physicians to Each Other and 
to the Profession at Large 


ARTICLE I.--RUTIES TO THE PROFESSION 
UPHOLD HONOR OF PROFESSION 


Section 1.—-The obligation assumed on 
entering the profession requires the physi- 
cian to comport himself as a gentleman and 
demands that he use every honorable means 
to uphold the dignity and honor of his vo- 
cation, to exalt its standards and to extend 
its sphere of usefulness. A physician should 
not base his practice on an exclusive dogma 
or sectarian system, for “‘sects are implac- 
able despots; to accept their thraldom is to 
take away all liberty from one’s action and 
thought.” (Nicon, father of Galen.) 


DUTY OF MEDICAL SOCIETIES 


Sec. 2—In order that the dignity and 
honor of the medical profession may be 
upheld, its standards exalted, its sphere of 
usefulness extended, and the advancement 
of medical science promoted, a physician 
should associate himself with medical socie- 
ties and contribute his time, energy and 
means In order that these societies may rep- 
resent the ideals of the profession. 


DEPORTMENT 


Sec. 3.—A physician should be “an up- 
right man, instructed in the art of healing.” 
Consequently, he must keep himself pure in 
character and conform to a high standard of 
morals, and must be diligent and conscien- 
tious in his studies. “He should also be 
modest, sober, patient, prompt to do his 
whole duty without anxiety; pious without 
going so far as superstition, conducting him- 
self with propriety in his profession and in 
all the actions of his life.” (Hippocrates.) 


ADVERTISING 


Sec. 4.—Solicitation of patients by circu- 
lars or advertisements, or by personal com- 
munications or interviews, not warranted 
by personal relations, is unprofessional. It 
is equally unprofessional to procure patients 
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by indirection through solicitors or agents 
of any kind, or by indirect advertisement, 
or by furnishing or inspiring newspaper or 
magazine comments concerning cases in 
which the physician has been or is con- 
cerned. All other like self-laudations defy 
the traditions and lower the tone of any 
profession and so are intolerable. The most 
worthy and effective advertisement possible, 
even for a young physician, and especially 
with his brother physicians, is the estab- 
lishment of a well-merited reputation for 
professional ability and fidelity. ‘This can- 
not be forced, but must be the outcome of 
character and conduct. The publication 
or circulation of ordinary simple business 
cards, being a matter of personal taste or 
local custom, and sometimes of convenience, 
is not per se improper. As implied, it is 
unprofessional to disregard local customs 
and offend recognized ideals in publishing 
or circulating such cards. 

It is unprofessional to promise radical 
cures; to boast of cures and secret methods 
of treatment or remedies; to exhibit certifi- 
cates of skill or of success in the treatment 
of diseases; or to employ any methods to 
gain the attention of the public for the 
purpose of obtaining patients. 


PATENTS AND PERQUISITES 


Sec. 5.—It is unprofessional to receive 
remuneration from patents for surgical in- 
struments or medicines; to accept rebates 
on prescriptions or surgical appliances, or 
perquisites from attendants who aid in the 
care of patients. 


MEDICAL LAWS~~-SECRET REMEDIES 


Sec. 6.—It is unprofessional for a physi- 
cian to assist unqualified persons to evade 
legal restrictions governing the practice of 
medicine; it is equally unethical to pre- 
scribe or dispense secret medicines or other 
secret remedial agents, or manufacture or 
promote their use in any way. 


SAFEGUARDING THE PROFESSION 


Smc. 7.—Physicians should expose with- 
out fear or favor, before the proper medical 
or legal tribunals, corrupt or dishonest 
conduct of members of the profession. 
Every physician should aid in safeguarding 
the profession against the admission to its 
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ranks of those who are unfit o- unqualified 
because deficient either in mo-al character 
or education. 


ARTICLE II.~—-PROFESSIONAL ERVICES OF 
PHYSICIANS TO EACH OTHER 


PHYSICIANS DEPENDENT ON EACH OTHER 


Section 1.—Experience teeches that it 
is unwise for a physician to treet members of 
his own family or himself. Consequently, a 
physician should always chzertully and 
gratuitously respond with his professional 
services to the call of any phwsician prac- 
ticing in his vicinity, or of the immediate 
family dependents of physiciaas. 

COMPENSATION FOR EXEENSES 

Suc. 2.—-When a physiciar frim a dis- 
tance is called on to advise aaotuer physi- 
cian or one of his family depencenss, and the 
physician to whom the servic= is rendered 
is in easy financial circumstances, a compen- 
sation that will at least meet the traveling 
expenses of the visiting physican should be 
proffered. When such a serviee r2quires an 
absence from the accustomed. field of pro- 
fessional work of the visitor that might rea- 
sonably be expected to entai a pecuniary 
loss, such loss should, in par- az least, be 
previded for in the compensa-ior offered. 


ONE PHYSICIAN TO TAKE CHARGE 


Sec. 3.—When a physiciam or a member 
of his dependent family is serieus‘y ill, he or 
his family should select a plyscian from 
among his neighboring colleegues to take 
charge of the case. Other plysicians may 
be associated in the care of the patient as 
consultants. 


ARTICLE JITI.—DUTIES OF EAYSICIAN IN 
CONSULTATIONS- 


CONSULTATIONS SHOULD BE-CREQUIBRED 


Section 1.—In serious illness. especially 
in doubtful or difficult conditons, the phy- 
sician should request consultetians. 
CONSULTATION FOR PATIEMI’S BENEFIT 

Sec. 2,—In every consultation, the bene- 
fit to be derived by the patient is of first 
importance. All the physici.ns interested 
in the case should be frank and candid 
with the patient and his femiy. There 
never is occasion for insincer ty, rivalry or 
envy and these should never be permitted 
between consultants, 
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PUNCTUALITY 


Sec. 3.—It is the duty of a physician, 
particularly in the instance of a consulta- 
tion, to be punctual in attendance. When, 
howerer, the consultant or the physician in 
charg? is unavoidably delayed, the one who 
first arrives should wait for the other for a 
reasonable time, after which the consulta- 
tion siould be considered postponed. When 
the ccnsultant has come from a distance, or 
when for any reason it will be difficult to 
meet the physician in charge at another 
time, or if the case is urgent, or if it be the 
desire of the patient, he may examine the 
patient and mail his written opinion, or see 
that it is delivered under seal, to the physi- 
clan in charge. Under these conditions, the 
consultant’s conduct must be especially 
tacticl; he must remember that he is fram- 
irg an opinion without the aid of the phy- 
siciau who has observed the course of the 
disease. 


PATIENT REFERRED TO SPECIALIST 


Sec. 4.—When a patient is sent to one 
specizlly skilled in the care of the condition 
from which he is thought to be suffering, 
and for any reason it is impracticable for the 
physician in charge of the case to accom- 
pany the patient, the physician in charge 
suoukl send to the consultant by mail, or 
in th2 care of the patient under seal, a his- 
tory of the case, together with the physi- 
cian’s opinion and an outline of the treat- 
ment, or so much of this as may possibly 
te of service to the consultant; and as soon 
as pcssible after the case has been seen and 
studied, the consultant should address the 
phys.cian in charge and advise him of the 
resulzs of the consultant’s investigation of 
the case. Both these opinions are confiden- 
tial end must be so regarded by the consult- 
ant end by the physician in charge. 


DISCUSSIONS IN CONSULTATION 


Sen. 5.—After the physicians called in 
consultation have completed their investi- 
gatis of the case, they may meet by them- 
selve to discuss conditions and determine 
the course to be followed in the treatment 
of the patient. No statement or discussion 
of the case should take place before the 
patient or friends, except in the presence of 
all the physicians attending, or by their 
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common cohsent; and no opinions or prog- 
nostications should be delivered as a result 
of the deliberations of the consultants, 
which have not been concurred in, by the 
consultants at their conference. . 


ATTENDING PHYSICIAN RESPONSIBLE 


Sec. 6.—The physician’ in attendance is 
in charge of the case and is responsible for 
the treatment of the patient. Consequently, 
he may prescribe for the patient at any time 
and is privileged to vary the mode of treat- 
ment outhned and agreed on at a consulta- 
tion whenever, in his opinion, such a 
change is warranted. However, at the next 
consultation, he should state his reasons for 
departing from the course decided on at the 
previous conference. When an emergency 
occurs during the absence of the attending 
physician, a consultant may provide for 
the emergency and the subsequent care of 
the patient until the arrival of the physi- 
clan in charge, but should do no more than 
this without the consent of the physician 
in charge. 


CONFLICT OF OPINION 


Sec. 7.—Should the attending physician 
and the consultant find it impossible to 
agree in their view of a case another con- 
sultant should be called to the conference 
or the first consultant should withdraw. 
However, since the consultant was employed 
by the patient in order that his opinion 
might be obtained, he should: be permitted 
to state the result~of his study of the case 
to the patient, or his next friend in the pres- 
ence of the physician in charge. 


CONSULTANT AND ATTENDANT 
Sac. 8.—When a physician has attended 
a case as a consultant, he should not be- 
come the attendant of the patient during 
that illness except with the consent of the 
physician who was in charge at the time of 
the consultation. 


ARTICLE IV.—DUTIES OF PHYSICIANS IN 
CASES OF INTERFERENCE 
CRITICISM TO BE AVOIDED 

Section 1.—The physician, in his inter- 
course with a patient under the care of an- 
other physician, should observe the strictest 
caution and reserve; should give no dis- 
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ingenuous hints relative to the nature and 
treatment of the patient’s disorder; nor 
should the course of conduct of the phy- 
sician, directly or indirectly, tend to dimin- 
ish the trust reposed in the attending 
physician. 


ON PATIENT OF ANOTHER 
PHYSICIAN 


Sec. 2.—A physician should avoid mak- 
ing social calls on tbose who are under the 
professional care-of other physicians with- 
outthe knowledge and consent of the attend- 
ant. Should such a friendly visit be made, 
there should be no inquiry relative to the 
nature of the disease or comment upon the 
treatment of the case, but the conversation 
should be on subjects other than the physi- 
cal condition of the patient. 


SOCIAL CALLS 


SERVICES TO PATIENT OF ANOTHER 
PHYSICIAN 


_ Sec. 3.—A. physician should never take 
charge of or prescribe for a patient who is 
under the care of another physician, except 
in an emergency, until after the other phy- 
sician has relinquished the case or has been 
properly dismissed. 
Q 
CRITICISM TO BE AVOIDED 

Sec. 4.—When a physician does succeed 
another physician in the charge of a case, 
he should not make comments on or insin- 
uations regarding the practice of the one 
who preceded him. Such comments or in- 
sinuations tend to lower the esteem of the 
patient for the medical profession and so 
react against the critic. 


EMERGENCY CASES 


Sec. 5.—When a physician is called in an 
emergency and finds that he has been sent 
for because the family attendant is not at 
hand, or when a physician is asked to see 
another physician’s patient because of an 
aggravation of the disease, he should pro- 
vide only for the patient’s immediate need 
and should withdraw from the case on the 
arrival of the family physician after he has 
reported the condition found and the treat- 
ment administered. 


WHEN SEVERAL PHYSICIANS ARE SUMMONED 


Sec. 6.—When several physicians have 
been summoned in a case of sudden illness 
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or of accident, the first to arñve should be 
considered the physician in arge. How- 
ever, as soon as the exigencics of the case 
permit, or on the arrival of the acknowl- 
edged family attendant or the physician the 
patient desires to serve him, the jrst physi- 
cian should withdraw in favor of the chosen 
attendant; should the patient or his family 
wish some one other than she physician 
known, to be the family physician to take 
charge of the case the patient should advise 
the family physician of his cesire. When, 
bezause of sudden illness œ eccident, a 
patient is taken to a hospitel, the patient 
should be returned to the car= of his known 
family physician as soon as the condition of 
the patient and the circumstarces: of the 
case warrant this transfer. 
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A COLLEAGUE’S PAT ENT 

Sec, 7,—When a physiciaa is requested 
by a colleague to care for a vatent during 
his temporary absence, or wen, because of 
ar. emergency, he is asked to see a patient of 
a colleague, the physician should treat the 
péetient in the same manner and with the 
same delicacy as he would have one of his 
own patients,cared for und=r similar cir- 
cumstances. The patient sh=uld be return- 
ec. to the care of the attenling physician 
as soon as possible. 


RELINQUISHING PATIENT TO REGULAR 
ATTENDANT 
Sec. 8.—When a physician `s called to 
the patient of another physi: iar. during the 
enforced absence of. that shysician, the 
patient should be relinquished on the return 
of the latter. 


SUBSTITUTING IN OBSTETRIC WORK 


Sec. 9.—When a physican attends a 
woman in labor in the absence of another 
who has been engaged to attend, such physi- 
cian should resign the patient to the one 
first engaged, upon his arrival. the physi- 
cian is entitled to. compersation for the 
professional services he may have rendered. 


ARTICLE V.~-~DIFFERENCES 3ETWEEN 
PHYSICIANS 


ARBITRATION 


Secrion 1.-—-Whenever here arises be- 
tween physicians a grave difference of 
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opin.on which cannot be promptly adjusted, 
the Jispute shonld be referred for arbitra- 
tion tc a committee of impartial physicians, 
preferably the Board of Censors of a com- 
ponent county society of the American 
Mecical Association. 


ARTICLE VI.~---COMPENSATION 
LIMITS OF GRATUITOUS SERVICE 


Section 1.—The poverty of a patient 
and the mutual professional obligation of 
physicians should command the gratuitous 
serv.ces of a physician. But institutions 
endewed by societies, and organizations for 
mutuel benefit, or for accident, sickness and 
life insurance, or for analogous purposes, 
should be accorded no such privileges. 


CONTRACT PRACTICE 

Suc. 2.—It is unprofessional for a physi- 
cian to dispose of his services under con- 
ditions that make it impossible to render 
adequate service to his patient or which in- 
terfere with reasonable competition among 
the pbysicians of a community. To do this 
is datrimental to the public and to the indi- 
videal physician, and lowers the dignity of 
the profession. 


—CRET DIVISION OF FEES CONDEMNED 


Sac. 3.—It is detrimental to the public 
good and degrading to the profession, 
and therefore unprofessional, to give or to 
receive a commission. It is also unpro- 
fessional to divide a fee for medical advice 
or surgical treatment, unless the patient or 
his next friend is fully informed as to the 
terms of the transaction. The patient 
shold be made to realize that a proper fee 
shold be paid the family physician for tke 
ser~ice he renders in determining the surgi- 
cal or medical treatment suited to the con- 
dition, and in advising concerning those 
bes: qualified to render any special service 
that may be required by the patient. 


CHAPTER IIT 
The Duties of the Profession to the Public 
PHYSICIANS AS CITIZENS 
SECTION 1,—Physicians, as good citizens 
and because their professional training 
specially qualifies them to render this serv- 
ice. should give advice concerning the 
pudlic health of the community. They 
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should bear their full part in enforcing its 
laws and sustaining the mstitutions that 
advance the interests of humanity. They 
should cobperate especially with the proper 
authorities in the administration of sani- 
tary laws and regulations. They should be 
ready to counsel the public on subjects 
relating to sanitary police, public hygiene 
and legal medicine. 


PHYSICIANS SHOULD ENLIGHTEN 
DUTIES IN EPIDEMICS 
SEC. 2.—Physicians, especially those en- 
gaged in public health work, should enlighten 
the public regarding quarantine regulations; 
on the location, arrangement and dietaries 
of hospitals, asylums, schools, prisons and 
similar institutions; and concerning meas- 
ures for the prevention of epidemic and 
contagious diseases. When an epidemic 
prevails, a physician must continue his 
labors for the alleviation of suffering people, 
without regard to the risk to his own health 
or life or to finanical return. At all times, 
it is the duty of the physician to notify the 
properly constituted public health authori- 
ties of every case of communicable disease 
under his care, in accordance with the laws, 
rules and regulations of the health authori- 
ties of the locality in which the patient is. 


PUBLIC 


PUBLIC WARNED 
Sec. 8.—Physicians should warn the 
public against the devices practiced and the 
false pretensions made by charlatans which 
may cause injury to health and loss of life. 
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PHARMACISTS 

Sec. 4.—By legitimate patronage, phy- 
sicians should recognize and promote the 
profession of pharmacy; but any pharma- 
cist, unless he be qualified as a physician, 
who assumes to prescribe for the sick, 
should be denied such countenance and 
support. Moreover, whenever a druggist 
or pharmacist dispenses deteriorated or 
adulterated drugs, orsubstitutes oneremedy 
for another designated in a prescription, he 
thereby forfeits all claims to the favorable 
consideration of the public and physicians. 


CONCLUSION 


While the foregoing statements express in 
a general way the duty of the physician to 
his patients, to other members of the pro- 
fession and to the profession at large, as well 
as of the profession to the public, it is not to 
be supposed that they cover the whole field 
of medical ethics, or that the physician is 
not under many duties and obligations 
besides these herein set forth. In a word, 
it is incumbent on the physician that under 
all conditions, his bearing toward pa- 
tients, the public and fellow practitioners 
should be characterized by a gentlemanly 


deportment and that he constantly should -. 


behave toward others as he desires them to 
deal with him. Finally, these principles are 
primarily for the good of the public, and 
their enforcement should be conducted in 
such a manner as shall deserve and receive 
the endorsement of the community. 


Code of Ethics of the Graduate Nurses’ Association of the 
State of Pennsylvania 


Adopted by the Association in 1904 


Section 1.—There is no profession open 
to women, from the members of which 
greater purity of character and a higher 
standard of moral excellence are required, 
than that of nursing, and every one who 
has entered the profession has incurred an 
obligation to maintain its dignity and honor. 

Sec. 2.—A nurse can best do honor to her 
Association by her personal conduct, and 
by the high character of her professional 
work. When a nurse becomes a member of 
the Association she tacitly admits that she 
owes it her allegiance. 


Sec. 3.—Every member of the Associa- 
tion should feel it her duty to further its 
Interests, not only by attendance at the 
meetings and the payment of dues, but also 
by giving her hearty support to all work for 
the elevation and advancement of the Asso- 
ciation, and by interesting the public in 
such work in all legitimate ways. 

Sec. 4.—A nurse as a good citizen should 
do all in her power to improve the hygienic 
conditions of the community in which she 
resides. 
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The Code of Ethics or the National Dental Association’ 
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ARTICLE I 
THE DUTIES OF THE PROFESSION TO THEIR 
PATIENTS 


Section 1.—The dentist should be ever 
ready to respond to the wants of his patrons, 
and should fully recognize the obligations 
involved in the discharge of his duties 
toward them. As he is in most cases unable 
to correctly estimate the character of his 
operations, his own sense of right must 
guarantee faithfulness in their performance. 
His manner should be firm, yet kind and 
sympathizing so as to gain the respect and 
confidence of his patients, and even the 
simplest case committed to his care should 
receive that attention which is due to opera- 
tions performed on living, sensitive tissue. 

Sec. 2.—It is not to be expected that 
the patient will possess a very extended or a 
very accurate knowledge of professional 
matters. ‘The -dentist should make due 
allowance for this, patiently explaining 
many things which may seem quite clear to 
himself, thus endeavoring to. educate the 
public mind so that it will properly appre- 
ciate the beneficent efforts of our profession. 
He .should encourage no false hopes by 
promising success when, in the nature of the 
case, there is uncertainty. 

Sec. 3.—The dentist should be temperate 
in all things, keeping both mind and body in 
the best possible health, that his patients 
may have the benefit of that clearness of 
judgment and skill which is their right. 


ARTICLE IT 
MAINTAINING PROFESSIONAL' CHARACTER 


Section 1.—A member of the dental 
profession is bound to maintain its honor 
and to labor earnestly to extend its sphere 
of usefulness. He should avoid everything 
in language and conduct calculated to dis- 
honor his profession, and should ever mani- 
fest a due respect for his brethren.. The 
young should show special respect to their 
seniors; the aged, special éncouragement 
to their j juniors. 

Sec. 2.—It is improrsscional to resort 
to public advertisement, cards, handbills, 
posters, or signs, calling attention to peculiar 
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styles af work, lowness of prices, special 
modès of operating; or to claim superiority 
over neighboring practitioners; to publish 
reports of cases or certificates in the public 
prints, to circulate or recommend nostrums; 
or to perform any other similar acts. But 
nothing in this section shall be so construed 
as to imply that it is unprofessional for den- 
tists to announce in the public prints, or by 
cards, sunply their names, occupation, and 
place of business, or in the same manner to 
announce their removal, absence from or 
return to business, or to issue to their pa- 
tients appointment cards having a fee bill 
for professional services thereon. 

Sec. 3.—-When consulted by the patient 
of another practitioner the dentist should 
guard against inquiries or hints disparaging 
to the family, dentist or calculated to weaken 
the patient’s confidence in him; and if the 
interest of the patient will not be endangered 
thereby, the case should be temporarily 
treated, and referred back to the family 
dentist. . 

Sec. 4.-~When general rules shall have 
been adopted by members of the profession 
practicing in ‘the same localities in relation 
to fees, it is unprofessional and dishonorable 
to depart from these rules, except when 
variation of circumstances require it. And 
it is ever to be regarded as unprofessional to 
warrant operations as an inducement to 
patronage. f 


Artricite H 
CONSULTATIONS 


Consultations should be promoted in 
difficult or protracted cases, as they give 
rise to confidence, energy, and broader views 
in practice. In consultations that courtesy 
and just dealing should be especially 
observed. i 


ARTICLE IV 


THE RELATIVE DUTIES OF DENTISTS AND 
PHYSICIANS 


Dental surgery is a specialty in medical 
Physicians and dentists should 
both bear this in mind. The dentist is pro- 
fessionally limited to diseases of the dental 
organs and adjacent parts. With these he 
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should be more familiar than the general 
practitioner is expected tg be; and while he 
_ recognizes the broader knowledge of the 
physician in regard to diseases of the general 
system, the latter is under equal olligations 
to respect his higher attainments in his 
specialty. 


_ ARTICLE V 
‘THE MUTUAL DUTIES OF THE PROFESSION 
AND THE PUBLIC 
Dentists are frequent witnesses, and at 
the same time the best judges, of the impo- 


sitions perpetrated by quacks, and it is their 
duty to enlighten and warn the public in 
regard to them. For this and many other 
benefits conferred by the competent and 
honorable dentist, the profession is entitled 
to the confidence and respect of the public, 
who should always discriminate in favor of 
the true man of science and integrity against 
the empiric and the imposter. The public 
has no right to tax the time and talents of 
the profession in examinations, prescrip- 
tions, or in any other way, without proper 
remuneration. 


Code of Ethics of the American Pharmaceutical Association 
Adopted in 1852 


- The American Pharmaceutical Associa- 


tion, composed of Pharmaceutists and Drug-. 


gists throughout the United States, feeling 
a strong interest in the success and advance- 
ment of their profession in its practical and 
scientific relations, and also impressed with 
.the belief that no amount of knowledge and 
skill will protect themselves and the public 
from. the ill effects of an undue competition, 
and the temptations to gain at the expense 
of quality, unless they are upheld by high 
moral obligations in the path of duty, have 
subscribed to the following Code of Ethics 
- for the government of their professional 
conduct. 

ARTICLE 1—-As the practice of phar- 
macy can only become uniform by an open 
and candid intercourse being kept up be- 
tween apothecaries and druggists among 
themselves and each other, by the adoption 
of the National Pharmacopoeia as a guide 
in the preparation of official medicines, and 
by the discontinuance of secret formulae 
and the practices arising from a quackish 
spirit, and by an encouragement of that 
esprit de corps which will prevent a resort 
to those disreputable practices arising out 
of an injurious and wicked competition; 
Therefore, the members of this Association 
agree to uphold the use of the Pharmaco- 
poeia in their practice; to cultivate brotkerly 
feeling among the members, and to dis- 
countenance quackery and dishonorable 
competition in their business. 

Art. 2.~~As labor should have its just 


reward, and as skill, knowledge and re- 
sponsibility required in the practice of 
pharmacy are great, the remuneration of 
the pharmaceutist’s services should be pro- 
portioned to these, rather than to the mar- 
ket value of the preparations vended. The 
rate of charges will necessarily vary with 
geographical position, municipal location, 
and other circumstances of a permanent 
character, but a resort to intentional and 
unnecessary reduction in the rate of charges — 
among apothecaries, with a view to gaining 
at the expense of their brethern, is strongly 
discountenanced by this Association as pro- 
ductive of evil results. 

Art. 3.-The first duty of the apothe- 
cary, after duly preparing himself for his 
profession, being to procure good drugs and 
preparations (for without these his skill and 
knowledge are of small avail), he frequently 
has to rely on the good faith of the druggist 
for their selection. Those druggists whose 
knowledge, ‘skill and integrity enable them 
to conduct their business faithfully, should 
be encouraged, rather than those who base 
their claims of patronage on the cheapness 
of their articles solely. When accidentally 
or otherwise, a deteriorated, or adulterated 
drug or medicine is sent to the apothecary, 
he should invariably return it to the drug- 
gist, with a statement of its defects. What 
is too frequently considered a mere error of 
trade on the part of the druggist, becomes a 
highly culpable act when countenanced by 
the apothecary; hence, when repetitions of 
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such frauds occur, they should be exposed 
for the benefit of the profession. <A careful 
but firm pursuit of this course would render 
well-disposed druggists more’ careful and 
deter the fraudulently inclined from a re- 
sort to their disreputable practices. 

Art. 4.—As the practice of pharmacy is 
quite distinct from the practice of medicine, 
and has been found to flourish in propor- 
tion as its practitioners have confined their 
attention to its requirements; and as the 
conduction of the business of both profes- 
sions by the same individual involves 
pecuniary temptations which are often not 
compatible with a conscientious discharge 
of duty; we consider that the members of 
this Association should discountenance all 
such professional amalgamation; and in 
conducting business at the counter, should 
avoid prescribing for diseases when practi- 
cable, referring applicants for medical 
advice to the physician. We hold it as un- 
professional and highly reprehensible for 
apothecaries to allow any percentage or 
commission to physicians on their prescrip- 
tions, as unjust to the public, and hurtful to 
the independence and self-respect of both 
parties concerned. We also consider that 
the practice of some physicians (in places 
where good apothecaries are numerous), of 
obtaining medicines at low prices from the 
latter, and selling them to their patients, 
is not only unjust and unprofessional, but 
deserving the censure of all high-minded 
medical men. . 

ART. 5.—The important influence exert- 
ed on the practice of pharmacy by the large 
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proportion of physicians who have resigned 
its duties and emoluments to the apothe- 
cary, are reasons why he should seek their 
favorable opinion and cultivate their friend- 
ship, by earnest endeavors to furnish their 
patients with pure and well-prepared medi- 
cines. As physicians are liable to commit 
errors in writing their prescriptions, involv- 
ing serious consequences to health and repu- 
tation if permitted to leave the shop, the 
apothecary should always, when he deems 
an error has been made, consult the physi- 
cian before proceeding; yet in the delay 
which must necessarily occur, it is his duty, 
when possible, to accomplish the interview 
without compromising the reputation of 
the physician. On the other hand, when 
apothecaries commit errors involving ill 
consequences, the physician, knowing the 
constant liability to error, should feel bound 


- to screen them from undue censure, unless 


the result of a culpable negligence. 

Art. 6.—-As we owe a debt of gratitude 
to our predecessors for the researches and 
observations which have so far advanced 
our scientific art, we hold that every apothe- 
cary and druggist is bound to contribute his 
mite toward the same fund, by noting the 
new ideas and phenomena which may occur 
in the course of his business, and publishing 
them, when of sufficient consequence, for 
the benefit of the profession. l 

This code of ethics is evidently in need of 
revision. The following code is proposed 
for adoption at the annual meeting of the 
American Pharmaceutical Association in 
the autumn of 1922. 


Principles of Pharmaceutical Ethics 


Proposed by Charles H. LaWall for Adoption by the American Pharmaceutical Association 
at its Annual Meeting in 1922 


o CHAPTER I 


THE DUTIES OF THE PHARMACIST IN CONNEC- 
TION WITH HIS SERVICES TO THE PUBLIC 


Pharmacy has for its primary object the 
service which it can render to the public in 
safeguarding the handling, sale, compound- 
ing and dispensing of medicinal substances. 

The practice ofg Pharmacy demands 
knowledge, skill and integrity on the part of 


those engaged in it. Pharmacists are re- 
quired to pass certain educational tests in 
order to qualify for registration under the 
laws of most of our states. ‘These various 
states restrict the practice of Pharmacy to 
those qualifying according to the regulatory 
requirements thereby granting to them a 
special privilege which is denied other 
citizens. 

In return the states expect the Pharma- 
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cist to recognize his responsibility to the 
community and to fulfi] his professional 
obligations honorably and with due regard 
for the physical well being of society. 

The Pharmacist should uphold the ac- 
cepted standards of the United States Phar- 
macopoeia and the National Formulary 
for articles which are official in either of 
these works and should, as far as possible, 
encourage the use.of these official drugs and 
preparations and discourage the use of pro- 
prietaries and nostrums. He should use 
only drugs and chemicals of the best quality 
obtainable for prescription filling and for 
sale when the articles are to be used for 
medicinal purposes. 

He should neither buy, sell nor use sub- 
standard drugs except for uses which are not 
in any way connected with medicinal pur- 
poses. When a substance is sold for tech- 
nical use the quality furnished should be 
governed by the grade required for the 
stated purpose. 

The Pharmacist should be properly 
remunerated by the public for his knowledge 
and skill when used in its behalf in com- 
pounding prescriptions, and his fee for such 
professional work as well as the cost of the 
ingredients. 

The Pharmacist should not sell or dis- 
pense powerful drugs and poisons indis- 
criminately to persons not properly quali- 
fied to administer or use them, and should 
use every proper precaution to safeguard 
the public from poisons and from all habit- 
forming medicines. 

The Pharmacist, being legally entrusted 
with the dispensmg and sale of narcotic 
drugs and alcoholic liquors, should merit 
this responsibility by upholding and con- 
forming to the laws and regulations govern- 
ing the distribution of these substances. 

The Pharmacist should seek to enlist and 
merit the confidence of his patrons and 
when this confidence is won it should be 
jealously guarded and never abused by 
extortion or misrepresentation or in any 
other manner. 

The Pharmacist should consider the 
‘knowledge which he gains of their ailments, 
and the confidences of his patrons regarding 
these matters as entrusted to his honor, and 
he should never divulge such facts unless 
compelled to do so by law. 
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The Pharmacist should hold the health 
and safety of his patrons to be of first con- 
sideration; he should make no attempt to 
prescribe or to treat diseases or strive to 
sell nostrums or specifics simply for the 
sake of profit. When an epidemic prevails, 
the Pharmacist should continue his labors 
for the alleviation of suffering without 
regard to risk of his own health and without 
consideration of emolument. 

He should keep his store clean, neat and 
sanitary in all its departments and should 
be well supplied with accurate measuring 
and weighing devices and other suitable 
apparatus for the proper performance of his 
professional duties. 

It is considered inimical to public welfare 
for the Pharmacist to have any clandestine 
arrangement with any physician in which 
fees are divided or in which secret prescrip- 
tions are concerned. 

Pharmacists should primarily be good 
citizens, should uphold and defend the laws 
of the state and nation. They should in- 
form themselves concerning the laws, par- 
ticularly those relating to food and drug 
adulteration and those pertaining to health 
and sanitation and should always be ready 
to codperate with the proper authorities 
having charge of the enforcement of the 
laws. l 

The Pharmacist should be willing to join 


‘in any constructive effort to promote the 


public welfare and he should share his 
public and private conduct and deeds so as 
to entitle him to the respect and confidence 
of the community in which he practices. 


CHAPTER IT 


THE DUTIES OF THE PHARMACIST IN HIS RE- 
LATIONS TO THE PHYSICIAN 


The Pharmacist even when urgently 
requested so to do should always refuse to 
prescribe or attempt diagnoses. He should 
under such circumstances, refer applicants 
for medical aid to a reputable legally quali- 
fied physician. In cases of extreme emer- 
gency as in accident or sudden illness on the 
street in which persons are brought to him 
pending the arrival of a physician such 
prompt action should be taken to prevent 
suffering as is dictated by humanitarian 


‘impulses and guided-by scientific knowledge 


and common sense, 
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The Pharmacist should not, under any 
circumstances, substitute one article for 
another, or one make of an article for an- 
other in‘a prescription, without the consent 
of the physician who wrote it. No essential 
change should be made in a physician’s 
prescription except such as is warranted by 
correct pharmaceutical procedure, nor any 
that will interfere with the obvious intent 
of the prescriber, as regards therapeutic 
action. 

He should follow the physician’s direc- 
tions explicitly in the matter of refilling pre- 
scriptions, copying the formula upon the 
. label or giving a copy of the prescription to 
the patient. He should not add any extra 
directions or caution or poison labels with- 
out due regard for the wishes of the pre- 
scriber, providing the safety of the patient 
is not jeopardized. l 

Whenever there is doubt as to the inter- 
‘pretation of the physician’s prescription or 
directions, he should invariably confer with 
the physician m order to avoid a possible 
mistake or an unpleasant situation. 


He should never discuss the therapeutic- 


effect of a physician’s prescription with a 
patron or disclose details of. composition 
which the physician has withheld, suggest- 
ing to the patient that such details can 
be properly discussed with the prescriber 
only. 

Where an obvious error or omission in a 
prescription is detected by the Pharmacist, 
he should protect the interests of his pa- 
tron and also the reputation of the physician 
by conferring confidentially upon the sub- 
ject, using the utmost caution and delicacy 
in handling such an important matter. 


Cuarprer IN 


"THE DUTIES OF PHARMACISTS TO EACH OTHER 
AND TO-THE PROFESSION AT LARGE 


The Pharmacist should strive to perfect 
and enlarge his professional knowledge. He 
should contribute his share toward the scien- 
‘tific progress of his profession and encourage 
and participate in research, investigation 


$ 


and study. l 
He should associate himself with phar- 


maceutical organizations whose aims are 
compatible with this code of ethics and to 
whose membership he may be eligible. He 
should contribute his share of time and 
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energy" to carrying on the work of these 
organizations and promoting their welfare. 
He should keep himself informed upon pro- 
fessional matters by reading current phar- 
maceutical and medical literature. 

He should perform no act, nor should he 
be a party to any transaction which will 
bring discredit to his profession or m any 
way bring criticism upon it, nor should he 
unwarrantedly criticize a fellow pharmacist 
or do anything to diminish the trust reposed 
in the practitioners of pharmacy. 

The Pharmacist should expose any corrupt 
or dishonest conduct of any member of his_ 
profession which comes to his certain knowl- 
edge, through those accredited processes 
provided by the civil laws or the rules and 
regulations of pharmaceutical organiza- 
tions, and he should aid in driving the 
unworthy out of the calling. 

He should not allow his name to be.used 
in connection with advertisements or cor- 
respondence for furthering the sale of nos- 
trums or accept agencies for such. 

He should courteously aid a fellow phar- 
macist who in an emergency needs supplies. 
Such transactions had better be made in 
the form of a sale rather than by borrow- 
ing, as is often the custom. 

He should not aid any person to evade 
legal requirements regarding time and 
experience by carelessly or improperly en- 
dorsing or approving statements to which 


-he would not be willing to make aff- 


davit. 

He should not undersell a fellow pharma- 
cist for the sake of commercial advantage. 

He should not imitate the labels of his 
competitors or take any other unfair advan- 
tage of merited professional or commercial 
success. When a bottle or package of a 
medicine is brought to him to be filled, he 
should remove all other labels and place his 
own thereon unless the patron requests 
otherwise. 

He should not fill orders which come to 
him by mistake, being originally intended 
for a competitor. 

He should never request a copy of a pre- 
scription from another pharmacist. It is 
the patient’s duty to attend to this if he 
wishes to make a change in pharmacists. ` 

He should deal fairly with manufacturers 
and wholesale druggists from whom he pur- 
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chases his supplies; all goods rec&ived in 
error or excess and all undercharges should 
be as promptly reported’as are shortages 
and overcharges. 
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He should earnestly strive to follow all 
trade regulations and rules, promptly meet 
all obligations and closely adhere to all con- 
tracts and agreements. 5 


Code of Ethics Adopted by the American Society of 
Mechanical Engineers in June 1914 


A. GENERAL PRINCIPLES 


It is not assumed that this code shall 
define in detail the duties and obligations of 
engineers under all possible circumstances. 
It is an axiom that engineers in all their 
professional relations should be governed 
by principles of honor, honesty, strict 
fidelity to trusts imposed upon them, and 
courteous behavior toward all. The fol- 
lowing sections are framed to cover situ- 
ations arising most frequently in engineers’ 
work.. 

It is the duty of engineers to satisfy 
themselves to the best of their ability 
that the enterprises with which they become 
identified are of legitimate character. If 
an engineer after becoming associated with 
an enterprise finds it to be of questionable 
character, he should sever his connection 
with it as soon as practicable, avoiding in 
so doing reflections on his previous asso- 
clates. 


B. Tur ENGINEER’s RELATIONS to CLIE 
OR EMPLOYER 


The engineer should consider the pro- 
tection of a client’s or employer’s interests 
his first obligation, and therefore should 
avoid every act contrary to this duty. If 
any other considerations, such as pro- 
fessional obligations or restrictions, inter- 
fere with his meeting the legitimate 
expectation of a client or employer, the 
engineer should so inform him. 

An engineer cannot honorably accept 
compensation, financial or otherwise, from 
two or more parties having conflicting 
interests without the consent of all parties. 
The engineer, in whatever capacity, whether 
consulting, designing, installing, or operat- 
ing, must not a¢cept commissions, directly 
or indirectly, from parties dealing with his 
client or employer. The only condition 
under which such commissions may honor- 


ably be accepted is when they are given 
with the full knowledge and approval of all 
parties concerned. 

An engineer called upon to decide on the 
use of inventions, apparatus, or anything 
in which he has a financial interest, should 
make his status clearly understood by 
those employing him. 

The engineer, in conformity with the 
practice in other professions, should not 
offer or execute a bond to guarantee the 
performance of his work. The client’s 
reliance for the satisfactory execution of his 
work should be the professional reputation 
and experience of the engineer. 

An engineer in independent practice may 
be employed by more than one party, when 
the interests of the several parties do not 
conflict; and it should be understood that 
he is not expected to devote his entire time 
to the work of one, but is free to carry out 
other engagements. A consulting engineer 
permanently retained by a party, should 
notify other prospective clients of this 
affiliation before entering into relations 
with them, if in his opinion, the interests 
might conflict. 

Before any consulting engineer takes 
over the work of another consulting en- 
gineer he should ask the client his reasons 
for desiring to change engineers and unless 
the consulting engineer is entirely satisfied 
that the client has good and sufficient 
reasons for making the change he should 
confer with the present incumbent before 
accepting the work. 

Consultations should be encouraged in 
cases of doubt or unusual responsibility. 
The aim should be to give the client the 
advantage of collective skill. Discussions 
should be confidential. Consulting en- 
gineers should not say or do anything to 
impair confidence in the engineer in charge 
unless it is apparent that he is wholly 
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incompetent or the interests of the pro- 
fession so require. 

Engineers acting as experts in legal and 
other cases, in making reports, and testify- 
ing, should not depart from the true state- 
ment of results based on sound engineering 
principles. To base reports or testimony 
upon theories not so founded is unpro- 
fessional. k 

An engineer should make every effort to 
remedy dangerous defects in apparatus or 
structures or dangerous conditions of 
operation, and should immediately bring 
these to the attention of his client or 
employer. As failure of any engineering 
work reflects upon the whole profession, 
every engineer owes it to his professional 
associates as well as to himself that a 
reasonable degree of safety be provided in 
all work undertaken. 


C. OWNERSHIP OF ENGINEERING RECORDS 
AND DATA 


It is desirable that an engineer under- 
taking for others work in connection with 
which he may make improvements, in- 
ventions, plans, designs or other records 
should first enter into an agreement re- 
garding their ownership. 

If an engineer uses information which is 
not common knowledge or public property, 
but which he obtains from a client or 
employer, resulting in plans, designs, or 
other records, these should be regarded as 
the property of his client or employer. 

If a consulting engineer uses only his 
own knowledge, or information, which by 
prior publication, or otherwise, is public 
property and obtains no engineering data 
from a client or employer, except per- 
formance specifications or routine informa- 
tion; then in the absence of an agreement 
to the contrary, the results in the form of 
inventions, plans, designs, or other records 
should be regarded as the property of the 
engineer, and the client or employer should 
be entitled to their use only in the case for 
which the engineer was employed. 

All work and results accomplished by an 
engineer in independent practice in the 
form of inventions, plans, designs, or other 
records, which are outside of the field of 
engineering for which a client or employer 
‘has retained him, should be regarded as 
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the engineer’s property unless there is ‘an 
agreement to the contrary. 

When an engineer or manufacturer 
builds apparatus from designs supplied to 
him by a customer, the designs remain the 
property of the customer and should not be 
duplicated by the engineer or manufacturer 
for others without express permission. 
When the engineer or manufacturer and a 
customer jointly work out designs. and 
plans or develop inventions, a clear under- 
standing should be reached before the 
beginning of the work regarding the respec- 
tive rights or ownership in any inventions, 
designs, or matters of similar character, 
that may result. 

Any engineering data or information 
which an engineer obtains from his client 
or employer, or which he creates as a result 
of such information, must be considered 
confidential by the engineer; and while he 
is Justified in using such data or information 
m his own practice as forming part of 
his professional experience, its publica- 
tion without express permission is im- 
proper. 

Designs, data, records and notes made 
by an employe and referring exclusively to 
his employer’s work, should be regarded as 
his employer’s property. 

A customer, in buying apparatus, does 
not acquire any right in its design, but only 


. the use of the apparatus, purchased. A 


client does not acquire any right to the 
plans made by a consulting engineer except 
for the specific case for which they were 
made, unless there is an agreement to the 
contrary. 


D. Tas Encineer’s RELATIONS 
TO THE PUBLIC 


The engineer should endeavor to assist 
the public to a fair and correct general 
understanding of engineering matters, to 
extend the general knowledge of engineer- 
ing, and to discourage the appearance of 


untrue, unfair or exaggerated statements 


on engineering subjects in the press or 
elsewhere, especially if these statements 
may lead to, or are made for the purpose 
of, inducing the public to participate in 
unworthy enterprises. 

Technical discussions and criticisms of en- 
gineering subjects should not be conducted 
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in’ the public press, but before engineering 
societies or in technical publications. 

It is desirable that the first technical 
descriptions of inventions, or other en- 
gineering advances, should not þe made 
through the public press, but before en- 
gineering societies or through technical 
publications. g 

It is unprofessional to give an opinion 
on a subject without being fully informed 
as to all the facts relating thereto and as to 
the purposes for which the information is 
asked. The opinion should contain a full 
statement of the conditions under which it 
applies. 

Engmeers engaged in private practice 
should limit their advertising to professional 
cards and modest signs in conformity with 
the practice of other professions. 


E. Tue ENGINEER'S RELATIONS TO THE 
ENGINEERING FRATERNITY 


The engineer should take an interest in 
and assist his fellow engineers by exchange 
of general information and experience, 
by instruction and similar aid, through 
the engineering societies, the engineering 
schools, or other means. He should en- 
deavor to protect all reputable engineers 
from misrepresentation. 

The engineer should take care that 
credit for engineering work is attributed to 


those who, so far as his knowledge of the -. 


matter goes, are the real authors of such 
work. 

Criticism of the work of one engineer by 
another should be broad and generous 
with the facts plainly stated. The success 
or failure of one member reflects credit or 
discredit on the whole profession. 

The attitude of superiors toward sub- 
ordinates should be that of helpfulness 
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and encouragement. The attitude of sub- 
ordinates to superiors should be one of 
loyalty and diligent support. The treat- 
ment of each by the other should be open 
and frank. 

The attitude of an engineer toward con- 
tractors should be one of helpful coöpera- 
tion. Tactand courtesy should be combined 
with firmness. An engineer should hold a 
judicial attitude toward both parties to a 
contract for the execution of which he i is 
responsible. 

An engineer in responsible dies of 
work should not permit non-technical 
persons to overrule his engineering judg- - 
ment on purely engineering grounds. 


F. [INTERPRETATION 


If two or more engineers, members of 
this Society, disagree as to the interpreta- 
tion of this Code, or as to the proper rules 
of conduct which should govern them in 
professional relations to each other, they 
may agree to refer the matter to a standing 
committee of the Society on the interpreta- 
tion of the Code. Tach party shall submit 
a statement of his position in writing, and 
the committee shall render a decision. A 
permanent record shall be made of the 
cases so submitted and decided. 

Amendments or additions to this Code 
may be made by the standing committee 
on interpretation of the Code, subject to 
the approval of the Council. 


Respectfully submitted, 
Cuaries W, BAKER, Chinn. 
Cuarues F. MAIN, 

E. D. MEIER, 

SPENCER MILLER, 

C. R. Ricwarps, 


Members of Committee on Code of Ethics. 


Code of Ethics of the American Society of Civil Engineers, Adopted 
September 2, 1914 


It shall be considered unprofessional: 


and inconsistent with honorable and 
dignified bearing for any member of the 
American Society of Civil Engineers: 

1. To act for his clients in professional 
matters otherwise than as a faithful agent 
or trustee, cr to accept any remuneration 
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other than his stated charges for services 
rendered his clients. , 

2. To attempt to injure falsely or 
maliciously, directly or indirectly, the 
professional reputation, prospects, or busi- 
ness, of another Engineer. 

3. To attempt to supplant another En. 
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gineer after definite steps have ban taken 
toward his employment. 

4. To complete with another Engineer 
for employment on the basis of professional 
charges, by reducing his usual charges and 
in this manner attempting to underbid 


after being informed of the charges named. 


by another. 
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5. To review the work of another 
Engineer for the same client, except with 
the knowledge or consent of such Engineer, 
or unless the connection of such Engineer 
with the*work has been terminated. 

6. To advertise in self-laudatory lan- 
guage, or in any other manner derogatory 
to the dignity of the Profession. 


The Code of Ethics of the Engineering Institute of Canada, In- 
corporated 1887 as the Canadian Society of Civil Engineers 


„Every member of the Institute shall 
observe and be bound by the following 
regulations :— | 

1. He shall act in all professional matters 
strictly in a judiciary manner with regard 
to any clients whom he may advise and his 
charges to such clients shall constitute his 
only remuneration in connection with such 
work, except as provided by Clause 4. 

2. He shall not accept any trade com- 
‘missions, discounts, allowances, or any 
indirect profit in connection with any work 
which he is.engaged to design or superin- 
tend or with professional business which 
may be entrusted to him. 

8. He shall not, while acting in a pro- 
fessional capacity, be at the same time, 
without disclosing the fact in writing to 
his clients, a director or member, or a 
shareholder in, or act as agent for, any 
contracting or manufacturing company or 
firm or business with which he may have 
occasion to deal on behalf of his clients, 
or have any financial interest in such a 
business. 

4. He shall not receive directly or indi- 


rectly any royalty, gratuity or commission 
on any patented or protected article or 
process used on work which he is carrying 
out for his clients, unless and until such 
royalty, gratuity or commission has been 
authorized in writing by those clients. 

5. He shall not improperly solicit pro- 
fessional work, either- directly or by an 
Agent, nor shall he pay, by commission 
or otherwise, any person who may introduce 
clients to him. 

6. He shall not be the medium of pay- 
ments made on his client’s behalf to any 
Contractor or business firm (unless specially 
so requested by his clients) but shall only 
issue certificates or recommendations for 
payment by his clients. 

Any alleged breach of these regulations 
or any alleged professional misconduct by 
a member which may be brought before the 
Council, properly vouched for and sup- 
ported by sufficient evidence, shall be 
Investigated, and if proved, shall be dealt 
with by the Council, either by the expulsion 
of the offender from the Institute or in such 
other manner as the Council may think fit. 


Code of Principles of Professional Conduct of the American 
Institute of Electrical Engineers’ 


Adopted by the Board of Directors, March 8, 1912 


A. General Principles. 
B. The Engineer’s Relations to Client or 


Employer. 

C. Ownership of Poieni Records 
and Data.’ 

D. The Engineer’s Relations to the 
' Publie. | 


E. The Engineer’s Relations to the En- 
gineering Fraternity. 
F. Amendments. 


1 HISTORY OF THE CODE 
At the Milwaukee Convention in May, 1906, 
Dr. Schuyler Skaats Wheeler delivered his presi- 
dential address on “Engineering Honor.” It was 


CODE or PRINCIPLES OF ELECTRICAL ENGINEERS 


* While the following principles’ express, 
generally, the engineer’s relations to client, 
employer, the public, and the engineering 
fraternity, it is not presumed that they 
define all of the engineers duties and 
obligations. 


A. GENERAL PRINCIPLES 


1. In all of his relations the engineer 
should be guided by the highest principles 
of honor. 

2. It is the duty of the engineer to satisfy 
himself to the best of his ability that the 
enterprises with which he becomes identified 
are of legitimate character. If after becom- 
ing associated with an enterprise he finds it 
to be of questionable character, he should 
sever his connection with it as soon as 
practicable. 


B. THE ENGINEERS RELATIONS TO 
CLIENT OR EMPLOYER 


3. The engineer should consider the pro- 
tection of a client’s or eniployer’s interests 
his first professional obligation, and there- 
fore should avoid every act contrary to this 
duty. If any other considerations, such as 
professional obligations or restrictions, in- 
terfere with his meeting the legitimate 
expectation of a client or employer, the 
engineer should inform him of the situ- 
ation, 


the sense of the Convention that the ideas con- 
tained in this address should be embodied in a 
Code of Ethics for the electrical engineering 
profession, and to this end the following com- 
mittee was appointed in October, 1906: 


SCHUYLER SKAATS WHEELER, Chairman 
H. W. Bock CHARLES P. STEINMETZ = 


In May, 1907, the committee reported a code 
to the President and Board of Directors for dis- 
cussion at the June Convention at Niagara Falls. 
It was discussed and adopted by the Convention 
but later the adoption had to be set aside on 
account of the provisions of the Constitution pro- 
hibiting conventions from acting upon questions 
affecting the Institute’s organization or policy. 

It was taken up by the Board of Directors on 
August 80; 1907, revised, printed and submitted 
. to the membership for suggestions to be sent toa 
new committee appointed by President Stott. 

It lay dormant until June, 1911, when, in ac- 


cordance with a resolution of the Board of Direc- . 


‘tors, President Jackson appointed a committee. 
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4. An engineer cannot honorably accept 
compensation, financial or otherwise, from 
more than one interested party, without the 
consent of all parties. The engineer, whether 
consulting, designing, installing or operat- 
ing, must not accept commissions, directly 
or indirectly, from parties dealing with his 
client or employer. 

5. An engineer called upon to decide on 
the use of inventions, apparatus, or any- 
thing in which he has a financial interest, 
should make his status in the matter clearly 
understood before engagement. 

6. An engineer in independent practice 
may be employed by more than one party, 
when the interests of the several parties do 
not conflict; and it should be understood 
that he is not expected to devote his entire 
time to the work of one, but is free to carry 
out other engagements. A consulting 
engineer permanently retained by a party, 
should notify others of this affiliation before 
entering into relations with them, if, in his 
opinion, the interests might conflict. 

7. An engineer should consider it his duty 


The personnel of this committee, as reappointed 
by President Dunn in August, 1911, is as follows: 


Grorce F., Sever, Chairman 
H. W. Buck CHARLES P, STEINMETZ 
SAMUEL Reser Henry G. Srorr 
SCHUYLER SkAATS WHEELER 


This committee’s work was presented in a 
report to the Board of Directors on February 9, 
1912, when the code was tentatively adopted. 
After a month’s careful analysis and considera- 
tion of numerous suggestions from the advisory 
members of the committee and others, the com- 
pleted code was adopted at the meeting of the 
Board of Directors on March 8, 1912. 

At the meeting of February 9, the title of the 
committee and of the code was changed from that 
of Code of Ethics to Code of Principles of Pro- 
fessional Conduct. i 

The committee was assisted by eighteen advi- 
sory members appointed by the President. Their 
names are appended. 


WILLUM S. Barstow 
Lovis Beru 

JOHN J. CARTY 
Francis B. CROCKER 
Ducatp C. JACKSON 
A. E. KENNELLY 
Joun W. Lier, JR. 
C: 0. MALLOUX 
Ratpa D. MERSHON 


Henry H. Norris 
Rarra W. Pore 
Harris J. RYAN 
CHARLES F. Scorr 
SAMUEL SHELDON 
WILLIAM STANLEY 
Lewis B. STILLWELL 
Ermo THOMSON 

W. D. WEAVER 
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to make every effort to remedy dangerous 

defects in apparatus or structures or danger- 

ous conditions of operation, ‘and should 

bring these to the attention of his client or 

employer. 

C. OWNERSHIP OF ENGINEERING RECORDS 
AND DATA 


8. It is desirable that an engineer under- 
taking for others work in connection with 
which he may make improvements, inven- 
tions, plans, designs, or other records, 
should enter into an agreement regarding 
their ownership. 

9. If an engineer uses information which 
is notcommon knowledge or public property, 
but which he obtains from a client or em- 
ployer; the results in the form of plans, 
designs, or other records, should not be re- 
garded as his property, but the property of 
his client or employer. 

10. If an engineer uses only his own 
knowledge, or information which by prior 
publication, or otherwise, is public property 
and obtains no engineering data from a 
client or employer, except performance 
specifications or routine information; then 
in the absence of an agreement to the con- 
trary the results in the form of inventions, 
plans, designs, or other records, should be 
regarded as the property of the engineer, 
and the client or employer should be entitled 
to their use only in the case for which the 
engineer was retained. 

11. All work and results accomplished by 
the engineer in the form of inventions, plans, 
designs, or other records, that are outside 
of the field of engineering for which a client 
or employer has retained him, should be 
regarded as the engineer’s property unless 
there is an agreement to the contrary. 

12. When an engineer or manufacturer 
builds apparatus from designs supplied to 
him by a customer, the designs remain the 
property of the customer and should not be 
duplicated by the engineer or manufacturer 
for others without express permission. 
When the engineer or manufacturer and a 
customer jointly work out designs and 
plans or develop inventions, a clear under- 
standing should be reached before the be- 
ginning of the work regarding the respective 
rights of ownership in any inventions, de- 
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signs, or matters of similar character, that 
may result. ~ 

13. Any engineering data or information 
which an engineer obtains from his client 
or employer, or which he creates as a result 
of such information, must be considered 
confidential by the engineer; and while he 
is justified in using such data or information 
in his own practise as forming part of his 
professional experience, its publication 
without express permission is improper. 

14. Designs, data, records and notes 
made by an employe and referring exclu- 
sively to his employer’s work, should be 
regarded as his employers property. 

15. A customer, in buying apparatus, 
does not acquire any right in its design but 
only the use of the apparatus purchased. 
A client does not acquire any right to the 
plans made by a consulting engineer except 
for the specific case for which they were 
made. 


D. Tae ENGINEER’s RELATIONS TO THE 
PUBLIC 

' 16. The engineer should endeavor to 
assist the public to a fair and correct general 
understanding of engineering matters, to 
extend the general knowledge of engineer- 
ing, and to discourage the appearance of 
untrue, unfair or exaggerated statements on 
engineering subjects in the press or else- 
where, especially if these statements may 
lead to, or are made for the purpose of, in- 
ducing the public to participate in unworthy 
enterprises. 

17. Technical discussions and criticisms 
of engineering subjects should not be con- 
ducted in the public press, but before 
engineering societies, or in the technical 
press. 

18. It is desirable that first publication 
concerning inventions or other engineering 
advances should not be made-through the 
public press, but before engineering societies 
or through technical publications. 

-19. It is unprofessional to give an opin- 
ion on a subject without being fully informed 
as to all the facts relating thereto and as to 
the purposes for which the information is 
asked. The opinion should contain a full 
statement of the conditions under which it 
applies. 


_E. Tue Enernesr’s Rezations ‘ro THE 
ENGINEERING FRATERNITY 


20. The engineer should take an interest 
in and assist his fellow engineers by ex- 
change of general information arfd experi- 
ence, by instruction and similar aid, through 
the engineering societies or by other means. 
He should endeavor to protect all reputable 
engineers from misrepresentation. 

21. The engineer should take care that 
credit for engineering work is attributed to 
those who, so far as his knowledge of the 
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matter goes, are the real authors of such 
work. 

22. An engineer in responsible charge of 
work should not permit non-technical per- 
sons to overrule his engineering judgments 


„on purely engineering grounds. 


E. AMENDMENTS 


Additions to, or modifications in, this 
Code may be made by the Board of Direc- 
tors under the procedure applying to a by- 
law. 


Code of Ethics of American Association of Engineers 


Any code of ethics must be predicated 
upon the basic principles of truth and 
honesty. “Whatsoever things are true, 
whatsoever things are honest,” are the 
things for which engineers must contend. 

An engineer may not “go beyond and 
defraud his brother” by any underhanded 
act or method. He may not do or say 
anything which will injure his brother’s 
reputation or his business for the purpose of 
securing his own advancement or . profit. 
This admonition carries with it no obliga- 
tion to refrain from telling known and 
absolute truth about an unworthy brother, 
as a protection to others; but the truth so 
told must be such as can be substantiated, 
and he who tells it must have the courage 
which will not shrink from the consequence 
of his telling. 

The engineer owes his client allegiance 
demanding his most conscientious service. 
But conscientious service to the client 
must never entail a surrender of personal 
convictions of truth and right. 

An engineer who receives compensation 
from an employer may not receive gift, 
commission or remuneration of any kind 
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from a third party with whom he does 
business for that employer. 

An engineer seeking to build up his 
business may not resort to self-laudation 
in advertising. He may state briefly the 
lines of work in which he has had experi- 
ence, and enumerate responsible positions 
which he has held and give his refer- 
ences. 

An engineer who employs others either 
in his own service or in that of the client 
who employs.him, should recognize in his 
relationship to them an obligation of 
exemplary conduct, of helpfulness and 
personal interest in those with whom he is 
thus brought in contact, and he should 
discharge such obligation tactfully and 
kindly. 

The honor of the profession should be 
dear to every engineer, and he should 
remember that his own character and con- 
duct reflect honor, or the reverse upon the 
profession. 

If, then, he so lives that his own honor 
shall never be smirched by his own act or 
omission, he will thus maintain the honor 
of the organization to which he belongs. 


of Advice 


Relative to Principles of Professional Practice and The Canons of Ethics ! 


THE American INSTITUTE OF ARCHI- 
TECTS, seeking to maintain a high standard 
of practice and conduct on the part of its 


. members as a safeguard of the important 


1 AIA. Dozument No. 163. 


financial, technical and esthetic interests 
entrusted to them, offers the following 
advice relative to professional practice: 

The profession of architecture calls for 
men of the highest imtegrity, business 
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capacity and artistic ability. The architect 
is entrusted with financial undertakings in 
‘which his honesty of purpose must be above 
suspicion; he acts as professional adviser to 
his client and his advice must be absolutely 
disinterested; he -is charged! with the 
exercise of judicial functions as between 
client and contractors and must act with 
entire impartiality; he has, moral re- 
sponsibilities' to his professional associates 
and subordinates; finally, he is engaged in 
a profession which carries with it grave 
responsibility to the public. These duties 
and responsibilities cannot be properly 
discharged unless his motives, conduct, 
and ability are such as to command respect 
and confidence. 

_ No set of rules can be framed which will 
particularize all the duties of the architect 
m his various relations to his clients, to 
contractors, to his professional brethren, and 
to the public. The following principles 
should, however, govern the conduct of 
members of the profession and should 
serve aS a guide in circumstances other 
than those enumerated. 


1. On THE ÅRCHITECT’ S STATUS 


The architect’s relation to his client is 
primarily that of professional adviser; 
this relation continues throughout the 
entire course of his service. When, how- 
ever, a contract has been executed between 
his client and a contractor by the terms of 
which the architect becomes the official 
interpreter of its conditions and the judge 
of its performance, an additional relation 
is created under which it is incumbent 
upon the architect to side neither with 
chent nor contractor, but to use his powers 
under the contract to enforce its faithful 
performance by both parties. The fact 
that the architect’s payment comes from 
the client does not invalidate his obligation 
to act’ with impartiality to both parties. 


2. On PRELIMINARY DRAWINGS AND 
ESTIMATES 


The architect at the outset should 
impress upon the client the importance of 
sufficient time for the preparation of 
drawings and specifications.: It is the 
duty of the architect to make or secure 
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preliminary estimates when requested, but 
he should acquajnt the client with their 
conditional character and inform him that 
complete and final figures can be had only 
from cémplete and final drawings and 
specifications. If an unconditional limit 
of cost be imposed before such drawings 
are made and estimated, the architect 
must be free to make such adjustments as 
seem to him necessary. Since the archi- 
tect should assume no responsibility that 
may prevent him from giving his client 
disinterested advice, he should not, by 
bond or otherwise; guarantee any estimate 
or contract. 


3. On ScUPERINTENDENCE AND EXPERT 
SERVICES 


On all work except the simplest, it is to 
the interest of the owner to employ a 
superintendent or clerk of the works. In 
many engineering problems and in certain 
specialized esthetic problems, it is to his 
interest to have the services of special 
experts and the architect should so inform 
him. The experience and special knowledge 
of the architect make it to the advantage 
of the owner that these persons, although 
paid by the owner, should be selected by 
the architect under whose direction they 
are to work. 


4, On THE Arcuirecr’s CHARGES 


The Schedule of Charges of the American 
Institute of Architects is recognized as a 
proper minimum of payment. ‘The locality 
or the nature of the work, the quality of- 
services to be rendered, the skill of the 
practitioner or other circumstances fre- 
quently justify a higher charge than that 
indicated by the Schedule. 


5. On PAYMENT ror EXPERT SERVICE 


The architect, when retained as an expert, 
whether in connection with competitions or 
otherwise, should receive a compensation 
proportionate to the responsibility and 
difficulty of the service. No duty of the 
architect is more exacting than such 
service, and the honor of the profession is 
involved in it. Under no circumstances 
should experts knowingly name prices in 
competition with each other. l 
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6. On Sevecrion or BIDDERS OR 


CONTRACTORS 


The architect should advise the client in 
the selection of bidders and in the, award of 
the contract. In advising that none but 
trustworthy bidders be mvited and that 
the award be made only to contractors who 
are reliable and competent, the architect 
protects the interests of his client. 


7. On DUTIES ro THE CONTRACTOR 


As the architect decides whether or not 
the intent of his plans and specifications is 
properly carried out, he should take special 
care to see that these drawings and speci- 
fications are complete and accurate, and he 
should never call upon the contractor to 
make good oversights or errors in them nor 
attempt to shirk responsibility by in- 
definite clauses in the contract or speci- 
fications. 


8. Ox Encacine in rue Burp- 
ING TRADES 


The architect should not directly or 
indirectly engage in any of the building 
trades. If he has any financial interest in 
any building material or device, he should 
not specify or use it without the knowledge 
and approval of his client. 


9. On ACCEPTING COMMISSIONS 
or Favors 


The architect should not receive any 
commission or any substantial service 
from a contractor or from any interested 
person other than his client. 


10. Ow Encouracina Goop 
WORKMANSHIP 

The large powers with which the archi- 
tect is invested should þe used with judg- 
ment. While he must condemn bad work, 
he should commend good work. Intelligent 
initiative on the part of craftsmen and 
workmen should be recognized and en- 
couraged and the architect should make 
evident his appreciation of the dignity of 
the artisan’s function. 


11. Ow Orrerine SERVICES 
GRATUITOUSLY 
The seeking out of a possible client and 
the offering to him of professional services 
on approval and without compensation, 
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unless warranted by personal or previous 
business relations, tends to lower the 
dignity and standing of the profession, and 

is to be condemned. 


12. On ADVERTISING 


Publicity of the standards, aims and 
progress of the profession, both m general 
and as exemplified by individual achieve- 
ment, is essential. Advertising of the 
individual, meaning self-laudatory pub- 
licity procured by the person advertised or 
with his consent, tends to defeat its own 
ends as to the individual as well as to 
lower the dignity of the profession, and is 
to be deplored. 


13. On Siegninc BUILDINGS AND 
Use or TITLES 


The unobtrusive signature of buildings 
after completion is desirable. 

The placing of the architect’s name on a 
building during construction serves a 
legitimate purpose for public information, 
but is to be deplored if done obtrusively 
for individual publicity. l 

The use of initials designating member- 
ship in the Institute is desirable in all 
professional relationships, in order to 
promote a general understanding of the 
Institute and its standards through a 
knowledge of its members and their pro- 
fessional activities. 

Upon the members devolves the re- 
sponsibility to associate the symbols of the 
Institute with acts representative of the 
highest standards of professional practice. 


14. On COMPETITIONS 


An architect should not take part in a 
competition as a competitor or juror unless 
the competition is to be conducted accord- 
ing to the best practice and usage of the 
profession, as evidenced by its having re- 
ceived the approval of the Institute, nor 
should he continue to act as professional 
adviser after it has been determmed that 
the program cannot be so drawn as to 
receive such approval. When an archi- 
tect has been authorized to submit sketches 
for a given project, no other architect 
should submit sketches for it until the 
owner has taken definite action on the first 
sketches, since, as far as the second architect 


3 
a 


280 


is concerned, a competition is thus estab- 
lished. Except as an authorized competitor, 
` an architect may not attempt to secure 
‘work for which a competition hasbeen insti- 
tuted. He may not attempt to influence 
the award m a competition in which he has 
submitted drawings. He may not accept 
the commission to do the workfor which a 
competition has been instituted if he has 
acted in an advisory capacity either in draw- 
ing the program or in making the award. 


15. On INJURING OTHERS 


An architect should not falsely or 
maliciously injure, directly or indirectly, 
the professional reputation, prospects or 
business of a fellow architect. 


16. On UNDERTAKING THE WORK 
or OTHERS 


An architect should not undertake a 
commission while the claim for compensa- 
tion or damages or both, of an architect 
previously employed and whose employ- 
ment has been terminated remains un- 
satisfied, unless such claim has been re- 
ferred to arbitration or issue has been 
joined at law; or unless the architect 
previously employed neglects to press his 
claim; nor should he attempt to supplant a 
fellow architect after definite steps have 
been taken toward his employment. 

When an architect is asked to make 
alterations of, or additions to a building 
designed by another, he should bear in 
mind the artistic rights of the author. 
When practicable the new design should 
be submitted to the original designer as a 
professional courtesy, which will at least- 
invite an opinion upon the proposed 
changes. - 


17. On Durres to STUDENTS 
AND DRAUGHTSMEN 


The architect should advise and assist 
those who intend making architecture 
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their career. If the beginner must get his 
training solely in the office of an architect, 
the latter should assist him to the best of 
his ability by instruction and advice. An 
architect ‘should urge his draughtsmen to 
avail themselves of educational oppor- 
tunities. He should, as far as practicable, 
give encouragement to all worthy agencies 
and institutions for architectural education. 
While a thorough technical preparation is 
essential for the practice of architecture, 
architects cannot too strongly msist that 
it should rest upon a broad foundation of 
general culture. 


18. On Dorms to THE PUBLIC AND 
TO BUILDING AUTHORITIES 


An architect should be mindful of the 
public welfare and should participate in 
those movements for public betterment in 
which his special training and experience 
qualify him to act. He should not, even 
under his client’s instructions, engage in or 
encourage any practices contrary to law or 
hostile to the public interest; for, as he is 
not obliged to accept a given piece of work, 
he cannot, by urging that he has but 
followed his client’s instructions, escape 
the condemnation attaching to his acts. 
An architect should support all public 
officials who have charge of building in the 
rightful performance of their legal duties. 
He should carefully comply with all build- 
ing laws and regulations, and if any such 
appear to him unwise or unfair, he should 
endeavor to have them altered. 


19. On PROFESSIONAL QUALIFICATIONS 


The public has the right to expect that 
he who bears the title of architect has the 
knowledge and ability needed for the proper 
invention, illustration, and supervision of 
all building operations which he may 
undertake. Such qualifications alone 


‘justify the assumption of the title of archi- 


tect. 


The Canons of Ethics 


THe following Canons are adopted by the 
American Institute of Architects as a 
general guide, yet the enumeration of par- 
ticular duties should not be construed as 
a denial of the existence of others equally im- 
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portant although not specially mentioned. 
It should also be noted that the several 
sections indicate offences of greatly vary- 
ing degrees of gravity. 

It is unprofessional for an architect— 
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1. To engage directly or indirectly in 
any of the building or*decorative trades. 
2. To guarantee an estimate or contract 
by bond or otherwise. 

3. To accept any commission or sub- 
stantial service from a contractor or from 
any interested party other than the owner. 

4. To take part in any competition 
which has not received the approval of the 
Tnstitute or to continue to act as professional 
adviser after it has been determined that 
the program cannot be so drawn as to 
receive such approval. 

5. To attempt in any way, except as a 
duly authorized competitor, to secure work 
for which a competition is in progress. 

6. To attempt to imfluence, either 
directly or indirectly, the award of a com- 
petition in which he is a competitor. 

7, To accept the commission to do 
the work for which a competition has 
been instituted if he has acted in 
an advisory capacity, either in drawing 
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the program or in making the award. 

8. To injure falsely or maliciously, 
directly or indirectly, the professional 
reputation, prospects or business of a 
fellow architect. 

9. To undertake a commission while 
the claim for compensation, or damages, 
or both, of an architect previously em- 


ployed and whose employment has been 


terminated remains unsatisfied, until such 
claim has been referred to arbitration or 
issue has been joined at law, or unless the 
architect previously employed neglects to 
press his claim. 

10. To attempt to supplant a fellow 
architect after definite steps have been 
taken toward his employment, e. g., by 
submitting sketches for a project for which 
another architect has been authorized to 
subinit sketches. 

11. To compete knowingly with a fellow 
architect for employment on the basis of 
professional charges. 


A Code of Ethics for the Teaching Profession 
Adopted by the Pennsylvania State Education Association, December 1920 


Tuts code is an application of the general 
principles of ethics to the special obliga- 
tions, rights, and privileges of the teaching 
profession. 


I. PROFESSIONAL ArtrrupE 


~The highest obligation of every member 
of the teaching profession is due to those 
who are*under his professional care. 


TI. COMPENSATION 


The teaching profession should demand, 
for each of its members, that compensation 
which will enable him to render the most 
efficient service. To attam maximum 
efficiency the compensation must, be 
sufficient to enable him to live upon a 
scale befitting his place in society, to permit 
the necessary expenditures for professional 
improvement, and to make proper pro- 
vision for those dependent upon him, and 
for himself in his old age. 


III. OPEN-MINDED STUDY or 
EDUCATION 


Every member of the profession should 
be a progressive student of education. To 
this end he should be a thoughtful reader 
of educational literature, should attend 
and participate in educational meetings, 
should engage in such experimentation and 
collection of data as will test the value of 
educational theories and aid in the estab- 
lishment of a scientific basis for educational . 
practice, and should be willing to give to 
his fellow members the benefits of his 
professional knowledge and experience. 


IV. -CRITICISMS OF ASSOCIATES 


(a) The motives for all criticisms should 
be helpfulness and improvement. Adverse 
criticisms, known or heard, should not be 
made or repeated except to the one criti- 
cized, or to his superior with the full 
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expectation that opportunity for explana- 
tion will be afforded. On the other hand, 
when corrupt and dishonorable practices 
are known to exist they should be fearlessly 
reported to the proper authoritiės. 

(b) Adverse comments and insinuations 
in regard to the work of a predecessor or of 
the teacher of a previous grade are to be 
condemned. 


V. APPOINTMENTS AND PROMOTIONS 


(a) All appointments, promotions or 
advancements in salary should be obtained 
exclusively on merit. ‘To this end, it 1s 
proper for the candidate to make his 
qualifications known to the proper school 
authorities, either directly or through a 
teachers’ agency. 

(b) A teacher should take no steps 
towards obtaining a specific position until 
he knows the position is vacant or about to 
become vacant. 

(c) No teacher should secure an offer 
elsewhere for the sole purpose of using it 
as a means to obtain an increase of salary 
on his present position. 

(d) Upon accepting appomtment in a 
given district a teacher should notify all 
other districts to which letters of appli- 
eation have been sent. 

. (e) Whenever a superintendent is seek- 
ing a teacher in another district he should 
inform the superintendent or the proper 
officials of the district, but a superintend- 
ent’s reluctance to part with a teacher 
should not deprive the teacher of an 
opportunity for deserved advancement. 


VI. CONTRACT OBLIGATIONS 


A teacher should never violate a contract. 
Unless the consent of the employing body 


is obtained releasing the obligation, the ` 


contract should be fulfilled. On the other 
hand, when a teacher is offered a better 
position elsewhere it is against the ‘best 
interests of the schools to stand in the way 
of the teacher’s advancement by arbitrary 
insistence upon the terms of a needlessly 
rigid contract, when the place can be 
satisfactorily filled. 


VII. DEMOCRACY IN THE DEVELOP- 
MENT OF SCHOOL PLANS 


The superintendent should, be recog- 
nized as the professional leader of the 
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school system. Each member of the sys- 
tem should be given opportunity to collabo- 
rate in the solution of professional problems; 
but when a policy is finally determined, it 
should be'loyally supported by all. 


VIII RELATIONS BETWEEN SUPER- 
VISORY OFFICERS AND TEACHERS 

(a) Coöperation, loyalty, and sincerity 
should characterize all relations between 
supervisory officers and teachers. 

(b) Each teacher is entitled from time 
to time to statements of his professionl 
record, whether favorable or unfavorable, 
and may properly make requests for such 
statements. Moreover, every teacher 
whose reémployment is not intended 
should be given timely notice. 

(c) A supervisor of class room work 
should observe the following ethical princi- 
ples in relation to the teachers whose work 
he observes professionally. 

1. He should express an opinion upon 
the work observed following each pro- 
fessional visit. 

2. He should recommend ways to re- 
move every fault pointed out, and allow 
reasonable opportunity for improvement. 

8. He-should not criticize a teacher 
before other teachers or before pupils. 

4. He should just as certainly and just 
as unfailingly pomt out the excellences as 
the faults of the work observed. 

5. He should give ample opportunity 
for conference previous to observation of 
the teacher’s work. 

(d) A superintendent or other super- 
visory officer should be ready and willing 
at any time to answer official inquiries from 
prospective employers concerning the quali- 
fications of any teacher under him, and 
should be willing to write to any interested 
party, at the request of a teacher, giving a 
statement of the teacher’s professional 
record under him; but evasive or equivocal 
letters of recommendation should not be 
given. 


IX. Rerarions to PARENTS 


(a) Teachers should maintain coöp- 
erative relations with parents, and should 
meet criticism with open mindedness and 
courtesy. 

(b) Teachers should not discuss the 
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physical, mental, moral or financial limita- 
tions of their pupils in sach a way as to 
embarrass the pupils or parents unneces- 
sarily. Nevertheless they should exercise 
the utmost candor, as well as tact, in 
their communications with parents on 
matters of real importance. Information 
concerning the home conditions of the 
pupils should be held in confidence by the 
teachers. 


X. RELATIONS To PUBLISHERS AND 
Suprprty Hovusss 


No member of the profession should act 
as an agent, or receive a commission, OT 
royalty, or anything else of value, for any 
books or supplies in the selection of which 
he exercises official decision. 


XI. TEACHERS’ AGENCIES 


The profession should unhesitatingly 
condemn teachers’ agencies that encourage 
teachers to break their contracts, that’ work 
for the appomtment or promotion of 
unqualified teachers, or that make recom- 
mendations for positions not known 
positively to be vacant. Any member of 
the profession who has knowledge of such 
action, should report it to the Commission 
on Professional Ethics. 


XII. Loyaury to ScHooL BOARDS 


(a) It is the duty of every member of 
the profession in a school system to recog- 
nize the legal authority of the board of 
directors, and to be loyal to its policies 
established m accordance therewith. 

(b) If, however, the attitude of a school 
board should clearly and persistently be 
such as to prevent the members of the pro- 
fession employed by it from serving the 
best interests of the pupils, and if repeated 
efforts to remedy the situation have been 
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without avail, then an appeal should be 
made to the Commission on Professional 


Ethics. 


XIII. Commission on PROFESSIONAL 
ETHICS 


(a) There should be a Commission on 
Professional Ethics operating under the - 
Pennsylvania State Educational Associa- 
tion. This Commission shall consist of 
the President of the Association, ex officio, 
and four members of the profession, ap- 
pointed by the President, with terms of 
four years each, one term expiring on July 
first each year. 

(b) It shall be the duty of this Com- 
mission to study the various problems of 
professional ethics arising from time to 
time, to give the inquiring members of the 
profession its interpretation of the mean- 
ing of various principles in this code, to 
arrange for investigations rendered ad- 
visable in connection with this code, to 
take such action in regard to their findings 
as may be deemed wise, to make recom- 
mendations to the State Association as to 
amendments or additions to the code, and 
in general to have oversight of all questions 
arising in connection with the ethics of 
the teaching profession within the state. 

The Personnel of the Commission for 
the year ending July 1, 1922: 

George Gailey Chambers, Chairman, Uni- 
versity of Pennsylvania, Phila., Pa. 
Charles A. Wagner, City Superintendent, 

Chester, Pa. ; 
Eli M. Rapp, Superintendent, Berks 

County, Reading, Pa. 

George Wheeler, Associate Superintendent, 

Philadelphia, Pa. 

H. W. Dodd, ea-officio, President of the 

Penna. State Educational Association, 

Allentown, Pa. 


The Oregon Code of Ethics for Journalism 
Adopted at the Oregon Newspaper Conference, 1922: 


“Not only all arts and sciences but all actions directed by choice aim at some good.” 


PREAMBLE 
‘We believe in the teaching of the 
great ethicists that a general state 
of happiness and well-being is attainable 


Aristotle, Nicomachean Ethics, L. 1. 


throughout the world; and that this state 
is the chief end-in-view of society. 

We recognize an instinct in every good 
man that his utterances and his deeds 
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should make a reasonable and' continuous 
contribution toward this ultimate state, in 
the possibility of which we reiterate our 
belief, however remote it may now seem. 

We believe that men collectively should 
also follow the principles of practice that 
guide the ethical individual. For whatever 
purpose men are associated, we believe they 
should endeavor to make the reasonable 
and continuous contribution that distin- 
guishes the ethical man. And all the 
agencies and instrumentalities employed 
by men, singly or collectively, should be 
based upon the best ethical practice of the 
time, so that the end-in-view of society may 
thereby be hastened. 

Of all these agencies the printed word is 
most widely diffused and most powerful. 
The printed word is the single instrument. 
of the profession we represent, and the 
extent to which it is shaping the thoughts 
and the conduct of peoples is measureless. 
We therefore pronounce the ethical re- 
sponsibility of journalism the greatest of 
the professional responsibilities, and we 
desire to accept our responsibility, now and 
hereafter, to the utmost extent that is right 
and reasonable in our respective circum- 
stances. e X 

Accordingly we adopt for our guidance 
the following code, which shall be known as 
the Oregon Code of Ethics for Journalism. 


I. Suncerrry; TRUTH 


The foundation of ethical journalism is 
sincerity. The sincere journalist will be 
honest alike in his purposes and in his 
writings. ‘To the best of his capacity to 
ascertain truth, he will always be truthful. 
It is his attitude toward truth that dis- 
tinguishes the ethical from the unethical 
writer. Itis naturally not possible that all 
writing can be without error; but it can 
always be without deliberate error. There 
is no place in journalism for the dissembler; 
the distorter; the prevaricator; the sup- 
pressor; or the dishonest thinker. 

The first section of this code therefore 
provides that we shall be continuously 
sincere in professional practice; and sin- 
cerity as journalists means, for example, 
that: 


1. We will put accuracy above all other con- 
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siderations in the written word, whether editorial, 
advertisement, article, or news story. 

2. We will interpret accuracy not merely as 
the absence of actual misstatement, but as the 
presence of whatever is necessary to prevent the 
reader from making a false deduction. 

3. In an ethical attitude toward truth, we will 
be open at all times to conviction, for the sincere 
journalist, while fearless and firm, will never be - 
stubborn; therefore we will never decline to hear 
and consider new evidence. 

4, If new evidence forces a change of opinion, 
we will be as free in the acknowledgment of the 
new opinion as in the utterance of the old. 

5. We will promote a similar attitude in others 
toward truth, not asking or permitting emplpyes 
to write things which as sincere journalists we 
would not ourselves write. 


II. CARE; COMPETENCY; THOROUGHNESS 


Inaccuracy in journalism is commonly 
due more to lack of mental equipment than 
to wilfulness of attitude. The ill-equipped 
man cannot be more competent as a. 
journalist than he can as a doctor or en- 
gineer. Given an ethical attitude, the 
contribution that each journalist makes to 
his community and to society is nearly m 
ratio to his competency. We regard 
journalism as a precise and a learned pro- 
fession, and it is therefore the second part 
of this code that: 


6. By study and inquiry and observation, we 
will constantly aim to improve ourselves, so that 
our writings may be more authentic, and of 
greater perspective, and more conducive to the 
social good. 

7. We will consider it an essential in those we 
employ that they not merely be of ethical atti- 
tude, but reasonably equipped to carry out their 
ideals. e 

8. We will make care our devotion in the 
preparation of statements of fact and in the 
utterance of opinion. 

9. We will advocate in our respective com- 
munities the same thoroughness, sound prepara- 
tion, and pride of craft, that we desire in our- 


- selves, our employes, and our associates. 


10. We are accordingly the active enemies of 
superficiality and pretense. 


III. Justice; Mercy; KinpLiness 
Liberty of the press is, by constitution, 
statute, and custom, greater m the United 
States than anywhere else in the world. 
This liberty exists for our press so that the 
liberty of the whole people may thereby be 
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guarded. It so happens that at times the 
liberty of the press is exerotsed as license to 
infringe upon the rights of groups and of 
individuals: because custom and law have 
brought about certain immunities,’ it hap- 
pens that in haste or zeal or malice or in- 
difference, persons are unjustly dealt by. 
Yet the freedom of the press should at all 
times be exercised as the makers of the 
constitution; and the people themselves 
through their tolerance, have intended it. 
The reputations of men and women are 
sacred in nature and not to be torn down 
lightly. We therefore pronounce it ap- 
propriate to include in this code that: 


11. We will not make “privileged utterance” 
a cloak for unjust attack, or spiteful venting, or 
carelessness in investigation, in the cases of 
parties or persons. ; 

12. We will aim to protect, within reason, the 
rights of individuals mentioned in public docu- 
ments, regardless of the effect on “good stories” 
or upon editorial policy. 

18. We will deal by all persons alike so far as is 
humanly possible, not varying from the procedure 
of any part of this code because of the wealth, 
influence, or personal situation of the persons 
concerned, except as hereinafter provided. 

14. It shall be one of our canons that mercy 
and kindliness are legitimate considerations in 
any phase of journalism; and that if the public or 
social interest seems to be best conserved by 
suppression, we may suppress; but the motive in 
such instances must always be the public or 
social Interest, and not the personal or commer- 
cial interest. 

15. We will try so to conduct our publication, 
or to direct our writing, that justice, kindliness, 
and mercy will characterize our work. 


IV. MODERATION; CONSERVATISM; 
PROPORTION 


Since the public takes from the journalist 
so great a proportion of the evidence upon 
which it forms its opinions, obviously that 
evidence sheuld be of high type. The 
writer who makes his appeal to the passions 
rather than to the intellect is too often 
invalid as a purveyor of evidence because 
his facts are out of perspective. By im- 
proper emphasis, by skilful arrangement, or 
by devices of typography or rhetoric, he 
causes the formation in the reader’s mind 
of unsound opinion. This practice is quite 
as improper as and frequently is more harm- 
ful than actual prevarication, Through 
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this code we desire to take a position against 
so-called sensational practice by acceptance 
of the following canons: 


16. We will endeavor to avoid the injustice 
that springs from hasty conclusion in editorial 
or reportorial or interpretative practice. 

17. We will not overplay news or editorial for 
the sake of effect when such procedure may lead 
to false deductions in readers’ minds. 

18. We will regard accuracy and completeness 
as more vital than our being the first to print. 

19. We will try to observe due proportion in 
the display of news to the end that inconse- 
quential matter may not seem to take prece- 
dence in social importance over news of public 
significance. 

20. We will in all respects in our writing and 
publishing endeavor to observe moderation and 
steadiness. 

21. Recognizing that the kaleidoscopic changes 
in news tend to keep the public processes of mind 
at a superficial level, we will try to maintain a 
news and an editorial policy that will be less 
ephemeral in its influence upon social thought. 


V. PARTISANSHIP; PROPAGANDA 


We believe that the public has confidence 
in the printed word of journalism in pro- 
portion as it is able to believe in the com- 
petency of journalists and have trust in 
their motives. Lack of trust in our motives 
may arise from the suspicion that we shape 
our writings to suit non-social interests, or 
that we open our columns to propaganda, 
or both. Accordingly we adopt the follow- 
ing professional canons: 


22. We will resist outside control in every 
phase of our practice, believing that the best 
interests of society require intellectual freedom 
in journalism. 

23. We will rise above party and other 
partisanship in writing and publishing, support- 
ing parties and issues only so far as we sincerely - 
believe them to be in the public interest. 

24. We will not permit, unless in exceptional 
cases, the publishing of news and editorial mat- 
ter not prepared by ourselves or our staffs, 
believing that original matter is the best an- 
swer to the peril of propaganda. 


VI. Pusuic SERVICE AND SOCIAL 
PouLicy 


We dispute the. maxim sometimes heard 
that a newspaper should follow its con- 
stituency in public morals and policy rather 
than try to lead it. We do not expect to 
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be so far ahead of our time that lour policies 
will be impractical; but we do desire to be 
abreast of the best thought of the time, and 
if possible to be its guide. It'is not true 
that a newspaper should be only as advanced 
in its ethical atmosphere as it conceives 
the average of its readers to be. No man 
who is not in ethical advance of the average 
of his community should be in the profession 
of journalism. We declare therefore as 
follows: 


95. We will keep our writings and our publica- 
tions free from unrefinement, except so far as we 
may sincerely believe publication of sordid details 
to be for the social good. 

26. We will consider all that we write or 
publish for public consumption in the light of its 
effect upon social policy, refraining from writing 
or from publishing if we believe our material to 
he socially detrimental. 

27. We will regard our privilege of writing for 
publication or publishing for public consumption 
as an enterprise that is social as well as commer- 
cial in character, and therefore will at all times 
have an eye against doing anything counter to 
social interest. 

28. We believe it an essential part of this 
policy that we shall not be respecters of persons. 


VII. Apvertristnc AND CIRCULATION 


We repudiate the principle of “letting 
the buyer beware.” We cannot agree to 
guarantee advertising, but we assume a 
definite attitude toward the‘ advertising 
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that we write, solicit, or print. We believe 
that the same canons of truth and justice 
should apply in advertising and circulation 
as we are adopting for news and editorial 
matter. ° We therefore agree to the follow- 
ing business principles: 


29. We will codperate with those social in- 
terests whose business it is to raise the ethical 
standard of advertising. 

30. We will discourage and bar from our 
columns advertising which in our belief in in- 
tended to deceive the reader in his estimate of 
what is advertised. (This clause is intended to 
cover the many phases of fraud, and unfair 
competition, and the advertising of articles, that 
seem likely to be harmful to the purchaser’s 
morals or health.) 

31. We will not advertise our own newspaper 
or its circulation boastfully, or otherwise, in 
terms not in harmony with the clauses of this 
code of ethics. (This is intended to cover mis- 
leading statements to the public or to advertisers 
as to the whole number of copies printed, 
number of paid-up subscribers, number of street, 
sales, and percentage of local circulation.) 

32. We will not make our printing facilities 
available for the production of advertising which ` 
we believe to be socially harmful or fraudulent in 
its intent. 


To the foregoing code we subscribe 
heartily as a part of our duty to society and 
of-our belief that the salvation of the world 
can come only through the acceptance and 
practice by the people of the world of a 
sound and practical ethical philosophy. 


Code'of Ethics for Newspapers 
Proposed by W. E. Miller of the St. Mary’s Star 


sj and 
Adopted by the Kansas State Editorial Association at the State Convention 
of the Kansas Editorial Association, March 8, 1910 


For THE PUBLISHER 
In Advertising 

Definition.—Advertising is news, or views, 
of a business or professional enterprise 
which leads directly to its profits or m- 
creased business. i 

News of the industrial or, commercial 
development of an institution which in no 
way has a specific bearing upon the merits 
of its products is not advertising. 


Besides news which leads to a profit 
advertising also includes communications 
and reports, cards of thanks, etc., over the 
space of which the Editor has no control. 
Charges for the latter become more in the 
nature of a penalty to restrict their publica- 
tion. 

Responsibility——The authorship of an 
advertisement should be so- plainly stated 
in the context or at the end that it could not 
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avoid-eatching the attention of the reader 
before he has left the matéer. 

Unsigned advertisements in the news 
columns should either be preceded or fol- 
lowed by the word “advertisement” or its 
abbreviation. 

We hold that the publisher should in no 
degree be held responsible for the state- 
ment of fact or opinion found in an adver- 
tisement.! 

Freedom cf Space—We hold the right 
of the publisher to become a broker in 
land, loan, rental and mercantile transac- 
tions through his want and advertising 
columns and condemn any movement of 
those following such lines to restrict this 
right of the publisher to the free sale of his 
space for the purpose of bringing buyer 
and seller together. 

This shall not be construed to warrant 
the publisher as such in handling the details, 
terms, etc., of the trade, but merely in 
safeguarding his freedom in selling his 
space to bring the buyer and seller together, 


- leaving the bargaining to the principals. 


` Our advertising is to bring together the 
buyer and the seller, and we are not con- 


~ cerned whether it is paid for and ordered by 


the producer, the consumer or a middle- 
man. 

Acceding to any other desires on the part 
of traders is knocking the foundations out 
from under the advertising business—the 
freedom of space. We hold that the 
freedom of space (where the payment is 
not a question) should only be restricted 


1 Argument.—~J have no objection to practically 
any method being used by the advertiser to 
induce ‘the reader to read his advertisement, 
providing the reader learns before he is through 
that it is an advertisement. Such methods 
include using the same type for headings and 
body as is used in the regular news stories, even 
wording the beginning of the advertisement 
around a topic upon which the mind of the public 
is riveted. But because these have not been 
marked as advertisements the public has often 
been made to believe that the expression of 
some fake in his advertisement was the expres- 
sion of the editor and they have blindly bitten 
because of this trust. I have a number of such 
éxhibits here, anyone interested may examine. 
To use an advertising cross rule is not sufficiently 
plain to the public; to use different kinds of type 
for ‘the heading or body butchers the color 


. 


237 


by the moral decenéy of the advertising 
matter.” 

We hold that the freedom of space 
denies us the right to sign any contract 
with a firm which contains any restrictions 
against the wording of the copy which we 
may receive from any other firm, even to 
the mentioning of the goods of the first 
firm by name. 

Compensation.—We condemn the sign- 
ing of contracts carrying with them the 
publication of any amount of free reading 
matter. 

We condemn the acceptance of any 
exchange articles, trade checks, or cour- 
tesies in payment for advertising, holding 
that all advertising should be paid for in 
cash. 


harmony of the paper. ‘If we would refuse to 
print an indecent advertisement: to protect the 
morals of the reader, we should, in order to 
protect the confiding trust of the reader, refuse 
to print as our own (that is, without an advertise- 
ment mark) that a man was great, notable, 
expert, competent, when we would not say this 
over our personal signature. The near news 
nature of an advertisement makes its offense in 
this matter more serious. Politicians recognize 
our weakness in this respect and will pay 


- hundreds of dollars to have stories printed 


provided we make sure that they appear as news 
stories. Neither they nor the editor would 
personally sign these, yet the public holds the 
editor responsible. 

The only method which preserves the artistic 
form and color of the paper, and gives the reader 
a certain idea of the authority of that which he 
reads is to mark it with the word: advertisement. 
The city of San Francisco has so far recognized 
the political necessity for such a course that they 
have incorporated it into law, making it a 
felony to sell the columns of a newspaper unless 
they are plainly marked as columns sold. The 
“Argument” in the footnotes is that presented by 
Mr. Miller when placing this code before the 
Kansas State Editorial Association.—The Editor. 


2 Argument: In the case of many questionable 
speculative propositions there may be objection 
to this interpretation of the freedom of space. 
Upon these I hold that the freedom of space 
demands that we take the money, print the 
advertisement, but see that the copy is so worded 
that the responsibility rests entirely with the 
promoter. We do not run speculative assurity 
associations to protect people from their mis- 
judgments. 
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We condemn the giving of'secret rebates 
upon the established i rate as 
published. 

Rates.—All advertising a should be 
on a unit per thousand basis and all 
advertisers are entitled to a full knowledge 
of the circulation, not only of the quantity 
but also of the distribution. Statements 
of circulation should show the number of 
bona fide subscribers, the number of 
exchanges, the number of complimentaries, 
and the number sold to newsdealers, and 
if possible the locality of distribution, in a 
general way. 

Position.—Position contracts should be 
charged a fixed percentage above the 
established rate of the paper, and no con- 
tracts should be signed wherein a failure 
to give the position required results in a 
greater reduction from the established 
rate than the position premium is greater 
than the established rate. 

Comparisons.—We consider it beneath 
the dignity of a publisher to place in his 
columns statements which make.invidious 
comparisons between the amount of ad- 
vertising carried or the circulation of his 
paper and that of his competitor. 

Press Agenis and Unpaid Advertising — 
The specific trade name of an article of 
commerce, or the name of a merchant, 
manufacturer or professional man Wira 
REFERENCE to his wares, products, or 
labors should not be mentioned in a pure 
news story.’ 

We condemn as against moral decency 


3 Argument.~~Because of our failure to have 
and maintain a rule of this kind we have fallen 
a.prey to the enterprising press agents, doctors, 
Jawyers, merchants, and manufacturers all over 
the country. The land, mining, railroad, indus- 
trial, exploitation companies through their high 
salaried press agents work us for columns of mat- 
ter every year under the guise of news reports. 
The enterprising doctor and lawyer in your city 
through courtesies bestowed upon your reporters, 
make you the instruments for building them up a 
phenomenal practice and great wealth, leaving 
you their honied words and social courtesies 
with which to blot out the red in your bank book. 
The doctor, aside from the innumerable notices 
in connection with his cases, especially if they be 
of the sensational sort, secures a world of adver- 
tising through your society columns by his social 
eminence in the use of his title of distinction. 


- 
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the publication. of any adyertisement 
which will Osvsousty lead to any form 
of retrogression, such as private medical 


personals, indecent massage parlor ad- 
vertisements, private matrimonial ad- 


vertisements, physician’s or hospital’s 
advertisement for the care of private 
diseases, which carry in them any descrip- 
tive or suggestive matter, of the same. 


In Circulation: ~ 

Definition.— Circulation is the entire list 
of first hand readers of a publication and 
comprises the paid readers, complimentary 
readers, exchange readers, and adverdising: 
readers. 

Compensation.—Subscriptions should be 
solicited and received only on a basis of 
cash consideration, the paper and its 
payment being the only elements to the 
transaction. 

Newsdealers.—The purchase of a quan- 
tity of papers should be made outright, 
allowing for no return of unsold copies. 

Gambling—We condemn the practice 
of securing subscriptions through the sale 
or gift of chances. _ 

Complamentaries.—Complimentary copies 
should not be sent to doctors, lawyers, 
ministers, postal clerks, police or court 
officials for news or mailing privileges. 


In Estimating: 


Definition Estimating is the science of 
computing costs. Itsconclusion is the price. 

Basis.—We do not favor the establish- 
ment of a minimum rate card for advertis- 
ing which would be uniform among pub- 
lishers, but we do favor a more thorough 
understanding of the subject of costs and 
commend to our members the labors of the 
American Printers Cost Commission of the 
First International Cost Congress recently 
held in Chicago. Let us learn our costs 
and then each establish a rate card based 
upon our investment and the cost of pro- 
duction, having no consideration for the 
comparative ability of the advertisers to 
pay, or the semi-news nature of the adver- 
tisemenht. 

Quantity y Discount.—We onada it un- 
wise to allow discounts greater than 10 
per cent from the rate of first insertion for 
succeeding insertions. 


+ 
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: News. ° 

Definition.—News is the impartial report 
of the activities of mind, men and matter 
which do not offend the moral sensibilities 
of the more enlightened people. e 

Ines.—We condemn against truth: 

(1) The publication of fake illustrations 
of men and events of news interest, how- 
ever marked their similarity, without an 
accompanying statement that they are not 
real pictures of the event or person but only 
suggestive imitations. 

. (2) The publication of fake interviews 
-. made up of the assumed views of an in- 


` . diyidual, without his consent. 


(3) The publication of interviews in 


4 Argument in Defense of News Code: This 
news code is concerned with truth, justice, 
morality and decency in the presentation of news. 
The good in journalism so far outweighs the bad 
that it is a much shorter course to state the 
negative propositions, leaving us thereby great 
freedom in the things we may do. Events 
relating to the political, commercial, industrial 
and moral welfare of the general body of the 
people should be brought to the foreground 
without hard restriction, while events which 
relate more to individuals should receive a 
stricter application of the code. In the case of 
the latter such events as suicides, divorces, rapes 
should be minimized and given more obscure 
positions. The rabbles read that which arouses 
their interest more readily than they read that 
which concerns their welfare, but the more 
enlightened do not, or rather they are more 
interested in that which concerns their welfare, 
and if we would ever gain any dignity for the 
professional side of newspaper work, we must 
cater to the latter class. 

We have offended by publishing all of the 
scandalous details of the divorces and the fall of 
men holding high places of trust-~-exploiting the 
criminality of criminals. The offenses of our 
yellow type were such during the Thaw trial 
that the President, for the sake of moral decency, 
overstepped his power and by the mere force of 
his personality and position denied the right of 
the mail to papers containing verbatim reports 
of that case. 

During the time of the National Peace Con- 
gress in Chicago, about one of twenty dailies 
gave it a big head on the first page, while the 
others gave it brief or rear page notice, while at 
the same time ‘they were forging to the first 
positions embezzlements, murders, social scan- 
dals, divorees and war dope on the relations 
between Germany and England, aiding in the 
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quotations unless the exact, approved 
language of the interviewed be used. 
When an interview is not an exact quota- 
tion it should be obvious in the reading 
that only the thought and impression of 
the mterviewer is being reported. 

(4) The issuance of fake news dispatches 
whether the same have for their- purpose 
the influencing of stock quotations, elec- 
tions, or the sale of securities or merchan- 
dise. Some of the greatest advertising in 
the world has been stolen through the news 
columns in the form of dispatches from 





unconscious movement to draw these two great 
nations into open hostilities. Let us cease to 
publish in piquant detail the suicides, murders, 
divorces or scandalous happenings, for imitation, 
emulation and suggetion creep with fearful force 
into the emotional natures of those who delight 
in such reading. 

Let us spend more time in searching for and 
exploiting the virtues of men in their relations to 
themselves, their fellow men and their Creator. 

In the language of President Hopkins of 
Williams college, “The enormous gain in the 
ratio of crime to the population is beyond ques- 
tion owing largely to the increased publication of 
the details of beastial crimes. These realistic 
descriptions constitute the suggestions in the 
technical sense of the Word which act upon the 
half normal, undeveloped natures of the multi- 
tudes. The theory of suggestion as an element 
in criminal activity has long been admitted by 
all students of crime and criminals.” 

It has been said that the publication of crimes 
and misdeeds of men and women has afforded 
the public a knowledge of the evils existing in 
our social system, which being revolting to their 
sensibilities has resulted in corrective measures. 
This is the first of two strong arguments against 
my theory which I will answer briefly. The 
stories of crimes and misdeeds are devoured by 
those anxious for maudlin sentiment with a 
consequent depravity in their natures, natures 
which in the first place need not a great deal to 
make them like unto their mental associates. 
One who has an ideal thoroughly set in his mind 
to investigate evils with the purpose of devising 
their remedy may witness them without moral 
injury, but the indifferent witness them with the 
result of arousing the latent evils in their own 
natures. A physician having before him the 
desire to correct the ills of health may view the 
nude human form without ill suggestion; the 
artist with the ideal of portraying perfection in 
form may see no ill in what to the unconcerned 
would be suggestive and productive of injury; 
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My 
unscrupulous press agents. Millions have 
been made on the rise and fall of stock 
quotations caused by newspaper lies, sent 
out by designing reporters. 

Injustice.-We condemn as against jus- 
tice: 

(1) The practice of reporters making 
detectives and spies of themselves in their 
endeavors to investigate the guilt or inno- 
cence of those under suspicion. _ 

Reporters should not enter the domain 
of law in the apprehension of criminals. 
They should not become a detective or 
sweating agency for the purpose of furnish- 
ing excitement to the readers. — 

No suspect should have his hope of a 
just liberty foiled through the great 
prejudice which the public has formed 
against him because of the press verdict 


the priest in the confessional, having before his 
mind the ideal of soul perfection, sees no ill in 
the narration of the immoral conduct of another, 
but with the purposeless and idealless onlooker 
any of these afford a most dangerous source of 
depraving temptation. A sufficient number of 
learned, honest and patriotic lawyers, jurists, 
doctors, and ministers and editors will know all 
that is necessary to know of the baser evils of 
the day to formulate programs for their improve- 
ment without the danger of opening this knowl- 
edge to the general public. Their conclusions 
and statistical summaries will be sufficient to 
crystallize public sentiment to the proper remedy 
without the publication of the details. 

Again it is said that those who do not fear the 
Law, who do not fear God, do fear publicity, 
hence our obligation to publish the salacious 
details of the misdeeds of moral perverts—that 
they would fear the public shame. One word 
will settle this. That individual who is so 
devoid of any enlightened conscience as to 
respect neither religious sentiment nor the hand 
of the law, most certainly does not care a rap for 
the opinion of the general public, and as for 
uncovering any mask under which he has been 
living, any man who is very heavily steeped in 
vice is known as such to his own acquaintances. 

The police of this city of Wichita recently 
stopped the Emmett Dalton moving picture 
show from reproducing the Dalton raid at 
Coffeyville, and they based their action on the 
ground that the pictures are of a kind to impair 
the morals of susceptible youths. ‘Their action 


was commended by our press, while our news | 


columns were picturing with equal piquancy the 
details of the crimes and misdeeds of the day. 
j 
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slyly céuched in the news report, even 
before his arrest. | 

We should not even by insinuation 
interpret of facts our conclusions, unless by 
signature we become personally responsible 
for them. Exposition, explanation, and 
interpretation should be left to the field 
of the expert or specialist with a full 
consciousness of his personal responsibility. 

(2) The publication of the rumors and 
common gossips or the assumptions of a 
reporter relative to a suspect pending his 
arrest or the final culmination of his trial. 
A staff of reporters is not a detective 
agency, and the right of a suspect to a, fair 


Frederick Peterson in Colliers for September 
1906 says, “Investigation seems to show that 
the circulation of the newspaper increases the 
lower it descends in the scale of immorality. 
These newspapers represent in the domain of 
culture and enlightenment the mob spirit, a vast 
impersonal, delirious, anarchic, degenerating 
force. And it is this force which, acting upon 
the minds of the masses, sways them irresistibly 
in its own direction, making chaos where there 
should be order, familiarizing them with crime, 
presenting the worst features of human life for 
their emulation, and imitation, and working 
insidiously by suggestion to induce in them 
noxious thoughts which often lead to harmful | 
deeds.” i 

In the language of Wm. Smithers, of the 
American Academy of Political and Social 
Science: “We are all criminals; we must say none 
of us are perfect. There is a world of savagery 
in us all, underneath the veneer of civilization; 
that is why we should abstain from saying 
vengeful things about other criminals. It calls 
up the savagery within us and incites it in others. 
That is why it is an evil thing for newspapers to 
publish the details of crime: it ought to be 
prohibited as the details of executions are pro- 
hibited in certain states,” 

The elements of sympathy, indignation, terror 
and awe in human nature are played upon by 
the publishers with a craze for circulation. As 
morbid reading makes circulation and circula- 
tion makes advertising, the life blood of today’s 
newspaper comes in a great measure from 
morbidity. Divided, we are compelled to do it, 
or our competitor will reap the harvest. United 
upon a common ideal of newspaper ethics, the 
public can discriminate, and they will enable us 
to thrive, and honor us for our ideals, whilst 
otherwise ere long the hand of the law will 
crush our abuses and with the crushing take 
many of our essentia] liberties, 
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and impartial trial is often confounded by a 
reporter’s ‘practice of printing every ill- 
founded rumor of which he gets wind. 

Indecencies.—Classification: for the sake 
of clearness and order crimes with which 
we will be concerned may be divided into 
those which offend against the PUBLIC 
Trust (such as bribery, defalcation or 
embezzlement by a public official); those 
which offend against PRIVATE INSTITUTIONS 
or EMPLOYERS (which are also often defalca- 
tions and betrayals of confidence); and 
crimes- which offend against PRIVATE 
Moratity most often centering around the 
family relation. 

(1) In dealing with the suspicions 
against Pusuic Orricrars or trustees we 
urge that OnLy Facts put in their TRUE 
RELATION and records be used in the news 
reports. 

No presumption or conclusion of the 
reporter should be allowed to enter, even 


though it has all the elements of a correct `° 


conclusion. 

Conclusions and presumptions should 
be placed in interviews with the identity 
of their author easily apparent. 

- If an editor desires to draw a conclusion 
on the case let him sign it. Do not hide 
behind the impersonality of the paper with 
your personal opinions. 

(2) In dealing with the suspicions 
against agents of private institutions facts 
alone put in their true relation should 
again be used. 

But in this class of stories suspicions and 
conclusions should be confined to those of 
the parties directly interested, and no 
statement of one party to the affair re- 
flecting upon another should be published 
“without at the same time publishing a 
statement of the accused relative thereto. 

The comment of those not directly in- 
volved should not be published previous to 
the arrest or pending the trial. 

(3) In dealing with the offenses against 
private morality we should refuse to print 
any record of the matter, however true, 
until the warrant has been filed or the 
arrest made, and even then our report 
should contain only an epitome of the 
charges by the plaintiff and the answers by 
the defendant, preferably secured from 
their respective attorneys. 
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No society gossips or scandals, however 
true, should ever be published concerning 
such cases. 

However prominent the principals, of- 
fenses against private morality should 
never receive first page position and their 
details should be eliminated as much as 
possible. 

Certain crimes against private morality 
which are revolting to our finer sensibilities 
should be ignored entirely; however, in 
the event of their having become public 
with harmful exaggerations we may make 
an elementary statement, couched in the 
least suggestive laguage. 

In no case should the reckless daring of ` 
the suspect be lionized. 

(4) Except when the suspect has es- 
caped his picture should never be printed. 


For tHe EDITOR 
Views 

Definition.—Views are the impressions, 
beliefs, or opinions which are published in a 
paper, whether from the editorial staffs 
of the same, outside contributors or secured 
interviews. 

A Distinction — We hold that whenever a 
publication confines the bulk of its views 
to any particular line of thought, class of 
views, or side of a mooted question, it 
becomes to that extent a class publication, 
and inasmuch ceases to be a newspaper. 


- An Explanation — You will note by our 
definition of news that it is the impartial 
portrayal of the decent activities of mind, 
men and matter. This definition applied | 
to class publications would be changed by 
replacing the word Impartrau with the 
word PARTIAL. 

In this section we will deal with Im- 
PARTIALITY in the presentation of the 
decent activities of the mind of the com- 
munity—with the views or editorial policy 
of a paper. 

Responsibility Whereas a view or con- 
clusion is the product of some mind or 
minds, and whereas the value and signifi- 
cance of a view is dependent upon the 
known merit of its author or authors, the 
reader is entitled and has the right to 
know the personal identity of the author, 
whether by the signature in a communica- 
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tion, the statement of the reporter in an 

interview or the caption in a special article 

and the paper as such should in no wise 

become an advocate.’ i 


5 Explanation and Argument—tIn presenting 
the activities of men and matter we should have 
regard for truth, regard for justice, regard for de- 
cency, while in the presentation of the activities 
of mind we should have regard for fairness, for 
impartiality—ours is a mission of presentation 
rather than one of formation. If a publication 
is a newspaper this fact should be stated in a 
conspicuous place; if a class publication it should 
state the line of thought it pretends to portray 
or defend. 

There are a number of reasons for impartiality 
in presenting views, and its consequent absence 
of an editorial policy for News papers. Facts 
must be the foundation for all opinion. In 
social economics some agency must have the 
exclusive duty of providing the facts in their 
true relation. In the fitness of things this is the 
duty of the news press. 

It is not probable that facts would all be 
printed in their true relation if their portrayers 
possessed motives for placing them in an untrue 
relation. Few men would lie outright, but to 
sustain their own views many men will convey 

-an untruth by juggled arrangement of the rela- 
tion of facts. 

The presence in our country of a press de- 
voted to the presentation of facts in their true 
relation is vitally essential to our political, 
economic, social and moral welfare. Hence 

_ when the intrusion of any notice would tend to 
generally disturb the presentation of facts in 
their true relation, we should repell the motive. 

To sustain our personal views, the views of 
our advertisers, those of our political and 
financial friends, has often been the motive 
which disturbed our proper presentation of facts 
and views in their true relation. This motive 
may be called the editorial policy. If we did 
not have an editorial policy to sustain, large 
advertising, financial, political, and social 
interests to sustain, we would cease to have a 
serious motive for distorting the true relation of 
facts and the free relation of views. 

Without gunpowder that is dry, armies cannot 
win. 

Without truth of fact unencumbered by the 
false impression of untrue relations, social, 
economic and moral enlightenment must come 
to a dead standstill. Other things are needed, 
it is true, such as correct principles, but a first 
essential is facts, properly related. This is the 
mission of the news press-—to secure it, let us 
cease to have editorial policies for the news press 
and demand that if a publisher wishes to run 
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s ° 
Influence (editorial) —We should avoid 
permitting large institutions or persons to 
own stock in or make loans to our publish- 
ing business if we have reasonable grounds 
to believe that their interests would be 


a partisan, or class organ, that he state the party 
or class of thought he pretends to defend, in a 
conspicuous place, that the reader may season 
his statements of fact and opinion with the motive 
which would underlie their presentation. We 
haven’t the slightest objection to an editor 
running a partisan paper but he should make his 
partisanship known. 

The elimination of the editorial policy would 
turn our attention to the views of our community. 
In a government by the people a prime essential 
is æ free press. If the people have a free press 
and no ideas that essential becomes worthless. 
If you accustom the people to the habit of turn- 
ing to the press for their ideas it soon becomes a 
government by the press, and of course for those 
who control the press. 

If we permit our publishing institutions the 
privilege of having editorial opinions, our ad- 
vertisers who control so much of our incomes will 
control our columns, and business is the least 
competent to create public opinion upon a public 
question, for it has become so habituated to 
measuring everything by its profit earning 
capacity that it can seldom consider a proposition 
except through the lens of its own special 
interest. And too often our advertisers and 
financial backers do demand this privilege, 
cautiously, ’tis true, but nevertheless firmly. 

Strong editors have battled against this 
tendency for years but the people on the outside 
cannot appreciate what a decided stand other- 
wise really good and worthy men will take 
against an editor who is also good and worthy, 
because he does not agree with them upon public 
questions and men. 

We boast of a free press—the most vigorous 
censorship in the world is the censorship which 
the business of the large advertisers have over 
our columns. 

A lawyer would be disbarred if he contracted 
to sell his knowledge of Jaw to one client and at 
the same time accepted a fee from the second 
party to the case. A newspaper in its analysis 
‘is a contract of an editor to sell his knowledge of 
his field to his subscribers; and his acceptance of ° 
a fee by any one whose interests are affected by 
the presentation of such knowledge is a contra- 
diction of his obligation, with the result that the 
client with the largest fee gets the best of his 
service. 

Such a practice would disbar a lawyer and 
the same principle of fair play which it violates 

® 


Cop or Erxics FOR NEWSPAPERS 


seriously affected by any other thanea true 
presentation of all news and a free willing- 
ness to present every péssible point of 
view under signature or interview. 


Ed 
in law it violates in the case of the editor. We 
should either run an advertising paper and 
acknowledge that our viewpoint is that of the 
advertisers or we should run a newspaper and 
make good our contract with our subscribers. 

If we run a newspaper and receive the bulk 
of our income from our advertisers our success 
becomes vitally dependent upon that of the big 
advertiser and we voice what suits his interests 
to increase our income. Now when the interests 
of the advertiser and the readers are in harmony, 
no mischief is done, but when they conflict is 
where the wedge begins to enter into the viola~ 
tion of our contracts with the reader. 

Charles Russell says: “No newspaper of 
standing would venture to print any matter 
condemned by business, nor fail to print any 
matter, though sometimes very ill-founded, that 
business required to have printed.” 

Realizing that winning patronage and ex- 
ploiting one’s convictions of conscience do not 
mix with success, let us publish papers without 
a partisan or editorial policy, but extending 
every possible latitude and encouragement to all 
classes of people to voice all decent opinions. 

Let us not formulate legislation, conduct 
campaigns for public men or measures or 
organize movements. 

Business will entertain a desire (to which it 
knows the sensitive editor will respond) for a 
sentiment which, were they made personally 
responsible, they would not permit for a mo- 
ment. f 

The night riders of Kentucky will do when 
their identity is unknown that which their own 
sense of shame would forbid were it otherwise. 

Some tell us that we should stand for the 
right of the masses even though it does oppose 
the interests of our greatest patrons. They say 
that heroes and patriots sacrificed wealth and 
honor for truth and justice. This is not gener- 
ally true. At best they sacrificed but the op- 
portunities for wealth and honor. Power, 
wealth and fame never tasted cannot be a 
sacrifice. 

But the metropolitan publisher of today, 
with his millions invested, with his years of toil 
invested, with his thousands borrowed upon a 
business worth based on its earning capacity, 
with his daily expense bill running into the 
thousands, with financial, social and political 
bankruptcy staring him in the face whenever he 
contemplates a policy of justice to, or sympathy 
for the unorganized masses, upon a matter which 
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Influence (reportorial)—-No reporter 
should be retained who accepts any cour- 
tesies, unusual favors, opportunities for 
self gain, or side employment from any 
factors whose interests would be affected 


goes contrary to the interests of his big business 
patrons, is tempting a sacrifice of that which he 
has already tasted, wealth, power and fame, 
and though such a course would not lead to the 
guillotine, it would practically lead to a repudia- 
tion of his debts, which would in itself be a moral 
crime, for self preservation is the first law of 
nature. 

If you can’t drink whiskey without getting 
drunk don’t drink it at all. If your paper as an 
impersonal institution can’t express an opinion 
from your free and enlightened conscience, 
don’t express one at all. Make it a business 
institution dealing in the news and opinions of 
others. 

There is another and quite as powerful reason. 
No man knows nor understands all things. No 
staff of news editors are competent to pass upon 
all questions of public interest. To enlighten 
the public upon mooted questions, secure the 
expressions of specialists, and make them per- 
sonally responsible for the same. 

We do not have the sluggard to fear, it is the 
eminently respectable business and professional 
men who through subtle suggestion, conscious 
of the power they hold over our welfare, compel 
us to echo the ideas which are theirs. Men of 
affairs expect and get special favors, and the 
corrupt politician is maintained in power 
through the exchange of these favors, as business 
men need favors of the legislature also. 

No better evidence of the decline of the value 
of our press opinions can be found than many 
recent cases where city elections have been 
carried against the united opinion of the press. 
Press freedom like personal freedom is good, but 
its permanence like that of the latter is only 
secured by good moral self-control, hence the 
necessity of an organized code of ethics. Our 
great dailies are great impersonal machines— 
adjuncts of the business and political world. 
Reénter the personality by extensive interviews 
requiring all opinion of the staff to be identified 
by the author. A man so far away from us as 
Tolstoy, who is a keen observer of affairs, tells us 
there exists in this country a so-called free press, 
but it is only apparent, for the whole press is 
controlled by wealthy persons admitting of no 
advancement for the plainest people. 

Let opinions be as free as the air we breathe. 
Jefferson tells us that truth is great and will 
prevail if left to herself, she is the proper and 
sufficient antagonist of error, and has nothing to 
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by the manner in which his reports are 
made.é 

Deception —We should not allow the 
presumed knowledge on the part of the 
interviewed that we are newspaper men to 
permit us to quote them without their ex- 
plicit permission, but where such knowledge 
is certain we insist upon our right to print 
the views unless directly forbidden. 

Faith with Interviewed —An interview or 
statement should not be displayed pre- 


fear from the conflict unless by Human In- 
TERPOSITION disarmed of her natural weapons 
free argument and debate; errors ceasing 
to be dangerous when it is permitted freely to 
contradict them. The theory of a free press 
demands the liberty to know and to utter ac- 
cording to conscience, and it should be our duty 
to restrict that utterance to the conscience. We 
have a free will to do good or evil; if we do not do 
good a power greater than ourselves will destroy 
this freedom and its possessor. 

My proposal that every view have the per- 
sonal identity of its owner apparent and that the 
paper as an institution should not pretend to 
have that which no impersonal thing could have 
—views, emphasis, responsibility and imparti- 
ality in presenting the activities of mind. 

“There is a tendency,” says John J. Hamilton, 
“always for existing institutions, good and bad, 
to own the press and control its utterances. 
New ideas, valuable as well as visionary, have 
diffculty in getting a hearing; yet it is to the 
interest of society that they have free vent-—the 
valuable ones so that they may be adopted and 
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vious éo its publication without the per- 
mission of the author. 

Bounds of PubBlicity.—A man’s name e and 
portrait are his private property and the 
point where they cease to be private and 
become public should be defined for our 
association. 





the visionary ones so that they may find ex- 
pression and lose’ their explosive force. 

As generations are added to the history of 
newspaper making we must at times rescue our 
freedom of expression from the subtle encroach- 
ments of the power of wealth, of law, of finance 
and of commerce. You may say that such a 
practice as I would make common to the news- 
papers, would make the expression, public 
opinion, a synonym for chaos. Well, let us 
abhor a crystallized public opinion for is not such 
a condition an evidence of intellectual stupidity. 
Let the news press be the battle ground, the 
arena, of the ideas of the people, leaving to the 
class publications the work of proclaiming or 
defending any particular set of ideas. 


6 Note-—The larger perspective and experi- 
ence of men of affairs would make of them a 
wiser influence upon the policy of a paper were 
it not that their own interests so often run 
contrary to the interests of the great unorganized 
masses. If is not a matter of intelligence with 
the masses~-we admit in general the superior 
wisdom of great industrial, financial and com- 
mercial giants who have come from the ground 
up, but deny their proper interest and sympathy 
as a potent factor in moulding the policy of a 
paper. 


Declaration of Principles and Code of Practice 
Adopted by the Missouri Press Association at Columbia, Missouri, May 27, 1921 


- PREAMBLE 


In America, where the stability of the 
government rests upon the approval of 
the people, it is essential that newspapers, 
the medium through which the people 
draw their information, be developed to a 
high point of efficiency, stability, imparti- 
ality and integrity. The future of the 
republic depends on the maintenance of a 
high standard among Journalists. Such a 
standard cannot be maintained unless 
the motives and conduct of the members 
of our profession are such as merit ap- 
proval and confidence. 


The profession of Journalism is entitled 
to stand side by side with the other learned 
professions and is, far more than any other, 
interwoven with the lines of public service. 
The Journalist can not consider this pro- 
fession rightly unless he recognizes his 
obligation to the public. A newspaper 
does not belong solely to its owner and is 
not fulfilling its highest functions if de- 
voted selfishly. Therefore the Missouri 
Press Association presents the following 
principles as a general guide, not as a set 
form of rules, for the practice of Jour- 
nalism, 


CREED OF THE IngUSTRIAL PRESS 


EDITORIAL i 


We declare as a fundamental principle 
that Truth is the basis of all correct Jour- 
nalism. To go beyond the truth, either in 
headline or text, is subversive® of good 
Journalism. To suppress the truth, when 
it properly belongs to the public, is a 
betrayal of public faith. 

. Editorial comment should always be 
fair and just and not controlled by business 
or political expediency. Nothing should 
be printed editorially which the writer will 
not readily acknowledge as his own in 
public. 

Gontrol of news or comment for business 
considerations is not worthy of a news- 
paper. The news should be covered, 
written and interpreted wholly and at all 
times in the interest of the public. Ad- 
vertisers have no claim on newspaper 
favor except in their capacity as readers 
and as members of the community. 

No person who controls the policy of a 
newspaper should at the same time hold 
office or have affiliations, the duties of 
which conflict. with the public service 
that his newspaper should render. 


ADVERTISING 


It is not good ethics nor good business 
to accept advertisements that are dishonest, 
deceptive or misleading. Concerns or 
individuals who want to use your columns 
to sell questionable stocks or anything 
else which promises great returns for 
small investment should always be in- 
vestigated. Our readers should be pro- 
tected from advertising sharks. Rates 
should be fixed at a figure which will yield 
“a profit and never cut. The reader 
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deserves a square deal and the advertiser 
the same kind of treatment. 

Advertising disguised as news or edi- 
torial should not be accepted. Political 
advertising especially should show at a 
glance that it is advertising. It is just as 
bad to be bribed by the promise of political 
patronage as to be bribed by political cash. 

To tear down a competitor in order to 
build up one’s self is not good business, nor 
is it ethical. Newspaper controversies 
should never enter newspaper columns. 
Good business demands the same treatment 
to a competitor that one would like for a 
competitor to give to one’s self. Create 
new business rather than try to take away 
that of another. 

Advertising should never be demanded 
from a customer simply because he has 
given it to another paper. Merit, product 
and service should be the standard. 


SUBSCRIPTION 


The claiming of more subscribers than 
are actually on the paid list in order to 
secure larger advertising prices is obtaining 
money under false pretenses. The ad- 
vertiser is entitled to know just what he is 
getting for his money, just what the news- 
paper is selling to him. Subscription lists 
made up at nominal prices or secured by 
means of premiums or contests are to be 
strictly avoided. 


OUR CODE: 


In every line of journalistic endeavor we 
recognize and proclaim our obligation to the 
public, our duty to regard always the truth, 
to deal justly and walk humbly before the 
gospel of unselfish service. 


ti 


Creed of the Industrial Press 
Adopted by the Federation of Trade Press Associations in 1913 


1. We kelieve the basic principle on 
which every trade paper should build is 
SERVICE—service to readers and service 
to advertisers, in a way to promote the 
welfare of the general public. 

2. We believe in TRUTH as applied to 
editorial, news, and advertising columns. 


3. We believe in the utmost frankness 
regarding circulation. 

4. We believe the highest efficiency of 
the business press of America can be 
secured through CIRCULATIONS OF QUALITY 
rather than of Quanrrry—the character, 
and not mere numbers, should be the cri- 
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terion by which the value of a publication 
should be judged. 

5. We believe in es with all 
those movements in the advertising, 
printing, publishing, and merchandising 
fields which make for business and social 
betterment. 

6. We believe that the best interests of 
the manufacturers, the business press, and 
consumers can be advanced ‘through a 
greater interchange of facts regarding 
merchandise and merchandising, and to 
this end invite codperation by manufac- 
turers and consumers. 

7. We believe that the logical medium 
to carry the message of the manufacturer 
directly to the distributor and the user is 
the business press. 

8. We believe that while many advertis- 
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ing campaigns may profitably employ 
newspapers, magazines, outdoor displays, 
etc., no well-rounded campaign seeking to 
interest the consumer or user is complete 
without the business press. 

9. We believe in coöperation with all 
interests which are engaged in creative 
advertising work. 

10. We believe that business papers can 
best serve their trades, industries, or 
professions by being leaders of thought; by 
keeping their editorial columns independent 
of the counting-room, unbiased and una- 
fraid; by keeping their news columns free 
from paid reading notices and puffery of all 
kmds; by refusing to print any advertise- 
ment which is misleading or which does not 
measure up to the highest standards of 
business integrity. 


Standards of Practice for Business Papers 


Adopted by American Business Papers, Incorporated, in 1916 


The publisher of a business paper should 
dedicate his best efforts to the cause of 
business and social service, and to this end 
should pledge himself: 

First: To consider first the interests of the 
subseriber. 


Second: To subscribe to and work for — 


truth and honesty in all departments. 

Third: To eliminate, so far as possible, his 
personal opinions from his news columns, 
but to be a leader of thought in his editorial 
columns and to make his criticisms con- 
structive. 

Fourth: To refuse to publish puffs, free 
reading notices, or paid write-ups; to keep 
his reading columns independent of ad- 
vertising considerations, and to measure 
all news by this standard: “Is it real 
news?” 


Fifth: To decline any advertisement 
which has a tendency to mislead or which 
does not confirm to business integrity. 

Sixth: To solicit subscriptions and ad- 
vertising solely on the merits of the publica- 
tion. 

Seventh: To supply advertisers with full 
information regardmg character and ex- 
tent of circulation, including detailed cir- 
culation statements, subject to proper and 
authentic verification. 

Eighth: To codperate with all organiza- 
tions and individuals engaged in creative 
advertising work. 

Ninth: To avoid unfair competition. 

Tenth: To determine what is the highest 
and largest function of the field which he 
serves, and then to strive in every legiti- 
mate way to promote that function. 


Standards of Editorial Practice 
Adopted by the Editorial Conference of the New York Business Publishers Association, June 17, 1921 


The editor of a business paper should 
dedicate his best efforts to the advance- 
ment of the industry which his paper 
represents in all ways consistent with the 
public welfare, as well as to measures of 


public service, and to this end should 
pledge himself: 


1. To consider first the interests of the 
subscriber, 


STANDARDS O€ PRACTICE 


"2. To work for truth and honesty in all 
departments of his papes. 

3. To publish in an impartial way, free 
from personal opinion, the news of the 
industry in which the paper circulates. 

4, To disregard advertising considera- 
tions in the editorial conduct of his paper. 

5. To be a leader of thought in his 
editorial columns and to make his criticisms 
constructive, with the object of bringing his 
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industry to higher levels of thought and 
practice and to a greater measure of public 
service. 

6. To support in his columns such 
worthy measures of public interest as their 
importance justifies and the space available 
permits. 

7. To give proper credit for articles 
taken from other publications, and to avoid 
unfair practices In competition with them. 


Standards of Practice of the British Association of Trade and 
r Technical Journals? 


Every trade or technical journal should 
be a live newspaper, vigorously promoting 
the business interests of its readers and 
its advertisers. 

Every business paper must justify its 
existence by the quality of its news and 
technical service. 

Frankness and independence should 
dominate our editorial pages; all articles, 
or reviews or contributions which are not 
strictly justified by their interest and value 
to readers, and all paid and conditional 
notices, should be rigidly excluded. 

All circulation statements should be 
honest, and quality of circulation and 
editorial character should be the leading 
criteria of value. 


1 Reprinted from Printers’ Ink, May 30, 1918. 


Honesty should dominate our advertis- 
ing pages; in justice to readers and fair 
trading advertisers, all announcements of a 
doubtful or misleading character should be 
excluded. 

Advertising space should be bought and 
sold on precisely the same basis as other 
commodities, t.e. on value for money. 

Coéperation is desirable with all interests 
which are concerned with the extension of 
business publicity, and with improving its 
power and efficiency. 

By pledging ourselves to these principles 
we are adopting a standard which is good, 
which is dignified, which is lasting. We 
are giving to our public the best pos- 
sible assurance of honest and effective 
service. 


The Code of Ethics for Accountants 
Adopted by the American Institute of Accountants in 1916 


1. A firm or partnership, all the in- 
dividual members of which are members 
of the Institute (or in part members and in 
part associates, provided all the members 
of the firm are either members or associ- 
ates), may describe itself as “Members 
of the American Institute of Accountants,” 
but a firm or partnership, all the individual 
members of which are not members of the 
Institute (or in part members and in part 
associates), or an individual practising 
under a style denoting a partnership when 
in fact there be no partner or partners, or a 
corporation or an individual or individuals 


practising under a style denoting a cor- 
porate organization, shall not use the 
designation, ““Members (or Associates) of 
the American Institute of Accountants.” 
2. The preparation and certification of 
exhibits, statements, schedules or other 
forms of accountancy work, containing an 
essential misstatement of fact or omission 
therefrom of such a fact as would amount to 
an essential misstatement, or a failure to 
put prospective investors on notice in 
respect of an essential or material fact not 
specifically shown in the balance-sheet 
itself, shall be ipso facto cause for expulsion 
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or for such other discipline as the Council 
may impose upon proper presentation of 
proof that such misstatement was either 
-wilful or the result of such gross'negligence 
as to be inexcusable. 

3. No member shall allow any person to 
practise in his name as a public accountant 
who is not member of the Institute or in 
partnership with him or in his eplay ona 
salary. 

4. No member shall directly or indi- 
rectly allow or agree to allow a commission, 
brokerage or other participation by the 
laity in the fees or profits of his professional 
work; nor shall he accept directly or indi- 
rectly from the laity any commission, 
brokerage or other participation for pro- 
fessional or commercial business turned 
` over to others as an incident of his service 
to clients. 

5. No member shall engage in any busi- 
ness or occupation conjointly with that of a 
public accountant, which in the opinion of 
the Executive Committee or of the Council 
is incompatible or inconsistent therewith. 

6. No member shall certify to any ac- 
counts, exhibits, statements, schedules or 
other forms of accountancy work which 
have not been verified entirely under the 
supervision of -himself, a member of his 
firm, one of his staff, a member of this 
institute or a member of a similar associa- 
tion of good standing in foreign countries 
which has been approved by the Council. 
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7. No*member shall take part in any ef- 
fort to secure the enactment or amendment 
of any state or federal law or of any regu- 
lation of any governmental or civic body, 
affecting «the practice of the profession, 
without giving immediate notice thereof to 
the Secretary of the Institute, who in turn 
shall at once advise the sana Com- 
mittee or the Council. 

8. No membér shall directly or indi- 
rectly solicit the clients or encroach upon’ 
the business of dnother member, but it is 
the right of any member to give proper 
service and advice to those asking such 
service or advice. 

9. For a period not exceeding two vente 
after notice by the Committee on Ethical 
Publicity no member or associate shall be 
permitted to distribute circulars or other 
instruments of publicity without the con- 
sent and approval of said committee. 

10. No member shall directly or indi- 
rectly offer employment to an employe of a 
fellow member without first informing said 
fellow member of his intent. This rule 
shall not be construed so as to inhibit 
negotiations with anyone who of his own 
initiative or in response to public advertise- 
ment shall apply to a member for employ- 
ment. 

11. No member shall render professional 
service, the anticipated fee for which shall 
be contingent upon his findings and results 
thereof. 


Canons of Commercial Ethics 


Adopted by the National Association of Credit Men 


Canon No. 1.—It is improper for a 
business man to participate with a lawyer 
in the doing of an act that would be im- 
proper and unprofessional for the lawyer 
to do. 

Canon No. 2.—It undermines the in- 
tegrity of business for business men to 
support lawyers who indulge in unpro- 
fessional practices. The Jawyer who will 
do wrong things for ONE business man 
injures ALL business men. He not only 
injures his profession, but he is a menace 
to the business community. 

Canon No. 8.—To punish and expose 


the guilty is one thing; to help the unfor- 
tunate but innocent debtor to rise is 
another; but both duties are equally im- 
portant, for both duties make for a higher 
moral standard of action on the part of 
business men. 

Canon No. 4.——In times of trouble, the 
unfortunate business man has the right 
to appeal to his fellow business men for 
advice and assistance. Selfish interests 
must be subordinated in such a case, and 
all must codperate to help. If the debtor’s 
assets are to be administered, all creditors 
must join in cotperating. To fail in such 
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a‘case is to fall below the best Standards 
of commercial and association ethics. 

Canon No. 5.—The pledged word upon 
which another relies is sacred among busi- 
ness gentlemen. The order fore a bill -of 
goods upon which the seller relies is the 
pledged word of a business man. No 
gentleman in business, without a reason 
that should be satisfactory to the seller, 
may cancel an order. He would not ask 
‘to be relieved of his obligation upon a 
note or check, and his contracts of pur- 
chase and sale should be equally binding. 
The technical defense that he has not 
boynd himself in writing may avail him in 
the courts of law, but not of business ethics. 

Canon No. 6.—Terms of sale as a part 
of a contract touching both net and dis- 
count maturity, are for buyer and seller 
alike bindmg and mutual, unless modi- 
fied by previous or concurrent mutual 
agreement. 

No business gentleman may, in the per- 
formance of his contracts, seek small or 
petty advantage, or throw the burden of 
a mistake in judgment upon another, but 
” must keep his word as good as his bond, 
and when entering.into a contract of sale 
faithfully observe the terms, and thus 
redeem the assumed promise. 

Canon No. 7.—It is always improper 
for one occupying a fiduciary position to 
make a secret personal profit therefrom. 
A member of a creditors’ committee, for 
example, may not, without freely disclos- 
ing the fact, receive any compensation for 
his services, for such practices lead to 
secret preferences and tend to destroy the 
confidence of business men in each other. 
“No man can serve two masters.” 

Canon No. 8.—The stability of com- 
merce and credits rests upon honorable 
methods and practices of business men in 
their relations with one another, and it is 
improper for one creditor to obtain or 
seek to cbtain a preference over other 
creditors cf equal standing from the estate 
of an insolvent debtor, for in so doing he 
takes, or endeavors to take, more than his 
just propcertion of the estate and therefore 
what properly belongs to others. 

Canon No. 9.—Codperation is unity of 
action, though not necessarily unity of 
thought. When the administration of an 
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insolvent estate is undertaken by the 
creditors through friendly instrumentali- 
ties, or when, after critical investigation, 
creditors representing a large majority of 
the indebtedness advise the acceptance of 
a composition as representing a fair and 
just distribution of a debtor’s assets, it 
is uncodperative and commercially un- 
ethical for a creditor to refuse the friendly 
instrument or the composition arbitrarily 
and force thereby a form of administra- 
tion that will be prejudicial and expensive 
to the interests of everyone concerned. 

Canon No. 10.—-Our credit system is 
founded on principles, the underlying 
elements of which are coöperation and 
reciprocity in interchange. When ledger 
and credit information is sought and given 
in a spirit inspiring mutual confidence, a 
potent factor for safety in credit granting 
has been set. at work. 

The interchange of ledger and credit 
information cannot fulfill its best and 
most important purposes unless guarded 
with equal sense of fairness and honesty 
by both the credit department that asks 
for the information and the credit depart- 
ment that furnishes it. 

Recognizing that the conferring of a 
benefit creates an obligation, reciprocity - 
in the interchange of credit mformation 
is an indispensable foundation principle; 
and a credit department seeking informa- 
tion should reciprocate with a statement 
of its own experience in the expectation 
of getting the information sought; and a 
credit department of which information 
is sought. should respond fairly and accu- 
rately because the fundamentals of credit 
interchange have been observed in the 
manner the request was made of it. 

-Failure to observe and defend this prin- 
ciple would tend to defeat the binding 
together of credit grantors for skilful 
work—a vital principle of the credit sys- 
tem—and make the offending department 
guilty of an unfair and unethical act. 

Canon No. 11.—The foundation prin- 
ciple of our credit structure—cooperation 
—should dominate and control whenever 
the financial affairs of a debtor become 
insolvent or involved, that equality thereby 
may be assured to the creditors themselves 
and justice to the debtor. 
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The control of any lesser principle pro- 
duces waste, diffusion of effort and a 
sacrifice of interests, material and moral, 
with a separation of creditor and debtor 
that is offensive to the best laws of credit 
procedure. l 

Coöperation and unity save,, construct 
and prevent; therefore, individual action 
pursued regardless of other interests in such 
situations, whether secretly or openly ex- 
pressed by either creditor or debtor, is 
unwise and unethical. 

Canon No. 12.—The healthy expansion 
of commerce and credits, with due regard 
to the preservation of their stability and 
healthfulness, demands an exact honesty 
in all of the methods and practices upon 
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; 
which they are founded. Advertising is 
an important feature in business build- 
ing; it should represent and never mis- 
represent; it should win reliance and 
never cover deceit; it should be the true 
expression of the commodity or the service 
offered. It must be deemed, therefore, 
highly improper and unethical for adver- 
tisements to be so phrased or expressed 
as not to present real facts, and either 
directly or by implication to mislead or 
deceive. In this department the finest 
sense of honesty and fairness must be 
preserved, and the right relations of men 
with one another in commerce and credits 
clearly preserved. 


» Book Department 


Carrs, Wriuttram Parr. The Modern City 
and lis Government. Pp.xv,250. Price, 
$5.00. New York: Dutton, 1922. 


The author of this book is the Secretary 
of the New York State Conference of 
Mayors and Other City Officials. He has 
brought to its writings the fruits of long 
experience with municipal problems and 
close contact with city officials, both in his 
own state and elsewhere. The Modern 
City and Itz Government is perhaps the best 
praetical discussion of municipal organiza- 
tion which has appeared in more than a 
decade. 

Three chapters, or about one-third of the 
book, are taken up with a discussion of the 
prevailing types of American city govern- 
ment—the federal, the commission and 
the commission-manager forms. ‘The last 
two supply the most comprehensive ap- 
praisal of the results of the newer forms of 
city government which is available in com- 
pact form. It is the author’s opinion that 
the newer types of organization have made 
three valuable contributions to the move- 
ment for good city government: the 
establishment of the short ballot principle, 
election at large for city councils, and 
simplification of governmental machinery. 
While these contributions were made by the 
commission and commission-manager cities 
they are capable of application in the tra- 
ditional federal type of organization. 

The author is also strongly of the opinion 
that citizen interest and efficient personnel 
are essential to good government and that 
these are attainable without recourse to 
radical changes in organization. ‘These 
views are no longer original, but Mr. Capes 
sees signs of a strong revival of citizen in- 
terest and a tendency of officials to substi- 
tute ideals of service for ‘“‘spoils” as 
motives in the public service. Citizen in- 
terest is making itself effective in the grow- 
ing number of privately-supported bureaus 
of municipal research, municipal reference 
libraries, taxpayers’ associations, and sim- 
ilar citizen bodies. ‘That public officials 
are beginning to take their duties seriously 
is evidenced by the number of active organ- 
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izations seriously engaged in a scientific 
study of municipal problems. Three na- 
tional organizations with these purposes 
now exist and leagues of municipalities are 
at present organized in twenty-five states. 
The work of such leagues in supplying city 
officials with the data needed to guide them 
in their work and to judge of the effective- 
ness of new and proposed methods is of 
primary importance, promising, as it does, 
to put an end to “hit or miss” methods in 
the administration of city problems. 

The volume closes with three chapters 
dealing with school and financial adminis- 
tration. Fifteen charts illustrating typical 
forms of municipal organization and a clas- 
sified bibliography of seven pages add con- 
siderably to its value. 

Lane W. LANCASTER. 


VINOGRADOFF, Sır Pau. Outlines of His- 
torical Jurisprudence. Volume One; In- 
troduction, Tribal Law. Pp. ix, 428. 
Oxford University Press, 1920. 


The study of law is often regarded as a 
highly specialized study, only remotely re- 
lated to other intellectual pursuits, and 
therefore best pursued in cloistered Inns of 
Court, unconnected with the university 
atmosphere of an Oxford or Cambridge so 
unconcerned with the legal thought of the 
Roman world. Or, to give American color 
to our representation of the study of law, it 
is often assumed to be the mastery of an 
honorable trade which finds its tools in the 
precedents of judicial decisions, admirable 
in their time, but not in harmony with the 
actual life of today. No better corrective 
of this view, if it really obtains in any law 
school, could be found than the initial vol- 
ume of Professor Vinogradoff’s Outlines of 
Historical Jurisprudence. 

Nearly half the volume is given to an 
introduction which treats of the relation of 
jurisprudence to other sciences. Logic 
is naturally first considered, and it is shown 
that an excess of abstract dialectics may 
easily pervert legal rules, an error into 
which French and continental jurists run 
more frequently than the more practica. 
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. English lawyers. The current findings of 
psychology cannot but influence law and 
this is no less true when the field is extended 
to society. Social psychology blends into 
sociology. ‘The same is true of political 
science and political economy, particularly 
of the former. The science of law cannot 
be isolated from these social sciences, for 
it is itself a social science and subject to 


every movement of opinion and to every 


change in social conditions. 

That jurisprudence is not static but sub- 
ject to periodic changes is shown by the 
professor’s .successive chapters upon the 
rationalists, like Bentham, the nationalists, 
like Savigny, and the evolutionists, like von 
Ihering. Each school was the embodiment 
of the dominant spirit of the period, and 
each made contribution to a progressive 
jurisprudence. 

After evaluating the legalistic tendencies 
of the present age the author delves mto 
the remote past for the roots of historical 
jurisprudence. This he does by the aid of 
anthropological inquiries collected from all 
parts of the world. His scheme for the 
series involves the systematic treatment of 
the following subjects: 1. Origin m totem- 
istic society, 2. Tribal law, 3. Civic law, 4. 
Medieval law in its combination as canon 
and feudal law, 5. Individualistic jurispru- 
dence, and 6. Beginnings of socialistic juris- 
prudence. The sub-title of the present 
volume is “Tribal Law” though several 
chapters belong to the first division of his 
scheme. 

It is strange enough to begin historical 
jurisprudence with the selection of mates 
in a period long antedating history. Yet 
the patria potestas of the Roman law is a 
development from still earlier custom and 
is the better understood when seen as a 
stage in the progress of civilization. Out 
. of the patriarchal household grew the joint 
family, with its expansion into the clan and 
the tribe. The tribe was a confederation 
of related clans. Between these clans 
there was arbitration, just as now inter- 
national law is a body of rules created by 
agreement. , Criminal and civil procedure 


began to develop at a time when the ele- 


ment of public compulsion was absent. 
As in international law today so in tribal 
law there were incomplete sanctions. Self- 
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help wag recognized but regulated. When 
private execution failed the public sanction 
or outlawry was rtsorted to. Closely con- 
nected with the patriarchal household and 
the joint family were succession and inher- 
itance. ‘Of chattels in pre-Christian time 
the dead man’s share was buried or burned 
with the body, but later the Church was | 
intrusted with this share to spend for the 
good of his soul. The remaining chattels 
were capable of equitable division, but a 
farm was regarded as an organic entity to 
which personal sharing was not appropri- 
ate. Indeed land tenure had its origin in 
tribal ownership rather than in strictly per- 
sonal ownership. This tribal ownership 
developed into communal, out of which 
grew the open-field system, once universal 
in Europe, just as this in time was displaced 
by a more scientific agriculture and more 
individualistic legal theory. The Roman 
civil law, German private law, and the 
English common law all find the key to 
their understanding in the tribal law -so 
different from the ideal creations of Ben- 
tham and Austin. 
This work of a cosmopolitan scholar 
marks a distinct stage of progress from the 
pioneer work of Professor Main, Ancient 
Law, but it lacks the charm of that classic. 
C. H. Maxson. 


Foreign Governments at 
Work. -Pp. 84. Oxford University 
Press, 1921. 


This brief booklet of. eighty-four pages 
aims to give for study classes a summary of 
the outstanding features of the government 
of France, Germany and the United States. 
The author holds that institutions are alike 
the world over, mainly through imitation. 
The Declaration of Independence and the 
movement for political rights which fol- 
lowed, swept the world; everywhere parlia- 
ments were formed. So also the great 
drive for economic democracy has already 
spread over wide sections in Whitley Coun- 
cils, Works’ Councils and Soviets: With 
these two standards of political and eco- 
nomic democracy in mind, the author ex- 
amines briefly the government of each of 
the countries named. Although it seems 
well nigh impossible to do so im eighty 
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pages, he gives us a fairly intelligible and 
useful impression of both the mechanics 
and the spirit of each*government. His 
tone is impartial, his judgment fair and his 
style interesting. The booklet,is by far 
the best and most useful survey of the sub- 
ject thus far offered in such brief compass. 


Haskins AnD Logo. Some Problems of the 
Peace Conference. Pp. 307. Price, 
$3.00. Harvard University Press, 1920. 


Of all the books relating to the Paris 
Conference, the volume published by Pro- 
fessors Haskins and Lord gives the clearest 
insight into the problems confronting the 
Conference and the difficulties encountered 
in their solution. Whether dealing with 
Alsace-Lorraine, the Rhine and the Saar, 
Poland, Austria, or Hungary, there 1s 
evident in every chapter the broad grasp of 
the thorough historical student, as well as 
a keen insight into the larger political ele- 
ments of the situation. No other book 
gives so clear a view of the difficulties con- 
fronting the American Delegation to the 
Peace Conference in endeavoring to secure 
an equitable settlement. 


JoNES, CHESTER Luoyp. Mexico and Its 
Reconstruction. Pp. x, 819. Price, 
$3.50. New York: D. Appleton & Co., 
1921. l 


_ The past few years have witnessed a 
flood of books on Mexico. Of those in 
English, the discerning reader might count 
upon the fingers of one hand all that he 
thought worth while. If he did so, he 
could hardly omit the present volume. 
Yet it owes its inception and its subject 
matter to sources that are often charged 
with insidious propaganda against the well- 
being of our southern neighbors. 

Some four years ago a prominent oil pro- 
ducer financed a project, for a careful study 
of the “Mexican problem.” A foundation 
thus supported would naturally be termed 
capitalistic in its leanings, and its work was 
also hampered by the not unnatural ill- 
favor shown by the Mexican executives of 
that day. Yet the men and women who 
worked under its auspices succeeded in 
bringing together a mass of valuable mate- 
rial as a result of their researches in libra- 
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ries and government repositories, from per- 
sonal interviews, and by means of brief 
visits to Mexico itself. Some of this would 
serve as an excellent antidote to better- 
known partisan investigations, but, unfor- 
tunately, much of it has not yet been 
utilized. The few volumes that have ap- 
peared, like the present, show that the 
promise of the sponsor to give the indi- 
vidual writers perfect freedom to express 
the truth as they see it has been carried out. 
It is well to note this fact because in other 
instances ill considered charges to the con- 
trary have too readily been made. 

The content of the present. volume is 
predominantly economic. It is essentially 
“practical,” closely resembling the author’s 
companion book dealing with Carribean 
lands. Its table of contents shows that he 
has made excellent use of the resources of 
the foundation. None of the chapters are 
general in character, but the first two serve 
to introduce the others. Three are de- 
voted to the government of the country 
and as many to its finances. The Mexican 
laborer is given four, in all of which his 
economic status is emphasized, and an equal 
number treat of commerce, transportation 
and industry. Of those remaining, one 
deals with colonization, two with the for- 
eigners, one with border problems, past and 
present (but not those involving to any 
extent the deeper human elements), and one 
with the general relations between Mexico 
and the United States. 

The author tells a straightforward story 
and he is not unduly didactic or distress- 
ingly pessimistic. He has no sovereign 
remedy for Mexico’s ills, but he makes 
clear what many of them are. He presents 
few conclusions and those largely by indi- 
rection. His data will. not permit much 
else. His footnotes and bibliography show 
a definite purpose to master the details of 
his subject, and he packs these details into 
his chapters in surprising abundance. His 
book will prove a valuable storehouse of 
information for the phases that he em- 
phasizes, and, within the economic limits 
that he has set for himself, a welcome 
guide. A good index and a small map 
showing the political divisions and produc- 
tiveness of Mexico add to its usefulness. 

Isaac J. Cox. 
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WESTERFIELD, R. B. Banking (Principles 
and Practice. Pp. xxxii, 1370. In five 
volumes, not sold separately. Price, 
$12.00. New York: The Ronald Press 
Co., 1921. 


Most books on banking may be divided 
into two classes, the first consisting of those 
which present the theoretical principles of 
money and banking and the .history of 
banking and currency in the United States 
prior to the passage of the Federal Reserve 
Act. Chapters on the chief foreign bank- 
mg systems are often included because of 
their bearing on the question of banking 
reform in the United States. To the busi- 
ness man. books of this type have seemed to 
overemphasize the theoretical and histor- 
ical aspects of the subject; they have 
failed to answer for him many practical 
questions: concerning his own relations 
with the financial organization. The sec- 


ond type has gone to the opposite extreme, 


and by placing chief emphasis on the prac- 
tical details of bank operations and account- 
ing, has almost entirely ignored the provi- 
sion of a background. Books of this type 
fail to show that our modern banking sys- 
tem is the product of evolution, and that 
it performs valuable economic services. 
These five volumes by Professor Wester- 
field embody an attempt to combine the 
theoretical with the practical approach in 
“a comprehensive description of the bank- 
ing system of the United States,” a task 
impossible to accomplish within the limits 
of a single volume. 

The author aims “to present so much of 
the historical and genetical background of 
institutions and practices as will give them 
a true setting and explain their fundamental 
nature,” and to achieve “‘an intimate corre- 
lation of banking theory and banking prac- 
tice, giving in the first volume the under- 
lying theory of money, credit, and banking 
as a prerequisite to an effective presentation 
in the remaining volumes of the organiza- 
tion and practice of the system as a whole, 
and of the individual member of that sys- 
tem, and indicating at every opportunity 
in the treatment of the internal and exter- 
nal operations of a bank the theory under- 
lying the practice.” These aims are suc- 
cessfully realized on the whole, though it 
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should be said that many more chapters 
are devoted to description than to analyt- 
ical discussion of the economic issues in- 
volved in the evolution and present tend- 
encies of our banking system. 

The presentation of the theoretical prin- 
ciples of money and banking conforms 
closely to the traditional treatment, with 
due recognition, however, of recent erit- 
icism of some of the tenets of the older 
writers on this subject. There are many 
controverted issues, for instance, the value 
of government guaranty of bank deposits, 
upon which the author expresses no definite 
opinion, contenting himself with a state- 
ment of the question and the chief arfu- 
ments proandcon. At the present time of 
experiment and change in financial organi- 
zation, dogmatic assertions are admittedly 
unjustified and dangerous, but the writer 
feels that Professor Westerfield has let slip 
opportunities to educate public opinion 
by his failure to make definite recommen- 
dations in regard to many unsettled prob- 
lems, For example, the vital question of 
the discount policy of the Federal Reserve 
Board is treated so briefly that the reader 
is not impressed with its direct bearing 
upon the material well-being of the coun- 
try. 

The second volume is chiefly concerned 
with the Federal Reserve System, and the 
remedies it applies to the defects of our old 
banking structure. The third and fourth 
volumes describe minutely the internal 
organization of a bank, and the routine 
work of the various departments. In the 
fifth volume there is a complete account of 
the “foreign division” of a bank and a con- 
centrated treatment of the elements of for- 
eign exchange. In view of our newly 
awakened national interest in foreign trade 
and the general ignorance of business men 
regarding the methods of financing imports 
and exports, this timely volume fills a real 
need. 

The value of this work to the economist 
does not lie in any original contributions to 
the body of accepted theory, or in any new 
analysis of current problems, but in the im- 
mense store of information here gathered 
togethér and systematically arranged, 
which will be as useful to him as to the busi- 
ness man, to whom the appeal of the book 
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is:primarily directed. For the latter this 
is both a reference work and a treatise on 
banking, with enough sotind theory to pro- 


vide that background usually lacking in 


“practical” books. é 

It should be noted, in conclusion, that 
many illuminating charts and graphs are 
scattered through the volumes, and that 
much valuable statistical material is incor- 
porated in the text. Reference to any 
particular topic is made easy by a table of 
contents and index for each volume in addi- 
tion to the general index. 

Morean B. CUSHING. 


NıcHorsox, J. Sareup. The Revival of 
Marxism. Pp.145. Price, $2.25. New 
` York: E, P. Dutton and Company, 1921. 


Revival of socialistic discussion during 
and since the War has very naturally and 
properly brought with it a considerable 
amount of literature on the subject. Two 
of the most interesting and valuable have 
been Loria’s Karl Marz and Nicholson’s 
The Revival of Marxism. 

Professor Nicholson, after an introduc- 
tory chapter entitled “Causes of the Re- 
vival” utilizes the recent bitter controversy 
between Nikolai Lenin and Karl Kantsky 
as a starting point, contrasting the views of 
these two disciples of Marx. The conserv- 
atism of the author inclines him, of course, 
to the views of Kantsky. 

This does not mean, however, any sym- 
pathy with socialistic theories, for the bulk 
of the volume is devoted to a criticism of 
one after another of the leading Marxian 
theories—the2 nature of the proletariat, the 
State, the two phases of communism, the- 
ories of value, profits, wages, etc. The 
attack on the various theories is well stated, 
clear and effective. ‘To those familiar with 
the subject there are no new ideas pre- 
sented, but this was of course not intended. 
A conveniently arranged and concisely 
stated summary of the weaknesses of social- 
ist theory is a valuable addition to the 
literature of the subject. 

One could wish, however, that the sub- 
ject had been approached a little differ- 
ently. It is very doubtful if there is any- 
thing to be feared from any general accep- 
tance of the orthodox Marxian views. If 
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socialism today is a movement of any sig- 
nificance, it is not because of an unqualified 
belief in Marx. The leaders of the move- 
ment have qualified his doctrine in many 
ways, and, what is more important, their 
effectiveness lies largely in their denuncia- 
tion of capitalistic weaknesses and in their 
picture of abetter organization for thefuture. 

What is greatly needed is a volume that 
will effectively picture, first, the fact that 
so-called capitalism is itself a rapidly 
changing form of organization, and second, 
show us what promises, if any, the conserv- 
atives can give us of a considerable and 
rapid improvement in our economic wel- 
fare. It is the failure of capitalism to pic- 
ture and enthusiastically work for a better 
order that gives strength to many of the 
attacks against it. 

Ernest M. PATTERSON. 


Frrepman, Erssa M. International 
Finance and Its Reorganization. Pp. xh, 
703. Price, $7.00. New York: E. P. 
Dutton and Company, 1922. 


This is the fifth of a valuable series of 
volumes by the same editor. One of their 
merits is that the selections used are not 
presented in a disjointed manner, but are 
well woven together and thus made much 
more valuable for private reading and for 
class use by teachers. 

The ground covered is a wide and com- 
plex one, but is divided into two mam parts: 
(A) The Effects of the War and (B) Factors 
in the Financial Reorganization. A little 
arbitrarmess in arrangement can well be 
ignored under the circumstances. The 
editor’s decision not to include the experi- 
ences of too many countries, but to limit 
himself to the best known and (to us) most 
important—England, France and Germany 
-—is to be commended. 

Two other features are to be noted.’ One 
is the discussion in the second section, 
which is on “reorganization,” of a series of 
topics that combine well both current in- 
terest and long-run value. This is partic- 
ularly difficult in a volume that is of imme- 
diate importance, for many topics of great 
interest today will of course be forgotten 
in a few years. Capital levies, national 
bankruptcies, cancellation of debts, the 
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German indemnity, the recommendations 
of the Brussels Financial Conference, inter- 
national loans and the relative importance 
of New York and London as financial cen- 
ters are matters of continuig interest. 
On the other hand, the brief space given to 
the foreign exchanges is to be commended 
because of the fact that they are merely 
barometers of trade. 

The second feature to be emphasized is 
the generous inclusion of historical and the- 
oretical material. This decision also adds 
both to the present and to the future value 
of the volume. Many current books are 
greatly lacking in perspective, and are very 
soon of little value. This danger has been 
greatly modified in this instance by the 
choice of material. 

Ernest M. PATTERSON. 


Rosinson, Louis N. Penology in the 
United States. Pp. ix, 344. Price, $3.00. 
Philadelphia: The John C. Winston 
Company, 1921. 


With the exception of the revision of 
Wines’ Punishment and Reformation, there 
has been no comprehensive study of our 
penal institutions, so far as I recall, since 
the original edition of which appeared near 
nearly thirty years ago. This fact alone 
would make the present volume worthy of 
note. Moreover, it is written by a man 
who has long been a student of crime and 
who has had practical experience as Chief 
Probation Officer in Philadelphia for some 
three years; who has served on a prison 
commission, and who has already written 
a book on The History and Organization of 
Criminal Statistics in the United States. 

It is a pleasure to discover that the au- 
thor has shown along with accurate knowl- 
edge of past conditions and earlier litera- 
ture on his subject, a wide breadth of 
information as to existing institutions and 
methods and has been able to combine 
these in an interesting and stimulating sur- 
vey. He appreciates the difficulties under 
which prison officials labor and yet is able 
to criticize. His fairness of view will com- 
mend him to all readers. 

Beginning with a sketch of the theory of 
punishment, he passes to the local jail and 
‘lock-up and on to the various types of 
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state inStitutions both for children and 
adults. He then, considers prison labor, 
the compensation of prisoners, probation 
and parole, the problems of management 
and supesvision and closes the book with a 
carefully selected bibliography. 

It is impossible here to digest the entire 
volume but we may indicate the next steps 
favored by Dr. Robinson. 


1. The socializing of our criminal courts, 
that is, making them, as are our juvenile courts, 
interested not alone in determining guilt or inno- 
cence but in learning what to do with the of- 
fender. 

2. The further development of probation or 
some system of indenture, so that every court, 
instead of only a few, may have this excellent 
bit of machinery ready at hand to use with those 
cases for which it is peculiarly suited. : 

3. The establishment of institutions-for special 


-types of offenders. 


4, The elimination of county and municipal 
jails as places of detention forsentenced prisoners. 

5. Making easy the transfer from one penal 
institution to another, and from penal institu- 
tions to those commonly known as charitable. 

6. The abolition of the death penalty. 

7. Making the goal of prison administration 
the development of character. 


Perhaps the most interesting suggestion 
of the author is that prisons should be un- 
der the supervision of the educational 
department of the state, inasmuch as they 
are fundamentally educational in character 
now that we have passed the time when 
punishment as such was the dominant idea in 
ourminds. Thisidea deserves consideration. 

When one recognizes the difficulties 
caused by the divergent practice in our 
various states, it is easily seen that it is 
hard to give a brief and yet accurate sur- 
vey of the entire country. Whatever our 
opinion as to the specific suggestions of the 
author he has placed us all under deep obli- 
gation. The book should be read by all- 
who are in any way connected with the 
treatment of criminals. 

CARL KELSEY. 


RerNnsca, PAUL SAMUEL. An American 
Diplomat in China. Pp. xi, 396. 
Price, $4.00. New York: Doubleday 
Page and Company, 1922, 


This volume by Dr. Reinsch, who was 
American Minister at Peking from 1913 to 
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wee with extraordindry inter- 
wy all those who haye a knowledge of 
-political conditions in the Far East and of 
. Chinese political personalities. It will be 
of ‘interest to others but it ise doubtful 


whether from its pages they will be able to 


gain a connected and consistent idea of 
what happened in China during the years 
that are covered. It is evident that the 
volume has been prepared by Dr. Reinsch 
from his notes, kept from day to day, and, 
while this method gives a vivacity to some 
of his pages, it does not yield the definite 
‘results that might have been obtained had 
particular topics been selected and fully 
treated in separate chapters. 

That Dr. Reinsch was an able represen- 
tative in China of American diplomatic 
intérests there can be no doubt. The re- 
viewer was several times in Peking, for 
considerable periods of time, while Dr. 
Reinsch was there, and can testify to the 
general respect with which he was regarded 
by the entire diplomatic body. He was 
also held in high esteem by the Chinese 
who seemed to have no doubt as to his sin- 
cere desire that their country should be 
justly and even benevolently dealt with by 
the other powers. It was a great grief to 
Dr. Reinsch, which he does not hesitate 
to express, when the American government 
failed at Paris to support China’s plea for 
the restitution to her of the German rights 
in Shantung, and this, together with other 
disappointing acts of his government, led 
to his resignation in 1919. 

In many places there are illuminating 
comments by Dr. Reinsch upon conditions 
in China—comments which show his keen 
powers of analysis and appreciation. These 
were to be expected of the author of the 
volume, Intellectual and Political Currents 
in the Far East. But the outstanding im- 
pression which one gains from the volume 
is the ruthlessness with which Japan has 
pursued her policies in China and in the Far 
East generally. Dr. Reimsch does not 
mince words as to this. “‘The Japanese 
were ready to take advantage of and to 
aggravate any weakness which might exist 
in Chinese social and political life. They 
would fasten like leeches upon any sore 
spot,” is one of his statements. “The 
whole course of Japan in China during the 
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Great:War alarmed both Chinese and for- 
eigners,” is another. ‘Japanese imperial- 
istic politics with its unconscionably ruth- 
less and underhanded actions and its fun- 
damental lack of every idea of fair play,” is 
still another. To those face‘to face with 
what Japanese militarism has been doing 
to Continental Asia, he says, there is left 
no doubt of its sinister quality—“Japan 
herself needs to be delivered from it, for it 
has used the Japanese people, their art and 
their civilization, for its own evil ends. 
More than that, it threatens the peace of. 
the world. If talk of ‘a better understand- 
ing’ presupposes the continuance of such 
aims and motives as have actuated Jap- 
anese political plots during the past few 
years, it is futile. What is needed is a 
change of heart.” 

Following this last considered opinion, 
Dr. Reinsch reproduces at some length the 
substance of a memorandum upon which, 
he says, he based a cabled statement to the 
President of the United States of China’s 
vital relation to future peace. The re- 
viewer does not remember having before 
seen, from the pen of an American diplo- 
matic official, an indictment so scathing of 
another country. It is to be hoped that, 
with the Washington Conference, there has 
come to Japan that change of heart which > 
Dr. Reinsch declares to be so necessary. 
~ "W. W. WILLOUGHBY. 


Lrıncorn, Epmonp Earur. Problems in 
. Business Finance. Pp. l, 525. Price, 
$5.00. Chicago: A. W. Shaw Company, 
1921. 


Professor Lincoln has made a note- 
worthy contribution, not only to the list 
of textbooks in the field of finance, but also 
to the literature of the subject. Frankly 
abandoning the field hitherto occupied by 
the list of manuals which deal with cor- 
poration finance, banking and similar 
topics, he has addressed himself to the 
study of the problems of the medium sized 
and smaller industrial concerns, which con- 
stituted, he says, in 1914, 98.6 per cent of 
the total number of manufacturing con- 
cerns in the United States, producing more 
than 52 per cent of value in products. 
Professor Lincoln believes that the financ, 
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ing of railroads and public utilities, to 
which might also be added the financing 
of the larger industrials, present “‘a rea- 
sonable degree of standardization.” The 
financial principles which should govern 
the management of the smaller manu- 
facturing, trading and financial concerns 
have not been, in his opinion, sufficiently 
investigated. 

He begins his discussion with a general 
survey of the field, which summarizes the 
more important rules of financial manage- 
‘ment in the launching of the concern, its 
growth, and its current management. 
These rules are familiar, indeed almost 
axiomatic. They have been discussed at 
length in numerous manuals, a list of which 
the author furnishes. No attempt at any 
original contribution is apparently made, 
and, indeed, this introductory chapter 
seems to go no further than to suggest the 
necessity of carefully studying the various 
manuals which deal intensively with the 
topics indicated. 

Beginning with chapter two, however, 
` we find a long list of problems covering the 
following topics: financial consideration 
involved. in beginning a business; problems 
of raising fixed capital; problems of raising 
working capital; problems of internal 
financing, and financial aspects of produc- 
ing and selling; the administration of earn- 
ings, and the handling of financial diffi- 
culties. Each of these topics is developed 
by a series of problems which are drawn 
from the financial experiences of a large 
number of business men and bankers, more 
than one hundred and twenty-five different 
kinds of businesses and industries bemg 
represented, and hundreds of separate con- 
cerns. Some of these eases are familiar to 
those who follow the financial news, as, for 
example, the method of extending the cus- 
tomer ownership of the United Drug Com- 
pany; the methods of promoting employe 
ownership; the vicissitudes, of the Good- 
year Rubber Company; Mr. Ford’s recent 
experiences; the financing of the Export 
Copper Trade; and the dividend policy of 
the American Telephone and Telegraph 
Company. Most of the problems are, how- 
ever, presented for the first time. A speci- 
men of the author’s method is shown in the 
following problem which deals with the 
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question: Shall Competitors 
with Surplus Funds? 


The Z Cotton Manufacturing Comp 
itself heavily stocked with raw cotton 
time when sales began to slump. The ma. 
ment, feeling less optimistic than its competit. 4, 


_ began to protect itself against the probable drop 


in prices by selling its cotton for future delivery, 
when there seemed to be no market for the fin- | 
ished goods. Accordingly, within a few months, 
while the competing mills were without orders 
and had all their resources tied up m inventory 
bought at top prices, the Z Company had cleared 
out practically all of its inventory, had a large 

-amount of cash on hand, and’was ready to buy 
raw cotton at the bottom of the market. «The 
president of the Z Company says that several 
questions having to do with the financial policy 
of the company are now being considered by his 
organization: 

A. Shall the Z Company cut its prices on cot- 
ton cloth to a point where many of its compet- 
itors will be forced into bankruptcy? 

B. Should the Z Company use some of the 
surplus funds which it now has to buy out its 
failing competitors? 

C. Assuming that the Z Company is agreeable 
to purchasing some of the competing mills, pro- 
vided it can get them cheap, the question is 
raised, “When is a cotton mill cheap?” 

At the present time it would cost two or three 
times as much to reconstruct a mill as before the 
war. 

(a) Would a mill, therefore, be worth buying 
if it could be taken over at the pre-war cost of 
reproduction, less depreciation? 

(b) Even if this low figure could be secured, 
would it be,a wise financial policy to buy out 
competitors? 

QuESTIONS. 


l. What advice would you give the president 
of the Z Company on the various questions 
raised by him? 

2. If you do not advise the buying up of com- 
petitors, just what would you advise the Z Com- 
pany to do with its surplus? 

3. Do you think it advisable for a concern to 
follow a “fluctuating” dividend policy, or is it 
wiser to keep the common stock dividends fairly 
even from year to year? Does the nature of the 
business or the extent and character of its own- 
ership affect your decision? 


At the end of each of the problems the 
author presents certain suggestive ques- 


` tions as shown above. These are very 


general in nature and are calculated to 
stimulate discussion. ‘ 
The volume concludes with a statistical 
» 
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appendix which is arranged to pafallel the 
chapters in the book in order to assist the 
student in the solution of the problems 
presented. 

Professor Lincoln modestly corfesses the 


existence of numerous shortcomings in the 
work and invites criticism. Criticism of a. 


book which covers so extensive a field and 
develops so much new material, at ‘an 
expense of time and energy which only 
those who have done similar work can 
appreciate, would be ungracious. A sug- 
gestion may, however, be ventured. 

The problem method has been used in 
. advanced classes in the Wharton School of 
Finance and Commerce of the University 
of Pennsylvania for many years. The aim 
in this work has been to give the student 
facility in devising methods of accomplish- 
ing certain results, rather than to encourage 


him to pass judgment on the expediency of" 


the various devices employed, which seems 
` to be the general plan on which Professor 
Lincoln’s book has been constructed. For 
example: 

“A public service corporation desires to 
borrow money to finance purchases of 
equipment. In the face of certain rigid 
mortgage restrictions, how can this be ac- 
complished?” Or, “The Supreme Court 


309 


has ordered a corporation to be dissolved 
on the ground of violation of the Sherman 


Anti-Trust Law. How can this dissolution 


best be accomplished?” 

Professor Lincoln’s method is, rather, to 
present the facts, and the methods em- 
ployed, and then to ask the student to 
express his opinion as to the strength or 
weakness of the methods employed, or the 
justification of the action taken, or the 
merits of an alternative plan. 

The reviewer has had only a limited 
opportunity to utilize Professor Lincoln’s 
problems. So far as his experience ex- 
tends, and basing his opinion upon the 


‘interest shown by the students m these. 


problems as contrasted with those formerly 
used, he is inclined to give the preference 
to those prepared by Professor Lincoln. 
At the same time, he does not believe that 
the problems which force the student to 
devise financial expedience can be disre- 
garded, since, after all, advanced students 
in these subjects are more likely to be 
active agents than critics and commen- 
tators. : 

Probably a combination of the two types 


of problems will, in the long run, be found 


the most satisfactory. 


E. $. MEADE. 
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relation of bench and bar, 22, 30, 32, 254; 
sovereignty and the bench, 31-2. 

Jupces, Tae NEED ror STANDARDS or Ernrcs 
For. Edward A. Harriman, 29-33. 

Judicial ethics: necessity for, 30-1; present sta- 
tus of, 30; proposals for code of, 27-9. 


Kansas Code of Ethics for Newspapers: advertis- 
ing, 181-2, 286-8; character of, 180-1; circula- 
tion, 183-4, 288; for the editor, 186-7, 291—4; 
for the publisher, 181-6, 286-91; news, 184- 
6, 289-91; proposal and adoption, 179. 

Kansas Cops or ETHICS ron NEWSPAPERS, THE, 
286-94. 

Kansas Cop or Eruics ron Newspapers, Tae 
Practice or THE. Alfred G. Hill, 179-88. 

King, Cuxyps L. Foreword, vii-ix. 

Koun, Ropert D. The Significance of the Pro- 
fessional Ideal, 1-5. 


Law: admission to practice, 40-1, 44-5; nature of 
the legal profession, 16, 18-9, 38-9; theory of 
‘universal right to practise, 16-8. 

Law teachers, 40-1, 42-4, 

Lawyers: codes, 25-6, 254-60; in corporations, 
43-4, 46-8; legal education, 40-1, 42-3; 
organizations among, 19-21, 35, 37; profes- 
sional obligations of, 25-6, 41-2, 47-8; relation 
of bench and bar, 22, 30, 31, 82, 254; regulation 
of conduct, 35-6, 41-2; training of, 40-1, 
44-5. See Legal ethics. 

Lawyers, Group ORGANIZATIONS ÅMONG. 
Herbert Harley, 33-44. 


Legal ethics: Canons of American Bar Associa-~~ 


tion of judges, 22, 30, 32, 254; enforcement o 

35-6, 41-2; fiduciary principle, 47-8; liti 

tion, 257, 258-9; mission of, 39-40; ne 
„education in, 23, 25; relations with clie 


A 


tion, 21, 25-6, 254-60; definition of, 29; y 
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256-7; relations in court, 254-5, 257; relations 
with jury, 257-8. 

Lecar Ernics, A SELECTED BrsuioGRAPaY ON, 
48-50. 

Legal ethics clinic, 35-7. 

Lecar Proression, THe Erarcsor tun. Henry 
W. Jessup, 16-29. 

Librarian’s ethics: early signs of a code, 138-9; a 
proposed code of, 140-6. 

Librarian’s profession: nature of, 138, 142; public 
interest and, 140, 142. 

LIBRARIANSHIP, * Tae Ernuics oF. 
Knowles Bolton, 138-47. 

Lorca, Emit. The Architectural Student and 
His Relation to Professional Practice, 114-20. 


Charles 


Maciver, R. M. The Social Significance of 
. Professional Ethics, 5-12. 

Mechanical engineer: code of, 271-3; history of 
code of, 73-6; organizations of, 68, 70, 72, 73; 
ownership of records and data, 272; relation to 
client or employer, 271-2; relation to engineer- 
ing fraternity, 273; responsibility to society, 
73, 272-3. 

MECHANICAL Enornser, TuE ETHICS OF TRE. 
Calvin W. Rice, 72-6. 

Mepary, M. B. Public Interest and the 
Architect, 105-7, 

Medical ethics: duties to other physicians, 262-4; 
to the patient, 260-1; to the profession, 261-2; 
enforcement of, 52, 58; Principles of, of the 
American Medical Association, 52, 260-5; 
public interest, 51, 264-5; purpose of, 51. 

Medical profession: admission to, 57-9; nature 
of, 51. 

Menren, E. J. Ethics in Journalism, 169. 
Ministerial ethics: lack of formal code, 147-9; 
principles of, 150~2; service motive, 149-50. 
Ministers: ethical principles of, 150-2; organiza- 

tions, 151; training, 148. 

Ministry, profession of: admission to, 149; nature 
of, 147-9; public interest and, 149-50. 

Ministry, Tue Evuics or tue. S., Z. Batten, 
147-152. 

Moxey, E. P. Ethics of E EE 196-202. 


National Association of Credit Men, 208~11. 
National Dental Association, 59-60. 
National Vigilance Committee, 214, 216, 220. 
NEED ror STANDARDS oF ETHICS ror JUDGES, 
THe. Edward A. Harriman, 29-33. 
oe leecher Harn ES. Ethics of the 
ngineering a -85. 


Newspanag i a written code, 
malists, 173-4; 


ihe! nde. 
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Newspapermen: See Journalists. 


NEWSPAPERS, Tue Practice or tae KANSAS O 


‘Cops or Erurcs ror. Alfred G. Hill, 179-88. 

Norms, Henry H. The Ethics of Industrial 
Publishing, 188-96. 

Nurses anD Prarmacists, Tae PROFESSIONAL 
ORGANIZATIONS, TRAINING AND ETHICAL 
Copes or Puystcrans, Dentists. A. D. 
Whiting, 41-67. 

Nursing profession: admission to, 65-6; ethics, 
265; nature of, 63; organizations, 63-4. 


Oregon Code: advertising and circulation, 286; 
application of principles of, 177-9; character 
of, 176-9; proposal and acopton of, 176; 
public service, 285-6. 


OREGON Copr`oF ETHICS ror F THE, ` 


283-6. 7 
ORGANIZATIONS AMONG LAWYERS, GROUP. 
Herbert Harley, 33-44. "i 


Pennsylvania State Education Association, 122, 
123, 124-6. 

Pharmacists: organizations among, 66-7. See 
Code of Ethics of the American Pharmaceutical 
Association. 

Prarmacists, THE PROFESSIONAL OrcANtzA- 
TIONS, Trame AND ErmcaL Coprs or 
Prysicians, Dentists, Nurses ann. A. D. 
Whiting, 51-67, 

Physicians: admission to practice, 57-9; organ- 
izations among, 51-7. See. Medical ethics. 
Principles of Medical Ethics of the American 
Medical Association, 

PHYSICIANS, Dentists, Nurses AND PHARMA- 
cists, THE PROFESSIONAL ORGANIZATIONS, 
Trama anp ErnicaL Coprs or. A. D, 
Whiting, 51-67. 

Practice oF rar Kansas Cope or Eraics ror 
NEWSPAPERS. Tue. Alfred G. Hill, 179-88. 

PRINCIPLES or ACADEMIC FrreepoM AND TENURE 
OF THE AMERICAN ASSOCIATION OF UNIVERSITY 
Prorrssors. F. S. Deibler, 127-87. 

Princes ór Mepicat ETHICS or tae AMERI- 
can MepnrcaL Assocration, 260-5, 

_ PRINCIPLES or PAARMACEUTICAL Eraics Pro- 
POSED By CHARLES LA WALL ror ADOPTION BY 
THE AMERICAN PHARMACEUTICAL Assocra- 
TION, 268-71. 

PRINCIPLES OF PROFESSIONAL Panened OF THE 
AMERICAN INSTITUTE or ARCHITECTS, 277-81. 

PROCEDURE IN Deville ETHICAL STANDARDS 


ADOPTED BY OCIATION OF 
ENGINEERS iama 
Professiogd 


THE ANNALS OF THR AMERICAN ACADEMY 


169, 204; interprofessional coöperation, 1-2, 
163-4, ° 

PROFESSION OF Commmncn IN THE Maxine, THE. 
F. M. Feiker, 203-8. l 

Professional ethics: distinction ‘between business 
standards and, vii-vili, 6-7, 221; interpro- 
fessional coöperation, 1-2, 18-4, 163-4; 
necessity for, vii, 39, 58-9, 62, 65, 76; prob- 
lems of enforcement, 20, 21, 23, 35-6, 41-2, 
83-4, 87, 89-90, 110-4, 126, 199-200; self- 
advertising, 258, 261, 266, 274, 279, 298; serv- 
ice motive, 2-8, 4-5, 6-7, 10-11, 18, 24, 29, 
51, 69, 121, 142, 149-50, 158, 165, 169, 171, 
204. ` 

Pona Exntcs, Tu SOCIAL SIGNIFICANCE 
or. R.M. MacIver, 5-12. l 

PROFESSIONAL IDEAL, THe SIGNIFICANCE € OF THE. 
Robert D. Kohn, 1-5. 

Professional organizations: | architects, 108; 
business men, 208-11, 211, 214-5, 221-2, 228- 
80; dentists, 59-62; engineers, 79-81, 82-4, 87, 
98-9; lawyers, 19-21, 35-8; librarians, 138; 
nurses, 63-4; pharmacists, 66-7; physicians, 


51-7; social workers, 159, 160-1, 165; teachers, -. 


122, 127. 

PROFESSIONAL. ORGANIZATIONS, TRAINING AND 
Ermican Copes or Puysicrans, Dzwrists, 
Nurses anb Psarmacists, Tur. A. D. 
Whiting, 51-67, 

Professional training: architects, 115-9; dentists, 
60-1, 62-3; engineers, 86, 97-8; journalists, 
171-2; lawyers, 40-1, 44-5; ministers, 149; 
nurses, 65-6; physicians, 57-9; social workers, 
160, 161-3, 165. 

Professionalizing of business: codperative as- 
sociations for the, 208-11, 211, 214-5, 221-2, 
228-30, 235-6; developments in Department . 
of Commerce, 206-7; journalism as force in,, 
206; new techniques, 205-6; trade- ‘association 
as agent in, 204-5. 

Proressions, Tun INTERRELATIONS OF THE. 
Charles Harris Whitaker, 12-6. 

Prorosep Cope OF ETHICS FOR ALL ENGINEERS, 
A. A. G. Christie, 97-104. 

Public interest: architect and, 105-7; engineer 
and, 69, 70, 84-5, 89, 272-3; journalist and, _ 
169, 171; librarian and, 140, 142; physician 
and, 51, 264-5; professions and, vii, 2-8, 4-5, 
6-7, 10-11, 14; social worker and, 158, 165. 

PUBLIC ĪNTEREST AND THE ARcurrect. M. B. 
Medary, 105-7. 

Public service: distinction from other professions, 
153, 154; nature of, 152, 153. ` 

Public service ethics:. conditions necessary to. 
formulation of code, 153-5; general character 
of any code of, 155-6; lack of written code of, 
153; a proposed code of, 156-7. 

1C Service, Ersics In TRE, William <<, 
her, 152-7. 


InpEx 


Rice, Carvin W. The Ethics of the Mechanical 
Engineer, 72-6, 


Rotary: campaign ‘for better*business standards, ` 


229-36; organization and objects, 228-30. 


SELLERS, Horace W. The Ethical Stdnderds of 
the Architects and the Procedure for Their 
Enforcement, 108-14. 

SHALL Corporations Be AUTHORIZED TO PRAC- 
TISE ENeawNErRNG? William J. Wilgus, 94-7. 

SIGNIFICANCE OF THE PROFESSIONAL IDEAL, THE. 
Robert D. Kohn, 1-5. 

SimpLe Cope or Business Ernics, A. Edward 
A. Filene, 223-8. 

SOCIAL SIGNIFICANCE OF PROFESSIONAL Eruca, 
Tar. R. M. Maciver, 5-12. 

Soctau VALUE OF A CODE OF ETHICS FOR JOUR- 
NALISTS, Tue. E. W. Allen, 170-9. 

. Social work: development of, 159-60; interpro- 

. fessional coöperation, 163-4; justification of, as 

profession, 158, 163, 165, 167; nature of, 158; 

need for organization, 158, 166; professional 

requirements- for, 160, 161-2, 165; service 

motive, 158. i 

` Social workers: organizations, 159, 160-1, 165; 
professional ethics for, 167-8; training, 160, 
161-3, 165. 

Social worker’s ethics: lack of code, 167; a pro- 
posed code, 168. 

STANDARDS OF EDITORIAL Practice ADOPTED 
BY THE EDITORIAL CONFERENCE or THE New 
York Business PUBLISHERS ASSOCIATION, 
296-7. 

STANDARDS OF PRACTICE ÅDOPTED BY THE 
American , Business PUBLISHERS, INCOR- 

` PORATED, 296, 

STANDARDS OF Practice or THe BRITISH As- 
SOCIATION OF TRADE AND TOPENIE, JOUR- 
NALS, 297. 


w 
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Sze, Sao-Ku ALFRED. The Future of Chinese 
Democracy, 242-9. 


TEACHING Proresston, Cones or ETHICS ror 
THE. George Gailey Chambers, 121-7. 

Teachers: academic freedom, 127, 128-9, 132-4; 
academic tenure, 134-6; organizations, 122, 
127; public mterest and, 121, 123, 129; train- 
ing, 121-2, 129. 

Teacher’s ethics: appointments and promotions, 
282; codes, 122-3, 123-6, 281-3; contracts, 
282; relations to parents, 282-3; relations to 
publishers, 283; relations to supervisory of- 
ficers, 282. 

Teaching profession: admission to the, 121-2; 
nature of the, 121, 123, 129-30. 

Trecor, J. H. The Canons of Commercial 
Ethics, 208-11. 

Tsar, ApMirAn. China and Her Reconstruc- 
tion, 240-2. 

Trust companies: in legal capacity, 46-8. 

Truth-in-Advertising Movement: Better Busi- 
ness Bureaus, 214-20; development of ad- 
vertising corscience, 212-8; Model Statute, 
214, 220; Nazional Vigilance Committee, 214; 
origin of, 211, 214; strides made by, 220. 


Untawrot Practice or tos Law Must Be 
Preventrep. Julius Henry Cohen, 44-8. 

WHITAKER, Cuartes Harris. The Interrela- 
tions of the Professions, 12-6. 

Wartine, A.D. The Professional Organizations, 
Training and the Ethical Codes of Physicians, 
Dentists, Nurses and Pharmacists, 51-67. : 

Wireus, Wittram J. Shall Corporations Be 
Authorized to Practise Engineering, 94-7. 

Wittovcupy, W. W. China, Our Chief Far 
East Problem, 237-40. 
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CONCORD, NEW HAMPSHIRE 
i An I mprint that Travels Afound the W orld Every Month in the Year. 


% 7 


- 


This is not-ah advertisement. It is a commemo- 
ration, Tt is'ʻalso an appreciation of a group of 
important patrons, one of whom is the American 


Academy of Political and Social Science, whose ` 
monthly periodical, The Annals, is made“ by | 


The Rumford Press. 


Entire plant of The Press has Just been installed 
in the new building illustrated above. It is a cm- 
pletely fireproof structlire of cement and steel, 
four stories in height, 80 by 180 feet, equipped 
with every “possible improvement. that skill and 
experience can suggest for convenience in electro- 
typing, printing and binding. 


In.1g09 the total value of products of the Press 
was $67,000. In 1920, $988,000. In 1909 the 
payroll’ of the Press was $850 per week, In 1921 
it averaged over $11,000 per week. 


Within the brief space of twelve years The 
Rumford Press has become a leader in the pro- 
duction of magazines of national reputation. 
The imprint of The Rumford Press is now an 
evidence of class and stability. It 1s becoming a 
publishers’ asset. 

In addition to its select and remarkable com- 


pany of magazines, the Press produces a large ° 


? 
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‘ 
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number. of pamphlets and books, numbering 


among its, customers a dozen great universities, 
colleges and institutions and also many impor- 


tant interests. s e 


In twelve crowded years The Rumford Press 
has made the capital city of New Hampshire 
an important publishing center and has effected 





~ 


? 


a noteworthy advancement for the printing 


industry in New England. 
The remarkable record here suggested is the 


. result of utilizing skilled American labor to secure 
the finest product, of annihilating ‘distance by 
„intelligent and painstaking observance of prom- 


ises, by patient consideration of the wishes of 
customers and by furnishing the_ best city 
product at reasonable prices and without city 
disadvantages. ' 


If you desire to publish a magazine, or pamph- 
lets, or cloth-bound books, you may share in 
these advantages by communicating with the 
Press, but you will be told frankly if your 
requirement cannot be produced to mutual 
advantage, or if prior engagements make it 
impossible to complete your work promptly 
and exactly as you desire. 
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